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Given the unfortunate second wave of the COVID-19 pandemic, it’s easy to focus solely on

what the negative impact could mean for the U.S. economy. However, somewhat lost in the

shuffle of data headlines is one sector of the U.S. economy that has been able to

actually outperform expectations: manufacturing. 

The monthly release of the ISM Manufacturing PMI report is a closely watched factory

gauge. For this index, a reading above 50 is viewed as an indication that the economy is

in expansion territory, while a level below this threshold indicates contraction. After

plummeting to its lowest level since the financial crisis/great recession in April, the

PMI reading has visibly been on an ascending trajectory, and in December hit its highest

level since early 2018.

So, what’s behind the resurgence, you ask? With consumers unable to spend on leisure

items, such as dining out, vacations, etc., household spending has apparently shifted

gears towards expenditures that are more stay-at-home-centric, like appliances,

household renovations/improvements and automobile sales. With many of the nation’s

factories shut down during the first wave of the pandemic, a trickle-down effect

occurred whereby production of industrial commodities fell, inventories declined and

vendors/suppliers became overly cautious of the outlook.

A January 24, 2021, Wall Street Journal article, “Manufacturing Rebound Has Suppliers

Struggling to Keep Up,” highlighted these developments. Perhaps even more notable, what

this renewed factory activity has meant for commodities prices is that the prices for

aluminum, copper, steel scrap and lumber have all gone up. In fact, in the January 2021

ISM report, the price component rose to its highest level since April 2011, with all 18

industries in the survey reporting paying higher raw material prices.

It doesn’t end there though. The article mentions how “some manufacturers have

stockpiled materials to guard against a lack of availability in the future.” Although Fe

deral Reserve (Fed) Chair Powell stated at the January FOMC meeting that any upcoming in

crease in inflation should be viewed as “transient”, if the law of supply and demand is

any guide, could we be witnessing the long-awaited first stages of inflation after all?

Perhaps more importantly, how can investors position their portfolios for this

possibility?  

GCC

WisdomTree recently re-positioned the WisdomTree Enhanced Commodity Strategy Fund

(GCC) into a ’40 Act investment fund with no K-1 that provides broad exposure to a diver

sified basket of commodities.

We emphasize the diversified nature of this commodity basket compared to the traditional

well-established commodity indexes like the S&P GSCI Index (SPGSCI), which could have as

much as 70%–80% of risk driven by exposure to the energy sector. We didn’t want an

energy-driven commodity fund, and attempted to maximize diversification within various

commodity weightings.  

The strategic weights of the major commodity groups are roughly risk balanced between
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precious metals, industrial metals, agriculture and energy, and that risk-balanced

nature brings an over-weight to precious metals and industrial metals, and under-weights

to energy.  

Our strategic industrial metals over-weights are well-positioned for the manufacturing

and factory growth described above. But in addition to the cyclical impulse from strong

growth, our team views the growth in battery technologies as being a long-term driving

force for metals like copper and nickel. Supply is constrained and demand is

accelerating. 

Our team views inflation as one of the major themes of 2021– and we believe GCC’s broad-

based exposure to commodities provides a good solution to hedge that inflation risk. 

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
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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.

The Fund will not be invested in physical commodities. Futures may be affected by

Backwardation: a market condition in which a futures price is lower in the distant

delivery months than in the near delivery months. As a result, the fund may benefit

because it would be selling more expensive contracts and buying less expensive ones on

an ongoing basis; and Contango: A condition in which distant delivery prices for futures

exceeds spot prices, often due to costs of storing and inuring the underlying commodity.

Opposite of backwardation. As a result, the Fund’s total return may be lower than might

otherwise be the case because it would be selling less expensive contracts and buying

more expensive one.

Prior to 12/21/2020 the ticker symbol GCC was used for an Exchange Traded Commodity Pool

trading under a different name and strategy.

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

ISM Purchasing Managers’ Index     : Represents the health of the manufacturing sector

based on new orders, inventory levels, production, supplier deliveries and the

employment environment. A PMI above 50 signifies expansion while below 50 signifies

contraction.

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

United States.

Federal Open Market Committee (FOMC) : The branch of the Federal Reserve Board that

determines the direction of monetary policy.

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.

Diversification : A risk management strategy that mixes a wide variety of investments

within a portfolio.
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