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Last week I spoke with Jared Dillian, editor of the Daily Dirtnap, and Caesar Maasry,
Head of Emerging Market (EM) Equity Strategy at Goldman Sachs International, about their
thoughts regarding opportunities 1in emerging markets, including the Federal Reserve
(Fed) influence on price action, and potential catalysts for a turnaround in EM. Fed’s
Inaction, EM’s Reprieve Dillian believes that the Fed is trapped and will be unable to
raise rates until 2017. The Fed delayed the decision to hike rates at its September
meeting due to reservations concerning Tlong-term inflation expectations as well as
critical uncertainty stemming from the global growth outlook. Dillian pointed to Fed
chairman Janet Yellen’s background as a Tabor economist and how deeply she cares about
the unemployed, which may cause her to lean toward the dovish side. In addition, from a
political perspective, the Fed’s Board of Governors comprises seven people. Two spots
are currently vacant, and since the other five were appointed by President oObama,
Dillian believes they are democrats. Given that we are entering an election year,
Dillian believes these Fed governors want to see a Democrat elected to the Wwhite House
and would not want to hike rates and possibly send the economy into recession ahead of
the election. Dillian 1is bullish on emerging markets and commodities. Based on his
trader background, he feels there was a period of maximum pessimism there, which we are
starting to see reverse. He sees the reflation trade back on for the foreseeable future
and currently likes gold and silver as a result. Good and Bad EM Markets: Brazil at
a Crossroads While Dillian wants to avoid Russia, he really Tikes Brazil. He considers
it very difficult to short the currency with a 14% carry, adding that Brazil’s political
situation is precarious, with President Rousseff’s approval ratings at an all-time Tow
of 8%—he thinks it’s unlikely she’11l get to serve out her second term. Dillian pointed
to the free market protests that occurred six to eight weeks ago in Brazil-where 2
million people were 1in the streets, chanting, “Less Marx, more Mises,” signaling
potentially massive change and support for the capitalist model. Maasry discussed
Brazil’s current macro picture by stating that the country’s commodity, current account
and credit imbalance put it at a crossroads. Even though 1its debt to gross domestic
product (GDP) stands at 60%-it is Brazil’s increase in total credit that has been high-
leading to questions about debt sustainability. This 1is also apparent in the way
earnings growth has been abnormally robust among Brazilian financials—-driven mostly by
credit growth-while the broad markets have seen flat to shrinking earnings. Maasry
believes that Brazil’s catalyst for a turnaround is Tikely to be fiscal consolidation.

India a Bright Star The reformist nature of India’s government has set it apart from
the rest of the EM pack. Dillian thinks the recent photo of Prime Minister Narendra Modi
walking down the street with Mark zuckerberg and sSheryl Sandberg in Silicon valley
summarizes his business savvy. Dillian sees Modi as a unique combination and analogue of
Ronald Reagan and Paul Vvolcker in 1982 (before the major bull market started in the
U.S.). In addition, India has demographics on its side: with a young population and the
potential for infrastructure spending in the trillions of dollars. Dillian says the one
pushback he receives on India is that people say “I was just in India. Haven’t you seen
it?” 1implying that there are still underdeveloped areas 1in the country. He has a
catchphrase: Your best investments are “tank trades,” which are places that you really
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only want to visit in a tank. China’s Potential for Quantitative Easing (QE) Many
have forecast that China is 1likely to step up its stimulus in the near future. Many of
the country’s prior policy actions were designed to engineer a wealth effect by
stimulating consumption through a stronger stock market and credit extension. According
to Maasry, the dissue with credit in china is Tlack of demand. Furthermore, cChina has
already seen a Tlarge rise in credit, particularly on the corporate and Tocal government
side. In 1light of this, Maasry believes any QE efforts by cChina would 1likely circumvent
additional pressure on the government’s balance sheets. Maasry also believes we are
unlikely to see a credit crisis-type blowout in China, given that the government owns
the major banks that hold the most debt. we are more Tikely to see a slow unwind and a
gradual reform process that could take years to play out. Both Dillian and Maasry were
encouraged by cChina’s substantial ammunition to create more accommodative markets. EM
Currencies Driving Performance Maasry believes that the Fed’s tightening cycle Tooms
on the horizon, which puts pressure on EM currency depreciation rather than
appreciation. He also believes that if China were to devalue, a number of currencies
would respond in kind to maintain their competitiveness. All considered, valuations 1in
EM currencies remain very attractive and could suggest an interesting opportunity once
the dust settles. where to Focus 1in EM? Maasry 1likes countries that are more
Teveraged toward growth in the developed markets, such as Korea and Taiwan, as well as
domestic-growth countries such as India.

Important Risks Related to this Article

Investments in emerging, offshore or frontier markets are generally less liquid and less
efficient than investments in developed markets and are subject to additional risks,
such as risks of adverse governmental vregulation and intervention or political
developments. Investments in commodities may be affected by overall market movements,
changes in 1interest rates and other factors, such as weather, disease, embargoes and
international economic and political developments. An investment in commodities may not
be suitable for all investors.

Investments focused 1in 1India, China, Russia, Korea, Taiwan or Brazil may be
significantly impacted by the events and developments associated with each region, which
can adversely affect performance.

Foreside Fund Services, LLC, is not affiliated with the other entities mentioned.

For standardized performance and the most recent month-end performance click here NOTE,
this material 1is intended for electronic use only. Individuals who intend to print and
physically deliver to an investor must print the monthly performance report to accompany
this blog.

For more investing insights, check out our Economic & Market outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. 1dinvestors only: Click here to obtain a WisdomTree ETF prospectus which
contains investment objectives, risks, charges, expenses, and other information;
read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign
investing involves currency, political and economic risk. Funds focusing on a single
country, sector and/or funds that emphasize 1investments 1in smaller companies may
experience greater price volatility. Investments in emerging markets, currency, fixed
income and alternative investments include additional risks. Please see prospectus for
discussion of risks.

Past performance is not indicative of future results. This material contains the
opinions of the author, which are subject to change, and should not to be considered or
interpreted as a recommendation to participate in any particular trading strategy, or
deemed to be an offer or sale of any investment product and it should not be relied on
as such. There is no guarantee that any strategies discussed will work under all market
conditions. This material represents an assessment of the market environment at a
specific time and is not intended to be a forecast of future events or a guarantee of
future results. This material should not be relied upon as research or investment advice
regarding any security in particular. The user of this information assumes the entire
risk of any use made of the information provided herein. Neither WisdomTree nor 1its
affiliates, nor Foreside Fund Services, LLC, or 1its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal advisor.
Unless expressly stated otherwise the opinions, interpretations or findings expressed
herein do not necessarily represent the views of WisdomTree or any of its affiliates.

The MSCI information may only be used for your internal use, may not be reproduced or
re-disseminated in any form and may not be used as a basis for or component of any
financial dinstruments or products or indexes. None of the MSCI information is intended
to constitute investment advice or a recommendation to make (or refrain from making) any
kind of investment decision and may not be relied on as such. Historical data and
analysis should not be taken as an 1indication or guarantee of any future performance
analysis, forecast or prediction. The MSCI information is provided on an “as is” basis
and the user of this information assumes the entire risk of any use made of this
information. MSCI, each of 1its affiliates and each entity involved in compiling,
computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly
disclaims all warranties. with respect to this information, in no event shall any MSCI
Party have any Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss profits) or any other damages (www.msci.com)

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,
Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph
Tenaglia, Jeff weniger, Matt wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,
and Brian Manby are registered representatives of Foreside Fund Services, LLC.

wisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Federal Reserve : The Federal Reserve System 1is the central banking system of the
United States.

Inflation : Characterized by rising price levels.

Dovish : Description used when stimulation of economic growth is the primary concern in

setting monetary policy decisions.

Bullish : a position that benefits when asset prices rise.

Reflation : The term is used to describe the first phase of economic recovery after a
period of contraction. This period is typically characterized by the act of stimulating
the economy through accommodative central bank policies and reducing taxes, to bring

growth and inflation back up to the long-term trend.

Short (or short Position) : The sale of a borrowed security, commodity or currency
with the expectation that the asset will fall in value, the opposite of Long (or Long
Position).

carry : The amount of return that accrues from investing in fixed income or currency

forward contracts.

current account : The difference between a nation’s total exports of goods, services
and transfers, and its total imports of them.

Debt to gross domestic product (GDP) : the debt-to-GDP ratio is the ratio between a

country’s government debt and its gross domestic product (GDP.

Quantitative Easing (QE) : A government monetary policy occasionally used to increase
the money supply by buying government securities or other securities from the market.
Quantitative easing increases the money supply by flooding financial institutions with
capital, in an effort to promote increased lending and Tiquidity.

Balance sheet : refers to the cash and cash equivalents part of the Current Assets on a
firms balance sheet and cash available for purchasing new position.
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