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As I predicted, we got through the last fiscal cliff in fine stead. The Republicans have

just announced that they will vote for a three-month delay in the debt limit. Some

believe that in June we will face an even more serious threat to the market if the GOP

refuses to increase the borrowing limit. But I disagree. The Republicans tried to shut

down the government when the Clinton administration hit the debt ceiling, and it led to

a sharp drop in GOP ratings. Republicans are in no stronger a position today. An

outright increase in the debt ceiling will be reached. Some worry that if no significant

expenditure cuts are made, there is a risk that Standard and Poor’s or another ratings

agency will further downgrade U.S. government debt. While that may indeed occur, I do

not think it will have a significant impact on the market. Stockholders may remember

that when S&P downgraded the federal government debt in August 2011, the stock market

took a tumble. But that was because there was a fear that China might dump a significant

portion of its U.S. Treasury portfolio, an event that never came to pass—and stocks

recovered. And the S&P downgrade had absolutely no impact on the Treasury market itself;

in fact, demand for Treasury bonds actually boomed following the downgrade, as investors

sought U.S. bonds as a “safe haven” investment. What does all this mean for the economy

and the markets? I think that stocks will continue to surprise on the upside, and I

believe stocks will return at least the 16% they achieved last year. Most of this gain

will be generated from an expansion of P/E multiples [will link to the P/E ratio

definition in the glossary], as I expect earnings to be up from 5% to 7% over 2012.

Multiple expansion is in the cards when interest rates are this low. I believe S&P 500

[will link to the S&P 500 Index definition in the glossary] earnings will be in the $105

to $110 range for 2013, which at the current level of 1470 for the index puts the P/E

ratio at about 13.7, far lower than the average over the past 50 years. The tax battle

is over, and it did not turn out too badly for investors. I have long maintained that

Obama’s proposal to eliminate the special rate on dividends was a bargaining chip that

would be discarded quickly when the final deal was done. The outcome is that the highest

rate for dividends is at 23.8% (including the Medicare tax), the exact same as capital

gains, and this rate kicks in at a joint income of over $450,000 instead of over

$250,000. This means that the highest tax rate impacts less than one-quarter of the

dividends that are paid and that most middle- to upper-middle-income investors will be

paying a 15% tax (or lower) on their dividend income. With ordinary tax rates rising

sharply for high-income individuals, dividend income is still extremely attractive. On

the interest rate front I believe the Fed will tighten sooner than the middle of 2015,

the date the Federal Open Market Committee predicts it will start raising rates. This is

because the recent job growth numbers of 150,000 per month should bring the unemployment

rate down to the newly revealed threshold of 6.5% some time in 2014, not 2015. But stock

owners need not fear an earlier tightening. Bull markets die only in the final stages of

central bank tightening, when interest rates reach much higher levels. I believe this

bull has a long way to run.
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Siegel and is not intended 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 in 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 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.

WisdomTree BLOG ARTICLE

WisdomTree.com   1-866-909-WISE (9473)

https://www.wisdomtree.com/investments/performance
https://wisdomtree.com/-/media/7ae44b76bd3149b4a55e58a7694530b1.ashx
https://www.wisdomtree.com/investments/blog/2013/02/08/outlook-for-2013


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.

WisdomTree BLOG ARTICLE

WisdomTree.com   1-866-909-WISE (9473)

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

	OUTLOOK FOR 2013

