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Last week, Jeremy Siegel and I chatted with Peter Tchir from Brean Capital and Josh

Brown, aka “The Reformed Broker,” of Ritholtz Wealth Management to get their thoughts

regarding the recent announcement from the European Central Bank (ECB) and its impact on

the markets.   Draghi Overdelivers  Tchir thought that ECB president Mario Draghi had

surprised to the upside at his March 10, 2016, policy meeting, and he was particularly

impressed by the expansion of quantitative easing (QE)—indicating that corporate bonds

now qualify for ECB’s QE program. Draghi also hinted that more QE purchases could be

directed to the sovereign debt of weaker peripheral countries, instead of Germany’s

continuing to get a disproportionately large allocation of QE efforts. Tchir also

mentioned the long-term refinancing operation (LTRO) programs, which help banks create

new assets such as loans and bonds with limited mark-to-market risk, as funding rates

are locked in. This helps address capital issues that banks may be facing. Consequently,

as of this writing, bond markets have reacted very well. Brown agreed that the QE

efforts—at the ECB and the Bank of Japan (BOJ)—are in some ways advancing beyond what

the Federal Reserve (Fed) did in the United States. Negative interest rates, the ECB’s

purchase of nonfinancial corporate debt and the buying of Japanese real estate

investment trusts (J-REITs) and even equities by the BOJ are really pushing the

envelope, according to Brown.   Is There a Point at Which the ECB Runs Out of         

Bullets? Tchir made the point that monetary policy is not a panacea—fiscal policy will

need to help boost the impact of monetary policy. The banking sector has gotten weaker

in terms of its capability to provide capital. Brown agreed that QE alone doesn’t

inspire the “animal spirits” of entrepreneurs or aggregate demand within economies. It

remains to be seen how much further QE and central banks can push economic activity

forward, absent action from the fiscal side. The ECB is, in his view, attempting to

charge banks for not making loans while also incentivizing certain types of loans, but

what the ECB can’t do is create the list of worthwhile endeavors for which the loans can

be used.   How Financials Performed With all the talk about the banks, I had to ask

about the connection between how, in many corners of the world, Financials are among the

worst-performing sectors, and yet they come up in every discussion about QE as an

essential transmission mechanism between central banks and economic activity. Tchir

touched on what I think is a critical question: With QE pushing interest rates lower,

into negative territory on a short-term basis and generally lower on a longer-term

basis, the profitability per loan could come under pressure, but the VOLUME of loans may

ultimately go up. Tchir said that a lot of the policy focus is on volume and getting

that up. He also believes that this sector is indeed attractive at current levels, and

demand is of utmost importance to drive loan volume. As volume increases, banks can make

money in a variety of ways, including through transaction and other fees. Brown’s

comments also indicated a focus on increased volume of loans—he hasn’t been seeing it

yet, but if it were to actually increase it would be an important indicator of the

ultimate success of the QE agenda.   Interesting Policy Idea from Josh Brown It is

hard to deny that the Fed, the ECB and the BOJ are reading from a playbook that

indicates easy monetary policy by any means necessary. Brown explained an interesting

idea: A slow, gradual rise in interest rates might actually be better at sparking
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aggregate demand and animal spirit than so-called “free-money.” His rationale: If

different economic actors realized that free money wouldn’t be around forever, it might

inspire them to undertake projects that had been under consideration but hadn’t

progressed toward action.   Other Areas of Discussion beyond ECB Action & Central

Banks While the March 10 ECB action was a central point of the discussion with both

Tchir and Brown, it wasn’t the only matter on the table. Below, we cover some of those

other areas.   Emerging Markets Making Strides In Tchir’s view, emerging markets have

become more interesting this year. Brazil seems to be cracking down on corruption, and

Argentina is addressing its long-term debt issues. Emerging market fixed income has been

trading well and could very well be an outperforming asset class in 2016.   Leveraged

Loans Stop the Bleeding    Tchir cited an interesting statistic: Leveraged loans have

seen outflows for 33 weeks in a row, until the past week. That’s a significant change.

Money has also been flowing back into the high-yield fixed income space. This tied into

some earlier remarks from my co-host, Wharton Professor Jeremy Siegel. Risk assets have

been generally appreciating since February 11, 2016, when we saw West Texas Intermediate

Crude oil at about $26 per barrel1. The high correlation between these assets and the

price of oil is an important factor at present, but something that Professor Siegel

indicated would have the potential to break down if oil continued to increase.   2016

Volatility Continues  As we approach the end of the first quarter of 2016, it feels

like we’ve already seen nearly a year’s worth of market volatility with all that has

transpired. In his closing thoughts, Tchir indicated that he liked European assets and

their potential.   Read Conversations with Professor Siegel Series.         1Source:

Bloomberg, with data from 2/11/16 to 3/11/16.

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)
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 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.
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DEFINITIONS

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 liquidity.

Sovereign Debt : Bonds issued by a national government in a foreign currency, in order

to finance the issuing country’s growth.

Long-term refinancing operations (LTRO)     : Means by which the European Central Bank

was able to provide liquidity to the European financial sector.

Mark-to-Market : valuing assets by the most recent market price.

Funding rates : rate at which one can fund themselves in the financial markets.

Capital : Wealth available for a particular purpose, such as starting a company.

Interest rates : The rate at which interest is paid by a borrower for the use of money.

Corporate debt : Bonds a company issues in order to raise money.

Japan real estate investment trusts (J-REITs)       : Investment structure containing a

basket of different exposures to real estate, be it directly in properties or in

mortgages traded on the Tokyo Stock Exchange. Returns predominantly relate to changes in

property values and income from rental payments.

Fiscal Policy   : Government spending policies that influence macroeconomic conditions.

These policies affect tax rates, interest rates and government spending, in an effort to

control the economy.

Monetary policy   : Actions of a central bank or other regulatory committee that

determine the size and rate of growth of the money supply, which in turn affects

interest rates.

Leveraged loan market : Loans extended to companies or individuals that already have

undertaken considerable amounts of debt, thereby increasing their risk of potential

default.

High Yield : Sometimes referred to as “junk bonds,” these securities have a higher risk

of default than investment-grade securitie.

Riskier assets : Assets not backed by the full faith and credit of a government entity.

West Texas Intermediate (WTI)     : A grade of crude oil used as a benchmark in oil

pricing.

Correlation : Statistical measure of how two sets of returns move in relation to each

other. Correlation coefficients range from -1 to 1. A correlation of 1 means the two

subjects of analysis move in lockstep with each other. A correlation of -1 means the two

subjects of analysis have moved in exactly the opposite direction.

Volatility : A measure of the dispersion of actual returns around a particular average

level.&nbsp.
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