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Please see part 1 of this two-part blog series, which discusses a coming “Roaring ’20s”

and asks if one of the few things that "roars” will be inflation. We recently completed

the reorganization of the WisdomTree Continuous Commodity Index Fund (CCIF) into and

with the WisdomTree Enhanced Commodity Strategy Fund (GCC). GCC is organized under the I

nvestment Company Act of 1940, as amended, with no Schedule K-1 and an expense ratio of

0.55%.

 

Many on Wall Street are laying out post-COVID-19 “Roaring ’20s” theses, whereby I

suppose we all start dancing and frolicking, reenacting The Great Gatsby as the economy

booms for a decade on end.

Just one problem: The U.S. government entered the 1920s with very little debt by today’s

standards—and this was after the devastation wrought by the Spanish Flu and World War I.

This is where the relatively obscure 29th U.S. President, Warren Harding, comes in.

On the eve of the 1920s, the federal government’s debt-to-GDP ratio hit a high that

today we could only dream of: 35.6% (figure 1). To the sensibilities of the time, that

was an outlandishly high figure. Enter Harding, who engaged deep fiscal austerity, which

set up the deep but short-lived 1921 Depression. The groundwork was laid for a boom that

by and large lasted until 1929; one that occurred “despite” an austere vibe from both

the Harding and Coolidge Administrations.

Figure 1: U.S. Debt-to-GDP Ratio

Warren Harding is gone; the budget hawks have flown back to their nests. We are told,

nearly universally, that any whiff of inflation will be a 2021 phenomenon that will

fizzle, so there is nothing to be too concerned about. After all, the demographics

assure it. 

You know what Mark Twain said?
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“What gets us into trouble is not what we don’t know. It’s what we know for sure

that just ain’t so.”

If there is anything in this market that fits the bill for the Twain quote, it is the

certainty with which the “permanent disinflation” camp lasers in on demographics—to the

exclusion of money supply.

The U.S. Dollar Index is in a world of hurt right now, owing to the 26% year-over-year

increase in M2 money supply—the highest on record, by the way. After having an upset

stomach since May, the dollar is suddenly flirting with levels witnessed the day the

stock market bottomed in the global financial crisis, March 9, 2009.

Continued dollar weakness benefits GCC, as commodities move inversely to the world’s

reserve currency.

Figure 2: U.S. Dollar Index

 

If investors want to get bulled up on stocks for 2021 on a post-COVID-19 reopening

thesis, that is fine, but there needs to be more to the story for 2022 and beyond than

just the smooth sound of a catchy phrase like “The Roaring Twenties.” An economy that

moves on from COVID-19 may be met with trouble if regular people have to pay $5 for a

gallon of store-brand milk.

The inflation consensus right now is decidedly narrow. For calendar 2021, Citi

anticipates consumer price inflation of 2.0%. What about Credit Suisse? 2.0%. Barclays?

2.0%. Both JPMorgan Chase and Bank of America Merrill Lynch are forecasting “more”:

2.1%. Get the point?

Check out the histogram for the last 20 years. You know what? Inflation could be

negative 2.0%. Then again, it could be +5%. Neither outcome should surprise anyone who

is paying attention to the historic record.
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Warren Harding’s fiscal caution is not on the calendar. And the dollar is not happy

about it.

For investors interested in owning commodities, consider our Enhanced Commodity Strategy

Fund (GCC). 

Here is something that may be noteworthy: We recently began incorporating GCC in our End

owment Model Portfolios, which are available for financial professionals only. Please

take a look to see how we work the strategy into an asset allocation.

Important Risks Related to this Article

There are risks associated with investing including possible loss of principal. An

investment in this Fund is speculative, involves a substantial degree of risk, and

should not constitute an investor's entire portfolio. One of the risks associated with

the Fund is the complexity of the different factors which contribute to the Fund's

performance. These factors include use of commodity futures contracts. Derivatives can

be volatile and may be less liquid than other securities and more sensitive to the

effects of varied economic conditions. The value of the shares of the Fund relate

directly to the value of the futures contracts and other assets held by the Fund and any

fluctuation in the value of these assets could adversely affect an investment in the

Fund’s shares. Please read the Fund's prospectus for specific details regarding the

Fund's risk profile.

Commodities and futures are generally volatile and are not suitable for all          

investors. Investments in commodities may be affected by overall market movements,

changes in interest rates and other factors such as weather, disease, embargoes and

international economic and political developments.

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

The Investment Company Act of 1940       : An act of Congress which regulates the

organization of investment companies and the activities they engage in, and sets

standards for the investment company industry.

K-1  : A tax document used to report the incomes, losses and dividends of a person’s

interest in an entity.

Debt to gross domestic product (GDP) : the debt-to-GDP ratio is the ratio between a

country’s government debt and its gross domestic product (GDP.

Hawkish  : Description used when worries about inflation are the primary concerns in

setting monetary policy decisions.

Inflation : Characterized by rising price levels.

Disinflation  : Term used to describe instances of slowing inflation, different from

deflation in that price levels are still increasing overall, just at a slower rate.

ICE U.S. Dollar Index (DXY) : a geometrically- averaged calculation of six currencies

weighted against the U.S. dollar. Current exposures include the euro, Japanese yen,

British pound, Canadian dollar, Swedish krona and, & Swiss franc.

M2 money supply    : Contains all funds deposited in checking accounts as well as funds

deposited in savings accounts and certificates of deposit. There are various ways to

measure the money supply of an economy. This one is meant to broadly account for the

majority of savings and checking accounts held by individuals and businesses across the

economic landscape.

Consumer Price Index (CPI)     : A measure that examines the weighted average of prices

of a basket of consumer goods and services, such as transportation, food and medical

care. The CPI is calculated by taking price changes for each item in the predetermined

basket of goods and averaging them; the goods are weighted according to their

importance. Changes in CPI are used to assess price changes associated with the cost of

living.
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