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EMERGING MARKETS?

Jeremy Schwartz — Global Chief Investment officer
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Last week, I chatted with Professor Jeremy Siegel, the author of “Stocks for the Long
Run,” and Chia-Liang Lian, head of emerging markets debt at Wwestern Asset Management,
about their reactions to the Federal Reserve's (Fed) decision to delay hiking interest
rates and the implications for emerging markets (EM). Reaction to the Fed Professor
Siegel pointed out that the Fed’s decision was a close call, but he was nonetheless
disappointed by the outcome. He believes the markets already priced in one rate hike
through the recent equity market correction, and the Fed missed an opportunity to
capitalize on it. He also found the emphasis on “pressures from global events” as the
reason to delay rather surprising and noted that the Fed rarely emphasizes such global
issues, which explains the sharp rally in the bond markets after the meeting. Siegel
still believes the Fed will move before the end of the year and reminded us that the
path, not the timing of the Tiftoff, is more important. Additionally, the new dot plots
were revised much Tower in recognition that the outlook for lower rates could be with us
for some time. Siegel believes such anchored rates will continue to be supportive for
equity markets, particularly in the fourth quarter of this year. He added that while the
overall S& 500 earnings picture for 2015 Tlooks rather dismal, earnings outside the
Energy sector have held up relatively well. Impact of the Fed Decision on EM Lian
noted the Fed’s decision has been supportive of risky assets in EM, with sovereign bonds
and Tocal rates remaining firm. Additionally, the Fed’s dovish tilt lent short-term
support to the broader EM assets. Looking into the future, the uncertainty surrounding
the Fed’s Tiftoff will 1ikely continue to linger and drive EM price action, but that is
only one of a variety of factors the Western team is using to evaluate emerging market
opportunities and risks. Most Value 1in Local Currency Debt Lian believes that the
most appealing segment of emerging market debt today-when evaluating EM sovereign debt
in dollars, corporate debt or local currency sovereign market-is the Tlocal currency
sovereign market. He believes Tocal «currencies have become very attractive and
potentially mark entry Tlevels today, but he also reminded us to be thoughtful 1in
navigating market cycles and that valuation are not the only consideration. Finding
value in a schizophrenic market can be challenging. There are long-term considerations
on fundamental fair value and shorter-term dynamics in investor flows and cyclical
pressures that drive current performance in EM assets. In this market environment, Lian
states that short-term factors can dominate over considerable periods. According to
Lian, one way to think about emerging markets 1is the opportunity to extract yield. To
the extent that interest rates in EM are higher than in most developed markets, EM
currencies could add a Tlot of value. varied Opportunities 1in EM Lian’s team
continues to be constructive on Brazil despite the recent downgrade. Brazil has $370
biTlion 1in FX reserves and promising long-term prospects—for one, it 1is the seventh

largest economy and has the fifth largest population in the world.l However, the country
faces some significant challenges where political gridlock and poor fiscal balances are
concerned; this warrants continued monitoring. Not all EM 1is built the same way. Lian
believes 1in posturing toward a higher quality bias, while applying the theme of
differentiation across EM. He favors countries with AA ratings such as China and South
Korea (which recently received a ratings upgrade). In addition, he favors reformist
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countries that are migrating or have migrated toward investment-grade status, such as
Mexico and the Philippines, where investors may be adequately compensated for the risk.
while investing in EM entails a bumpy ride, the region will most 1ikely continue to
maintain 1its dominance 1in global growth, and Lian calls for cautious portfolio
allocations. China Rebalancing and Can India Take Growth Reins? The EM rally in
the past 10 to 15 years has been largely driven by Chinese gross domestic product (GDP
growth. shifting demographics have led cChinese policy makers to move their economic
focus away from exports to more domestically driven sectors such as services. Lian
firmly believes that Chinese policy makers have the necessary tools to maintain 6%
growth into the future. Lian is optimistic on India’s potential and believes that Tower
0il prices have been a boon to India by helping improve its fiscal and current account
balances. But will India be able to plug the 1infrastructure demand gap caused by a
slowing china? Lian believes it will take at least another 10 years for India to match
china’s influence on the global economy. Read the cConversations With Professor

Siegel Series. lsource: Bloomberg as of 8/31/15.

Important Risks Related to this Article

Investments in emerging, offshore or frontier markets are generally less Tliquid and Tless efficient
than investments in developed markets and are subject to additional risks, such as risks of adverse
governmental regulation and intervention or political developments.

Investments in currency involve additional special risks, such as credit risk and interest rate
fluctuations.

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 oOutlook

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.

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


https://wisdomtree.com/~/link.aspx?_id=629EA1A21F5646E3B6A5AD58E8AAAB5C&_z=z
https://wisdomtree.com/#externalLinkModal

wWisdomTree BLOG ARTICLE

DEFINITIONS

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

Dot Plot : a chart based on the economic projections of the Federal Reserve board

members that illustrates their views on the appropriate pace of policy firming and
provides a target range or target level for the federal funds rat.

S&P 500 Index : Market capitalization-weighted benchmark of 500 stocks selected by the
Standard and Poor’s Index Committee designed to represent the performance of the leading
industries in the United States economy.

sovereign : A national government.

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

setting monetary policy decisions.

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

Local currency sovereigns : debt denominated in Tocal currencies issued by an emerging
market government.

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.

Yield : The income return on an investment. Refers to the interest or dividends received

from a security that is typically expressed annually as a percentage of the market or
face value.

Foreign Exchange (FOREX, FX) : The exchange of one currency for another, or the

conversion of one currency into another currency.

Fiscal balance : a government’s tax revenues and proceeds from asset sales Tless
government spendin.

Credit ratings : An assessment of the creditworthiness of a borrower in general terms
or with respect to a particular debt or financial obligation. Credit assessment and
evaluation for companies and governments is generally done by a credit rating agency

such as Standard & Poor’s, Moody’s or Fitch.

Investment grade : An investment grade 1is a rating that signifies a municipal or
corporate bond presents a relatively low risk of default.

Gross domestic product (GDP) : The sum total of all goods and services produced
across an economy.

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