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On last week’s “Behind the Markets” podcast, we discussed the much-anticipated midterm

elections with Ed Mills, political strategist at Raymond James, and the longer-term

market outlook with Tom Lee, founder of Fundstrat Global Advisors. 

 

Midterms

 

Mills believes a big part of the market robustness since Trump was elected is due to the

deregulation agenda the president has pursued. With the election forecasts widely

expecting Republicans to keep the Senate—and the Senate being the sole party responsible

for confirming presidential appointments—the deregulation agenda seems as if it will

continue. This could see a post-election bounce higher if the Senate does stay

Republican—and more negative if the Senate flips Democratic.

 

Mills commented that many pundits call certain Senate races “50/50 toss-ups,” but the

outcomes are much more likely to end up falling somewhere between 70% to 90% in one

direction, and the contests should not have been labeled as “toss-ups” in the first

place. Many experts are expecting the House to move to a Democratic majority, while the

Senate is likely to remain Republican-led, with the distinct possibility that

Republicans could even add to their Senate majority. It will be interesting if this

bifurcation does occur. 

 

Mills sees the agenda post-midterms as being a continuation of fiscal stimulus, with

Democrats focused on domestic issues and Republicans focused on defense-spending

measures. 

 

China Trade Issues: Not Resolved for Years?

 

Mills believes we will come to a resolution on the China trade-war dynamics, but this

ultimately will take longer than many expect. Mills pointed out that, earlier this year,

the market expected the trade deal to be completed before the midterms, that it would

not cause disruptions to supply chains and that Trump’s tariffs ultimately would not be

enforced. On all three issues, the market got it wrong. He sees the Chinese deal being

much more difficult—we are asking the Chinese to change their industrial policy, and

while Mills believes China would be happy to “write a check” to get out of this bind, he

does not see them changing their overall economic approach and thinks the situation will

get worse before it gets better. A resolution could be years away. 

 

Lee Is Wildly Bullish: Double-Digit Rally Expected and a Shift to a Value Style
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In the second half of the podcast, we discussed some longer-term thematic opportunities

on which Lee is focused. One of the reasons I invited Lee on the program was because I

saw a headline last week that said he was wildly bullish in the short-run, so I wanted

to see what catalysts prompted that view. Lee saw indiscriminate selling in October that

reached a level that almost always indicates a bottom in selling during bull markets.

Lee admitted there are many worries and issues the market must confront, but he said

that he sees a double-digit rally coming. 

 

In terms of a broader thematic idea, Lee also believes we are in the midst of a broader

shift to the value-style investing approach, which can last 10 to 15 years. One of the

drivers in this are “asset-light” businesses that did well during falling inflation

environments that we’ve seen since 1980, compared with the “asset-heavy” businesses that

do better during rising inflation. Asset-intensive businesses with high debt and assets

on the balance sheet are rewarded more with inflation. 

 

Lee sees a lot of the rotation between, for example, Health Care (an asset-light sector)

and Financials (an asset-heavy sector) being explained by the difference in trends for

inflation.

 

He also sees technology companies being in more of a traditional value sector and sees

some of technology companies becoming more asset heavy in the future; a showdown could

be coming between Financials- and Technology-sector companies as tech companies continue

to invade the Financials sector. 

 

Some of the other broader trends we discussed with Lee included:

 

The underlying trends toward automation and why a global shortage of workers is

going to make automation-oriented companies an absolute necessity.

The impact of millennials on the longer-term economy and buying trends. 2018 was the

first year that millennials earned more income than when they were dependents, and

he sees this group as making up a super-productive workforce. He also sees them

driving the housing sector over the next 10 years, with a pickup in home-buying

going into 2026. 

We also discussed blockchain technology and the use case for cryptocurrencies. Lee

sees cryptocurrencies as way more than some fad and believes they will have

ramifications across the financial system.

 

This was a great conversation on both short-term and long-term market implications, and

I encourage you to listen to the full conversation below: 
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For standardized performance and the most recent month-end performance click here NOTE,

this material is 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. investors 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 investments in 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 its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal 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 instruments 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 indication 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 its 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 liability for any direct, indirect, special, incidental, punitive,

consequential (including loss 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

Bullish : a position that benefits when asset prices rise.

Inflation : Characterized by rising price levels.
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