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With the first quarter of 2016 in the books, investors have been receiving economic data

concerning how the three-month period came to a close. This all culminates on April 28,

when the Bureau of Economic Analysis (BEA) provides its advanced estimate for Q1 real

gross domestic product (GDP). It should be noted that this “advanced estimate” is just

that, as the BEA has incomplete data for items such as trade and inventories, and needs

to make its own projections in order to come up with a figure for how the U.S. economy

performed during the quarter. As a result, this figure is often revised, and in fact,

the BEA releases a second and third estimate before all is said and done. Regardless,

the markets will still respond in a visible fashion if the report deviates from

consensus forecasts. It is interesting to note that Q1 real GDP figures have exhibited a

distinct pattern of late. Indeed, in both 2014 and 2015, the opening three-month time

frame registered notable weakness as compared to the prior quarter. Although the BEA

seasonally adjusts the data, the January to March figures still seem to be adversely

impacted if Mother Nature decides to unleash a difficult winter. There is little doubt

this effect was on display for both of these years, but in each instance, investors were

left to ponder the question: Was it just weather-related or the beginning of a more

worrisome downward trend for the U.S. economy?   U.S. Real GDP 

 As the table

illustrates, investors’ worst fears were not realized, as Q2 real GDP snapped back

rather robustly in both 2014 and 2015. The 2014 experience is perhaps more noteworthy

because Q1 actually recorded a figure of -0.9%. A figure in the negative column can very

easily give way to anxieties that the economy has entered into recessionary territory.

However, growth rebounded to +4.6% in Q2, followed by another solid showing of +4.3% in

Q3, eliminating any recession fears. For 2016, once again, it looks like the first three

months of the year could be on the soft side. As more economic data has become

available, forecasters seem to be gravitating around a +1% reading for Q1 real GDP, with
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some even looking for a potential sub-1% performance. While portions of the country had

inclement weather, it does not appear as if this influence will have the same adverse

effect as the prior two years. To be sure, the concern is that the slowdown this time

around is more fundamental in nature, reflecting the negative impact of the stronger

U.S. dollar on trade and manufacturing, as well as the drag effects from lower energy

prices. We don’t foresee the slowdown in Q1 activity as a harbinger of a recession, as

positive forces from employment, consumer spending and housing should help to keep the

economy in the black. It should also be noted that the March ISM Purchasing Managers'

Index posted its highest reading in eight months, suggesting the potential for less drag

from manufacturing in the months ahead.   Conclusion The GDP data is akin to looking

into the rearview mirror. In honor of the Stanley Cup play-offs, we thought it would be

useful to focus more on “where the puck is going,” rather than where it has been. The

U.S. fixed income markets haven’t quite made that adjustment as yet. Through the first

half of April, U.S. Treasury 10-Year yields have moved in a rather tight range of 10

basis points (bps), while investment-grade (IG) corporate spreads have traded in an even

narrower band of only 6 bps. In our opinion, Treasury and IG valuations appear to have

already discounted a soft Q1 economic performance and are awaiting signs of what Q2 may

hold. If recent history holds and Q2 activity rebounds, Treasury yields seem susceptible

at current levels, while IG spreads could contract further.

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.
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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)

 

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.
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DEFINITIONS

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

across an economy.

ISM Purchasing Managers’ Index     : Represents the health of the manufacturing sector

based on new orders, inventory levels, production, supplier deliveries and the

employment environment. A PMI above 50 signifies expansion while below 50 signifies

contraction.

10-year government bond : a debt instrument backed by a government guarantee with an

original maturity of 10 years.

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.

Basis point : 1/100th of 1 percent.
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