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Every quarter, we hold a quarterly review and outlook conference call with our Senior
Investment Strategy Advisor, wharton Professor Jeremy Siegel, where listeners can submit
questions ahead of time and help drive the content of the call. In this blog, we review
the most pressing economic and market issues that were discussed during this quarter’s
call. Question: A major question has been central bank activities and how that
impacts the markets. what are your current thoughts? J. Siegel: Yes. Very
important. Does anyone doubt how important the U.S. Federal Reserve (Fed) 1is to what
moves the markets? Every Tittle hint on what they’re going to do, every Tittle move on
who’s going to be the next Fed chairman, with Janet Yellen being seen as more of a
continuum of Bernanke’s easy money policies and Larry Summers being tougher on that
score, which might actually not be as true as thought. Nonetheless, these are the
market-moving issues. Let me say to start-and I’ve said this now for over a year and a
half-the Fed is important for stock prices, but this bull market in my view is driven by
valuation and earnings, particularly valuation. What I believe is going to move the
market up is not so much earnings—and earnings growth is up a few percent; ok but not
great. I believe it is going to be valuation 1improvements that drive the market. The
reason is because alternative 1investments, even with the recent increase 1in interest
rates, are still extremely Tlow from a historical standpoint. I believe the current
environment justifies valuations of 16, 17, 18 on the market; not just the historical
15. Question: who do you prefer to be the next Fed Chair to replace Bernanke? 3J.
Siegel: First of all, I could live with either Larry Summers or Janet Yellen. I think
both of them are extremely good economists. I know Larry Summers very well. I don’t know
Janet Yellen as well, but I’ve read almost everything she’s written. I prefer Janet
Yellen. I think she’s much better at bringing a sense of commonality to the Federal Open
Market Committee (FOMC), which is something that Bernanke has really done a great job
with. Almost everyone, whether they’re hawkish or dovish, has praised Bernanke’s
willingness to be all-inclusive in the discussions. The major problem with Larry Summers
is that he’s extraordinarily bright but often goes off on his own opinion and runs the
risk of not Tistening closely to other FOMC members. I believe that Bernanke himself
will recommend Yellen and the FOMC will recommend Yellen. I think that will carry the
day. Regarding the timing of the change: Although Bernanke’s term as chairman is over on
January 31, his position on the board is not over for another six years. Now, when he
Teaves the chairmanship, he will not become a regular member of the Board. No one does
that. He will leave the Fed. The reason I’m bringing this up is that if there is a fight
in the Senate and the Senate cannot make a decision by year-end or even in January, the
tradition has been that the chairman stays on as chairman until the new choice is
confirmed. Bernanke, potentially, could still be chairman well past January 31. I'm just
mentioning that as a possibility. Question: When do you believe the Fed will begin
to slow down, or taper, its purchases of bonds? 3. Siegel: It is my belief that
tapering will begin in September; that’s the most 1likely outcome. I think the economy is
going to show stronger growth in the second half ; that’s why I believe tapering will
begin then. I think tapering will be announced in September and begin in October and
pretty much as planned-about $20 billion a month being cut from the purchases until it
is all wound down by the middle of 2014, and that’s pretty much the most 1likely scenario

wisdomTree.com = 1-866-909-WISE (9473) WISDOMTREF


https://wisdomtree.com/blog/glossary#central-bank
https://wisdomtree.com/blog/glossary#easy-money-policies
https://wisdomtree.com/blog/glossary#valuation
https://wisdomtree.com/blog/glossary#federal-open-market-committee
https://wisdomtree.com/blog/glossary#hawkish
https://wisdomtree.com/blog/glossary#dovish
https://wisdomtree.com/blog/glossary#tapering
https://wisdomtree.com/blog/glossary#purchases

wWisdomTree BLOG ARTICLE

that Bernanke spoke of during his news conference. The great thing about introducing the
possible tapering of quantitative easing (QE) is that it gives a huge option back to the
Fed. If the economy does not progress as quickly as anticipated, the tapering will
either be cut back, delayed or canceled outright. without this option, there wouldn’t be
many bullets left in Bernanke’s holster to stimulate the economy. Now that the market
expects tapering, he could always delay it to provide an additional boost to the
economy. Question: How do you see the Fed being able to wind down the balance
sheet now that it has gotten so large? J. Siegel: Step one is just to stop the
buying, to stabilize the balance sheet. Step two is to bring down the balance sheet to
make sure all those excess reserves do not flow into credit and become inflationary. I
think this will be accomplished in two ways. The first way 1is, they will stop
reinvesting the cash flows they receive from the mortgage-backed securities, and maybe
even Treasuries. Also, I believe that we’re going to get an increase in formal reserve
requirements. The banks are already holding nearly $2 trillion 1in excess reserves. A
reserve ratio increase will absorb excess reserves and control the amount of Toans that
are made by the banks, which 1is, of course, the inflationary potential of these excess
reserves. This is well down the road.

Important Risks Related to this Article

Past performance is not indicative of future results. This article was reprinted with
the permission of Jeremy Siegel. WisdomTree is not responsible for its content and has
reprinted this article to be viewed as informational. The information provided to you
herein represents the opinions of Jeremy Siegel and 1is not to be considered 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. Past
performance is no guarantee of future results. Professor Jeremy Siegel is a Senior
Investment Strategy Advisor to WisdomTree Investments, Inc., and WisdomTree Asset
Management, Inc. Neither Professor Siegel nor WisdomTree nor any other party involved 1in
making or compiling any <information makes an express or implied warranty or
representation with respect to information in this article.

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

central bank : Refers to the the monetary authority of any country.

Easy money policies : Policies that have the goal of stimulating economic activity.

valuation : Refers to metrics that relate financial statistics for equities to their

price Tlevels to determine if certain attributes, such as earnings or dividends, are
cheap or expensive.

Federal Open Market Committee (FOMC) : The branch of the Federal Reserve Board that

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

setting monetary policy decisions.

Tapering : A shift in monetary policy by which the Federal Reserve would begin

Purchases : Refers to the ongoing monthly purchases of both U.S. Treasury and mortgage-

backed securities of over $80 billion.

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.

Excess reserves : bank reserves in excess of a reserve requirement determined by Tocal
central bank. They represent reserves of cash more than the minimum required amount.

Mortgage-backed securities : Fixed income securities that are composed of multiple
underlying mortgages.

Reserve requirements : Mandated amounts of cash that banks must hold on hand to cover
their Tiabilities.
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