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On last week’s podcast, | had the opportunity to interview Jared Dillian, author of the professional investing
newsletter “The Daily Dirtnap” and a writer for Mauldin Economics, as well as Marc Chandler of Brown
Brothers Harriman (BBH), a specialist on currencies.

First, before | get to the discussion with the two guests: We heard from our co-host, Professor Jeremy
Siegel, who was surprised that U.S. Federal Reserve (Fed) Chair Janet Yellen was giving the all-clear that
the Fed would raise interest rates ahead of March 10’s key employment rate figure. He speculated that
Yellen had received a preview that the data would be strong. The only worry on Professor Siegel’s mind
regarding the current market environment was a drop in oil prices last week.1 If market participants worry
that the Fed might be tightening too fast, he said it could show up in commodities and oil prices first, and
weakness in oil this week was a troubling sign to him, if it were to continue.

We then covered a number of topics with Dillian, including:

1. Why he thinks the Fed is way behind the curve in hiking interest rates and is likely to do three to four
hikes in 2017.

2. His case for being bullish on financials over the longer run—even after the big moves after Donald
Trump’s November 8, 2016, election victory.

3. Snapchat’s initial public offering—that came with no voting rights—which to Dillian is like high-yield
bonds with no covenants for protecting bond holders; he thinks that is a sign that technology stocks
are a part of the market that he wants to be short.

4. His case for the Toronto real estate market being a bubble and why he is short both the Canadian dollar
as well as the shares of Canadian banks.

5.  Why he thinks Brexit will be positive for the United Kingdom over the longer run and he is surprised
the pound has not risen.

6. Why he still likes the BRIC countries in emerging markets, even after strong gains last year.

7. Adiscussion of his first Bloomberg View article, where he defends hedge funds against plain index
funds due to the hedge funds’ lower volatility approach keeping investor emotions in check during bear
markets by keeping people invested throughout drawdowns.

In this last conversation, Dillian is on to something, pointing out that investors tend to have a hard time
sticking with the market and remaining invested as it enters bear market territory, and that having strategies
to lower portfolio volatility can be very important. | argued that this highlights the need for more low-cost
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hedged vehicles as the typical fee arrangement in hedge funds; particularly fund of funds, which was the
focus of his article, are particularly problematic. | am sure we will see more strategies come out in this
alternatives arena.

With Chandler, we talked about the following:

8. His new book, The Political Economy of Tomorrow2, and changing trends in social relationships
between man and woman, employee and employer, and citizen and state. This follow-up to 2009’s
Making Sense of the Dollar3 takes an in-depth look at why he thinks we are in a strong-dollar regime.

9. Why he believes President Trump’s victory and the Brexit were not a victory for populist policies but
just for these candidates adopting some of the populist agenda.

10. Chandler predicts no populist party victory in European government elections over the coming months;
in determining movements in the euro, he would therefore be focused on Fed policy and President
Trump’s fiscal policies—and there we still have policy divergence, with the Fed hiking more than any
anticipatory changes at the European Central Bank.

11. Chandler is still bullish on the U.S. dollar; he believes people are still skeptical whether the Fed would
undertake more than two hikes this year, and he thinks the odds favor a more hawkish Fed as shown in
what he believes the dot plot will look like when released after its March 15, 2017, meeting. He thinks
the Fed has shifted its mindset and that the global economy is stable, so it wants to take opportunities
to normalize.

12. How President Trump’s influence will dominate the Federal Reserve Board of Governors with more
than five vacancies to fill over the coming 12 months.

13. How Germany is being accused of currency manipulation due to the euro being undervalued—from
2002 to 2012 the euro was much more dramatically overvalued.4 While valuations of currencies may
have long-term tendencies to revert toward fair value, in the short run many other factors will have the
potential to dominate.

Dillian and Chandler are both returning guests to “Behind the Markets,” and we appreciate their discussion.

Listen to the entire “Behind the Markets” podcast series here.

1Source: Bloomberg; refers to the price per barrel of West Texas Intermediate oil during the week of March
3-10, 2017.

2Marc Chandler, Political Economy of Tomorrow, Terra K. Partners, February 2017.

3Follow up book to: Marc Chandler, Making Sense of the Dollar: Exposing Dangerous Myths about Trade
and Foreign Exchange, Bloomberg Press, August 2009.

4Undervaluation or overvaluation of the euro is measured on the basis of purchasing power parity, as
calculated by the Organisation for Economic Co-operation and Development (OECD).
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Important Risks Related to this Article

Foreign investing involves special risks, such as risk of loss from currency fluctuation or political or
economic uncertainty.

Fixed income investments are subject to interest rate risk; their value will normally decline as interest rates
rise. In addition, when interest rates fall, income may decline. Fixed income investments are also subject

to credit risk, the risk that the issuer of a bond will fail to pay interest and principal in a timely manner or
that negative perceptions of the issuer’s ability to make such payments will cause the price of that bond

to decline.
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