WisdomTree BLOG ARTICLE

THE IMPACT OF STORIES ON
ECONOMICS
Jeremy Schwartz — Global Head of Research
11/12/2019

On last week’s episode of the “Behind the Markets” podcast, we were joined by Nobel Prize-winning Professor Robert
Shiller, who recently released a new book titled Narrative Economics: How Stories Go Viral and Drive Major Economic
Events.
Shiller’s focus on narratives and their economic impacts began early in his career. He credits his friendship with Professor
Jeremy Siegel from The Wharton School for his focus on economic issues in the real world.
Recent Narratives and Their Impacts
One narrative Shiller focused on recently was his statement on CNBC that strong spending in the U.S. today draws
inspiration from our motivational speaker president, who models luxurious living. While Shiller admits he cannot prove
direct causality, he uses this to show that economists are often reticent to point out theories that one cannot prove in
actuality. Shiller believes spending is very psychologically driven and that President Trump is influencing consumers.
Shiller and Siegel discussed whether our current economic expansion can continue given the length of the expansion, and
neither thought economists were particularly good at forecasting recessions.
Another recent narrative that is becoming more prominent is the fear of losing jobs to robots and artiﬁcial intelligence,
and how that might weigh on consumer spending. Shiller believes there could be a groundswell of this fear when we
have our next recession. He pointed to similar concerns during the Great Depression, shown by books about how man
works with machines, and there could be an increase in unemployment driven by technology.
He also focused a bit on the narrative behind bitcoin that made this “entry on a database accounting sheet” into
something with a lot of perceived value. He thinks it is the compelling narrative around bitcoin’s mysterious founder,
Satoshi Nakamoto, that catapulted it.
A Decade of Low Returns
We also discussed the CAPE ratio debates, and Shiller humbly mentioned that the CAPE ratio only forecasts about a
quarter of the variance of long-term stock market returns. But from today’s CAPE ratio, which is near 30, he sees returns
of 4.5% a year for the next decade (and more like 2.5% after inflation). He recognizes there are not many better
investment options with rates so low today, so he is not overly pessimistic about stocks.
Professor Siegel also pointed out that moving one year ahead, the CAPE ratio drops by 2 points when 2009 earnings get
removed from the historical average. He sees real, after-inﬂation returns as being 5%–6% with 2% inﬂation on top of
getting nominal returns of 7%–8%. Shiller also added that he is optimistic about many of the international markets
because he sees lower-than-average CAPE ratios and the potential for better returns than the U.S.
This was a great discussion, and we thank our guests for joining us. Please listen to the full conversation below.
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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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