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“I just dropped in to see what condition my condition was in”

(By Kenny Rogers & The First Edition, 1967)

When reviewing the current state of the global economy and investment markets, we

recommend focusing on market signals and weeding out market noise. We believe the five

primary economic and market signals that may provide perspective on where we go from

here are GDP growth, earnings, interest rates, inflation and central bank policy.

GDP Growth

Global growth is expected to accelerate over the course of 2021. As of July 20, the

Atlanta Fed’s “GDPNow” estimate for Q2 growth was 7.6%, while the Richmond Fed estimated

overall GDP growth for 2021 will be between 7% and 9% (with no assumptions about

additional fiscal stimulus).

Economic growth outside the U.S. is expected to be even higher, especially in emerging

and developing economies. Part of the story (either positive or negative) will be the

continued rollout of COVID-19 vaccines and new emerging strains of the virus. Many parts

of the world, especially Asia and Latin America, currently face significant COVID-

related headwinds, though perhaps the worst is behind them.
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Translation: A continued positive environment for “risk on” assets, especially        

as vaccination rates increase.

Earnings

Global earnings growth is expected to be strong as we move through 2021, especially in c

yclical sectors, as the global economy re-expands.

Despite steadily rising equity prices, these strong earnings numbers have acted as a

counterbalance to valuations. While valuations are high, and most asset classes do not

look especially cheap right now, they haven’t moved much despite the rally in prices.
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Translation: A continued positive environment for global risk assets. There has

been a dramatic factor rotation over the course of 2021. In Q1 (as interest            

rates rose), markets were led by value, size (small caps) and dividends. As           

rates fell over the course of Q2, we witnessed a rotation back toward large-cap

and growth stocks. This is exactly why we diversify our Model Portfolios at both

the asset class and risk factor levels.

Interest Rates & Spreads

Despite the recent tumble in rates, driven by renewed concerns surrounding the COVID-19

delta variant, we maintain our outlook that rates will grind higher from here as the

economy improves and inflation picks up. In addition, credit spreads are at tight levels

that we have rarely seen over the past 10 years.

This will continue to make fixed income a difficult place to generate yield in a risk-

controlled manner.
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For definitions of indexes in the chart, please visit our glossary.

For definitions of indexes in the chart, please visit our glossary.

Translation: We maintain our positioning of being under-weight duration and        

over-weight credit relative to the     Barclays U.S. Aggregate Bond Index    , with a 

focus on  quality security selection, especially in high yield. This also       

continues to play into our “Quality and Income” investment theme for 2021.

Inflation

Inflation is a market buzzword right now, and the market seems to fall into one of two

camps. One camp (including the Fed) believes that the current high levels of inflation

are “transitory” in nature and subject to significant “base effects” (i.e., the year-

over-year numbers look alarming because at this time last year inflation was,

essentially, zero). The other camp believes that higher wages and higher input prices

will continue as the global economy continues to recover. We generally tend to fall into

the latter camp.

Figure 7_FRED CPI

Figure 8_PPI

Translation: A generally positive environment for risk assets, and very        

supportive of our “   Reflation” investment theme for 2021. Historically, the     

markets have shown they can handle moderate levels of inflation, and we believe

it would only be a problem if it spikes much higher and faster than expected.

Figure 9_Inflation Expectation

Central Bank Policy

While the U.S. Fed continues to signal that it will remain accommodative into the

foreseeable future, we are beginning to see increased divergence of opinion as to when

it will be appropriate to begin raising rates again (with some Fed governors now voting

for some time in 2022). The Fed itself describes it as “thinking about thinking about”

tapering sooner than previously signaled. If the U.S. economic data continues to come in

as expected, it looks increasingly likely the Fed will make some sort of tapering

announcement later this year.

Figure 10_FOMC paricipants_blue dots

Translation: A generally positive environment for risk assets, though this        

increasing divergence of opinion regarding inflation and       tapering bears
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watching.

The “Known Unknowns”

While the market signals we follow generally point to constructive economic and market

conditions for the rest of 2021, conditions are always subject to exogenous events. The

ones we can identify but whose outcomes we cannot foresee, we refer to as “known

unknowns.”

As we write this in late July, the known unknowns we can identify include:

1. The outcome of ongoing additional infrastructure/fiscal stimulus negotiations. At

this point it appears we will see a large infrastructure package passed with at

least minimal bi-partisan support, but all bets are off on additional stimulus

without a straight party-line reconciliation vote.

2. The impact of proposed increases to taxes and regulation in the U.S.

3. The future direction of the relationships between the U.S. and China, Iran and

Russia, which remain rocky. There currently are high levels of bi-partisan animosity

in the U.S toward China (though perhaps each party has different reasons).

4. The evolution of both COVID-19 variants and vaccination rates/effectiveness.

Summary

When focusing on what we believe are the primary market signals, the “condition our

condition is in” remains relatively healthy, and we maintain our position that 2021 will

enjoy a generally positive economic and market environment. But there are some

significant known unknowns out there that could dramatically influence global

conditions, either positively or negatively.

So, while we are optimistic in our outlook for 2021, we continue to recommend focusing

on a longer-term time horizon and the construction of “all weather” portfolios,

diversified at both the asset class and risk factor levels.

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.

Interest rates : The rate at which interest is paid by a borrower for the use of money.

Inflation : Characterized by rising price levels.

Central bank : Refers to the the monetary authority of any country.

Fiscal Stimulus : Using fiscal policy as a tool to provide economic growth.

Cyclical sectors   : Consumer Discretionary, Energy, Industrials, Materials, Financials

and Information Technology sectors.

Barclays U.S. Corporate Index     : is a broad-based benchmark that measures the

investment grade, U.S. dollar-denominated, fixed-rate, taxable corporate bond market. It

includes USD-denominated securities publicly issued by U.S. and non-U.S. industrial,

utility, and financial issuers that meet specified maturity, liquidity, and quality

requirements.

Quality : Characterized by higher efficiency and profitability. Typical measures include

earnings, return on equity, return on assets, operating profitability as well as others.

This term is also related to the Quality Factor, which associates these stock

characteristics with excess returns vs the market over tim.

Federal Reserve   : The Federal Reserve System is the central banking system of the

United States.

Reflation : The term is used to describe the first phase of economic recovery after a

period of contraction. This period is typically characterized by the act of stimulating

the economy through accommodative central bank policies and reducing taxes, to bring

growth and inflation back up to the long-term trend.

Tapering  : A shift in monetary policy by which the Federal Reserve would begin

decreasing the amount of bonds it purchases.
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