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How quickly the narrative has shifted back and forth in the money and bond markets. Over

the last month—if not week—or so, the focus has gone from concerns of 40-year inflation

to the possibility of a recession. Unfortunately, it looks like investors, as well as

the Fed, are going to be confronted with this debate for the foreseeable future.

Chair Powell laid out in unequivocal terms last week that the Fed’s primary goal is to

reduce inflation pressures, and the policy maker’s commitment is “unconditional.” This

is exactly what has the markets fearful; i.e., the Fed will raise rates too high and

ultimately push the economy into a recession. If there is a “silver lining” in the

outlook, it’s the fact that the economy was in a healthy, if not rather solid, position

in some sectors as the Fed rate hikes got underway. However, the odds of a “policy

mistake” do appear to be elevated, and the markets “have seen this movie before.”

That brings us to the “clues” aspect of the analysis, or what leading economic

indicators to observe, perhaps more closely than others. The May Leading Economic

Indicators Index posted its third consecutive monthly decline, but it was very heavily

concentrated in only three of the ten components that make up the overall gauge: stock

prices, building permits and consumer expectations. Interestingly, these are the three

areas that have garnered the most attention lately.

Now to the positive side of the ledger, specifically weekly jobless claims. Admittedly,

there have been some increases of late, but the rise has come off the lowest reading

since 1968. In fact, the level as of this writing—229,000—remains on the low end of the

scale on a historical basis. To provide perspective, the long-run average since 1980

stands at 388,200, well above its present level. The current reading is even below the

five-year pre-pandemic average of about 245,000, which itself was low historically.

Jobless claims appear to have a good track record as a leading indicator of economic

downturns as well. As the graph illustrates, using 1980 again as our starting point, the

level of claims turned decidedly to the upside before each of the prior four non-COVID-
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19-related recessions. In addition, the absolute level of claims was far higher than

where it currently resides prior to the other downturns, when 350,000 to 400,000

readings were prevalent. Although not shown here, claims didn’t start moving higher

before the “COVID-19 recession” until the lockdown got underway.

Conclusion

This blog post was not meant to officially forecast a recession one way or the other but

rather to offer some guidance on what investors could look to when determining where the

economy could be headed. While the “known unknown” is that the Fed will be raising rates

at least for the remainder of this year and potentially into 2023, the investment

landscape promises to be a “fluid” one and, as we’ve seen in the Treasury market of

late, more than likely a volatile one as well. 

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.

Related Blogs

+ Slow…Curves Ahead

+ Fed Watch: I’ll See Your 50 and Raise You 75

+ Is a 4% Treasury 10-Year Yield Possible?

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

Bond  : A fixed-income instrument that represents a loan made by an investor to a

borrower (typically corporate or governmental).

Inflation : Characterized by rising price levels.

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

a slowing economy and higher unemploymen.

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

United States.

Volatility : A measure of the dispersion of actual returns around a particular average

level.&nbsp.
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