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RIDDLE ME THIS: WHAT LOOKS LIKE
A “V” BUT FEELS LIKE A “U”7?
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09/23/2020

Ah, remember the original Batman TV series? There was nothing Tike a good Riddler riddle
for the dynamic duo. well, the answer to my crack at it is pretty straightforward: the
U.S. economy.

As I’ve blogged about before, there are a variety of economic indicators that have shown
clear signs of a “v”-shaped recovery. The most noteworthy have been retail sales and
various employment gauges, as well as both manufacturing and service-related survey
activities. But the one everyone 1is waiting for 1is the measure for overall economic
activity-real GDP.

After the end of 2019, the U.S. economy went straight into negative territory, as the
pandemic-related shutdowns produced unprecedented contractions in activity. First up, Ql
2020 real GDP fell by -5.0%, and that was followed up by the unfathomable plunge of -
31.7% in Q2. Most market participants have been of the mindset that this cratering of
activity wouldn’t return to pre-pandemic Tlevels until the end of 2021. However,
something interesting may have happened, and it has raised the question of whether the
economy can recover sooner than expected.

U.S. Real GDP
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Source: Bureau of Economic Analysis, as of 3118/20.

Based upon the Atlanta Federal Reserve’s (Fed) closely followed GDPNow forecast, Q3 real
GDP is expected to reverse all of the second quarter’s record-breaking plunge. Indeed,
the estimate as I write this blog post looks for a record-breaking gain of +32%. I
thought it would be interesting to provide the reader with just what this looks Tike in
two distinct types of graphs.

U.S. Real GDP
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Source: St. Louis Fed, as of 918/20.

The bar chart reveals opposite mirror-Tlike images for Q2 and Q3, while the Tine graph is
an unmistakable “v.” However, what both graphs also show is that the U.S. economy would
still not be quite back to pre-pandemic Tevels even if the aforementioned forecast does
come to fruition. we still have that -5.0% Ql contraction to overcome.

This is where things could get a Tittle trickier. In our base case scenario, the
economic recovery should continue, but forward progress may be more on the choppy side.
Certainly, the Fed has underscored that their “pedal to the metal” monetary policy will
remain in place, but how fast we get back to where we were to begin the year (and
beyond) probably hinges on the fiscal side of the equation and, of course, the direction
COVID-19 takes during the autumn and winter months.

Bond Market Implications

one thing 1is certain, though. If the Atlanta Fed 1is correct, the U.S. economy has made
progress beyond anyone’s imagination just a few short months ago. what would the bond
market think? Although this 1is not a riddle per se, it is a great question. Right now,
the U.S. Treasury 10-year yield seems to have nestled into quite a comfortable trading
range of roughly 0.50%-0.75%. For the record, the Q3 GDP report is not due out until
october 29. (The final Q2 number comes out September 30.)

Let’s look at the “other side” of the current bond market trade. If growth can snap back
earlier than expected, what happens if inflation returns more quickly than anticipated
as well? In my opinion, this outcome is currently not priced in at all for the usT 10-
year yield.

Unless otherwise stated, all data sourced is Bloomberg, as of September 18,
2020.

For standardized performance and the most recent month-end performance click here NOTE,
this material 1is 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 oOutlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. 1dinvestors 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 1investments 1in 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 1its
affiliates, nor Foreside Fund Services, LLC, or 1its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal 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 dinstruments 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 1indication 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 1its 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 Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss 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.

Federal Reserve : The Federal Reserve System 1is the central banking system of the
United States.

Monetary policy : Actions of a central bank or other regulatory committee that
determine the size and rate of growth of the money supply, which in turn affects
interest rates.

10- Year Treasury : a debt obligation of the U.S. government with an original maturity
of ten years.
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