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In a nutshell, we believe a Trump victory – especially coupled with a Republican Congress – is very

good for US mid cap, US small cap and overseas markets, such as Japan, that are sensitive to a

strong USD/weak domestic currency. Shortly after the US Election results, the market began to

immediately discount expected policy changes next year that will likely lead to a pro-growth

economic agenda. That agenda includes cuts in individual and corporate tax rates, increased spending

on defence and infrastructure, and a rollback on energy (good for energy stocks and industrials),

and regulations including Dodd-Frank (good for financials) and the Affordable Care Act (good for

small businesses).

This is raising expectations for faster GDP and private sector job growth, higher inflation, higher

interest rates, and, in the immediate future, a stronger Dollar.

How can investors take advantage of this bullish environment?

The focus is on US equity funds and Japanese hedged equity funds. We outline below some of the key

sectors and strategies which can be interesting to investors.

Focus on Core Dividend Growth (DGRW)

As rates have declined in the first half of the year, we’ve seen success with our core dividend

strategies. However, as the macro environment changes it is important to focus on the rising rate

environment and investors may look at funds like the WisdomTree US Quality Dividend Growth UCITS ETF

(DGRW). 

We believe that DGRW is one of the best placed large cap US equity strategies in the post election

environment. In the first eight trading days we saw the US market rotate away from Utilities, Real

Estate, Consumer Staples and Telecom, and towards Financials, Industrials and Consumer

Discretionary. DGRW is overweight by 18% Industrials and Consumer Discretionary relative to the

market, underweight Financials by roughly 10%, and underweight Utilities, Real Estate and Telecom by

roughly eight percentage points – it has virtually 0% exposure to those three sectors.

Given that rising interest rates should create a headwind for the higher yielding, more defensive

parts of the market, we think investors should tilt towards “quality” in their US large cap

exposure, towards companies that in aggregate have less leverage than the market as a whole. DGRW

gets that exposure to total shareholder yield that’s higher than the market, and we feel that it is

well positioned for this stage of the cycle.

Trump’s Pro-Growth Agenda Will Likely Benefit US Mid and Small Cap Stocks

If Trump’s plan to cut tax and regulation passes the Republican Congress, it will likely result in

greater economic activity, industrial production, investment and consumption in the US. This will

benefit mid and small cap companies that derive most of their sales and profits in the US, and who

are less impacted by a rising Dollar overseas. 

In our view mid and small caps is the place to be, and we believe that the WisdomTree US SmallCap D

ividend UCITS ETF (DESE) is well positioned. In the US mid cap and small cap areas there are

interesting macro themes to consider. In particular, the market has already priced in the discount
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of pro-growth policies in the US (tax cut and regulatory reform) to pass in to 2017, and that this

will benefit small and mid cap companies.

+ Faster GDP growth, job growth, and wage gains may well translate into faster revenue and earnings

growth for US companies with more exposure to the US consumer and the US economy

+ If corporate taxes are reduced, mid and small companies which benefit the most will be those that

receive the lion’s share of the profits inside the US

+ Small and mid companies are less impacted by the headwind of a rising Dollar

Japan

One international equity market that has rallied since the election as its currency has weakened,

has been Japan. Our WisdomTree Japan Equity UCITS ETF USD Hedged (DXJ) was up about 6.5% since the

election[1], and is separating from both other international developed and emerging markets. This

happened during a period when the Yen declined about 5.5% versus the Dollar.

We expect Japan will be a continued focus in terms of international equity markets for 2017,

reflecting our view that interest rates and the US Dollar is headed higher from current levels, and

that, with the BOJ holding the line on the 10-year yield in Japan, that the Yen still has room to

weaken from here.

At a macro level, since rates bottomed in the US on 8 July, DXJ has been more sensitive to the back-

up in the 10-Year US Treasury Yield than any of the sectors of the S&P 500. DXJ is up 30% since

then[2] – and is down just 2.9%[3] for the year. If the US 10-year yield goes to 3.0%, the Yen may

well test the 125 range. With such large scale macro shifts Japan may be one of the best performing

major equity markets for 2017.

In Summary

We believe the best performer in 2017 will be US equities. Specifically, we think small caps and mid

caps have a lot to gain from some of Trump’s legislation likely to be imposed (and revoked).

However, if looking at US large cap, the focus should be on quality dividend strategies. 

In other parts of the world, we think Japan is a bright spot especially looking at the recent

depreciating Yen. To get ‘pure’ exposure to Japan equities without the USD/JPY currency fluctuation,

we believe our range of currency hedged Japan ETFs could suit this market environment.

Source

[1] WisdomTree, as of 28/11/2016

[2] WisdomTree, as of 28/11/2016

[3] WisdomTree, as of 28/11/2016

View the online version of this article here.
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Important Information

 

Marketing communications issued in the European Economic Area (“EEA”):         This

document has been issued and approved by WisdomTree Ireland Limited, which is authorised

and regulated by the Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA:         This

document has been issued and approved by WisdomTree UK Limited, which is authorised and

regulated by the United Kingdom Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as

“WisdomTree” (as applicable). Our Conflicts of Interest Policy and Inventory are

available on request. 

For professional clients only. The information contained in this document is for

your general information only and is neither an offer for sale nor a           

solicitation of an offer to buy securities or shares. This document should not       

be used as the basis for any investment decision. Investments may go up or down

in value and you may lose some or all of the amount invested. Past performance

is not necessarily a guide to future performance. Any decision to invest should

be based on the information contained in the appropriate prospectus and after          

seeking independent investment, tax and legal advice. 

The application of regulations and tax laws can often lead to a number of            

different interpretations. Any views or opinions expressed in this communication

represent the views of WisdomTree and should not be construed as regulatory, tax

or legal advice. WisdomTree makes no warranty or representation as to the          

accuracy of any of the views or opinions expressed in this communication. Any           

decision to invest should be based on the information contained in the          

appropriate prospectus and after seeking independent investment, tax and legal        

advice.

This document is not, and under no circumstances is to be construed as, an advertisement

or any other step in furtherance of a public offering of shares or securities in the

United States or any province or territory thereof. Neither this document nor any copy

hereof should be taken, transmitted or distributed (directly or indirectly) into the

United States. 

Although WisdomTree endeavours to ensure the accuracy of the content in this document,

WisdomTree does not warrant or guarantee its accuracy or correctness. Where WisdomTree

has expressed its own opinions related to product or market activity, these views may

change. Neither WisdomTree, nor any affiliate, nor any of their respective officers,

directors, partners, or employees accepts any liability whatsoever for any direct or

consequential loss arising from any use of this document or its contents.
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