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A little over four years ago, the global economy was suddenly shuttered. Flush with

stimulus payments, U.S. consumers found their only consumption outlet was goods. Of

course, there was a problem. The reason for the stimulus payments was that the economy

was shutdown, including factories. The “from the couch” goods boom caused a series of

global economic ripples. From toilet paper shortages to counting ships off the coast of

California, the world was made radically different overnight and every economic

indicator became instantaneously useless. 

For the first time in a long time, it was a goods-driven U.S. economy. Prices were

rising, and used cars became a popular topic of conversation. Trucking companies were

booming and fretting about an impending driver shortage. Manufacturers were unable to

keep pace with demand as their supply chains proved fragile. UPS, FedEx and Amazon

strained to keep pace with deliveries. U.S. retailers stocked up on inventories to meet

consumer demand. As the U.S. economy reopened, these issues slowly dissipated.

And there was rampant angst about whether or not the U.S. economy would be able to hand

off the economic baton from goods to services in time to avoid a recession. Spoiler: the

handoff was executed without issue. Services boomed. Manufacturing entered a lingering

downturn alongside trucking and logistics as retailers suddenly found themselves with an

inventory glut. In fact, the transition went so well that “revenge travel” entered the

vernacular. And—according to Carnival and other cruise lines—the revenge continues. 

Nothing lasts forever, though. There are signs of consumer exhaustion, with foot traffic

at restaurants waning and consumer packaged goods companies signaling their pricing

power has largely run its course. The commentary from Pepsi to Kraft-Heinz to Kimberly-

Clark has shifted over the past 12 months from one of pricing to one of volume. 

Importantly, that volume is not coming at the expense of past price increases. At least,

not yet. As Unilever conveniently  stated in its latest investor presentation, the

previous pricing actions taken increased gross margin dollars. Where are those gross

margin dollars flowing? Advertising and marketing. There was little need to advertise

when revenue gains were all about pricing. There is an imperative to advertise when

revenue growth is all about volumes. 

At a first glance, this is beneficial for a specific swathe of U.S. technology giants.

But it is not the whole story. While it will certainly be beneficial to that cohort, it

will also be a tailwind to an emerging group of firms. Amazon’s advertising business has

been an impressive growth engine for the retailer. For its part, Walmart was not going

to be left behind. On its latest earnings call, Sam Walton’s creation stated that

advertising was a growth area and purchased  a television maker to further its

initiative. Even grocery retailer Krogerhas a play for advertising dollars with its AI-

focused 84.51° subsidiary. 

Then comes the statements from the advertising platforms themselves. Where are those

revenues going? Aside from the bottom line, Meta and Alphabet both increased their

outlook for capital expenditures to build out their AI capabilities. Higher prices at

the grocery store are, in part, funding the AI boom. 

There are more than a couple of winners with increasing advertising and marketing

spending. And not all the winners are obvious. This makes the current environment
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particularly interesting. After all, chasing volumes means manufacturing more stuff,

which suggests  retailers are—finally—beginning to find their inventories “right

sized.” 

All of this points to an important question—is the next handoff here? The latest ISM

Manufacturing Survey would suggest it has arrived. The gauge pointed to growth both in

current output and new orders. This time around should not be as dramatic as the

previous post-COVID episode. More of a “handoff to normal,” with a stable and growing

manufacturing sector and a services industry doing the same. That would be a welcome

development for the U.S. economy after the last few years of sharp shifts between

economic drivers.

The investment consequences are far reaching as well. Typically, an improving

manufacturing sector coupled with a healthy services economy is associated with higher

medium to long-term yields and a buoyant equity market. But this is the post-COVID

world. Equities have not struggled with elevated interest rates. An economy with

broadening “winners” and a resilient economic outlook is likely to benefit some of those

companies that have been left behind. On the other hand, the Federal Open Market

Committee’s “higher-for-longer” and “wait-and-see” mantras are also reinforced with a

more of the same for interest rates across the curve . 

The handoff to normal will be beneficial for investors willing to look beyond the

market-weighted winners toward the companies with quality moats poised to benefit from a

more balanced outlook for U.S. growth.  

 

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

Recession : two consecutive quarters of negative GDP growth, characterized generally by

a slowing economy and higher unemploymen.
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