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U.S. CPI inflation rose 6.2% in oOctober 2021, marking the highest Tlevel of dinflation
since 1990. The print, released on November 10, 2021, outstripped the Bloomberg
consensus survey of 5.9%. The fact that the market keeps being surprised by inflation
indicates that something is missing from its expectations. We believe that supply-side
shocks are both Targer and more persistent than the market expects. Tell-tale signs of
supply bottlenecks are Tlittered through the details, including elevated energy and auto
prices. Even services are showing broad-based price increases, indicating a shortage of
Tabor.

Broad Commodities as an Inflation Hedge1

when it comes to assets that can hedge against inflation, commodities have historically
stood out as winners. The asset class had the strongest inflation beta of all assets we
have analyzed. It beat assets that are supposed to be structurally linked to inflation,
such as U.S. Treasury Inflation-Protected Securities (TIPS).

Figure 1: Beta to U.S. Headline Inflation (CPI) of Different Assets
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1 Beta to Headline Inflation

Sources: WisdomTree, Bloomberg, S&P, January 1060-September 2001, Calculations are based on manthly retums in U5, dollars {USD). Broad commadities {Bloomberg Commodity Total
Retum Index) and U5, equities {S&P 500 Index gross total retum) data started in January 1960, .5, Treasuries {Bloomberg UL.5. Treasury Tatal Return Index Unhedged Index) and U.S. corporate
bonds (Bloomberg US Corporate Total Retum Value Unhedged USD Index) data started in January 1673, Historical performance is not an indication of future performance.

Ccommodities Have Historically Excelled at Hedging Against Unexpected Inflation

wWe believe commodities are an attractive hedging tool especially given today’s
environment, given the nature of what is driving dinflation. Commodities’ beta to

unexpected inflation is even stronger than its beta to expected inflation.? If the
drivers of inflation today are unexpected, then based on our research, commodities are
the place to turn to.

Figure 2: Beta to Expected and Unexpected Inflation of Main Asset Classes
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Sources: WisdamTree, Bloomberg, S&F, January 1960-5eptember 2021, Calculations are based on monthly retumns in USD. Bread commadities (Bloambeng Commadity Total Retum Index) an
U5, equities (&P 500 Index, gross total return) data started in January 1960, U.S. treasuries (Bloomberg US Corparate Total Retum Value Unhedged USD Index) and 1.5, corporate bands
(Bloomberg US Corperate Total Retum Value Unhedged USD Index)) data started in January 1973, Historical performanice is nat an indication of futurs pafarmance.

Has Gold Rediscovered its Mojo?

So far this year, gold has disappointed. It has historically been a good hedge for
inflation, especially during periods of elevated inflation. Given that we have been in a
period of elevated inflation for the past year, this really should have been the time
for the metal to shine. Unfortunately, it has not Tived up to 1its reputation,
highlighting the fact that there are no guarantees. However, after the U.S. CPI
inflation print of 6.2%, gold started to move strongly higher, breaking through
Us$1,862/0z on 11/11/21 for the first time since 06/14/21. Gold unfortunately did not
hold onto those gains, falling to US$1763/0z by 12/02/21 1i.e. retracing back to levels

last seen at the at the beginning of November 2021.3 Gold has been under pressure from an

appreciating US pollar.* The next CPI inflation data release will be on 12/10/21. we will
have to see if that acts as a catalyst for gold prices when it is released.

Figure 3: Gold Price Hit a 5-Month High After Inflation Print, but Most Gains
Have Dissipated

1950
1900
31350
Sy
@
]
2 1800
1750
1700
i i o e o o o o o i i o e e o e ol
o S B R S T S 8 T g L 0 B i R B S R T T
cfR - B AFIAFTIOS I AR FT DD DS NG
e T T T - - I - i S L L B
e e L T T T ¥ L e S L e R MR
& & B8 Pl i~ & B B o = S i S .
= & = - =

Sources; WisdomTres, Bloombeng, 5/31/21-12/02/21. Historical performance is not an indication of future performance.

It is yet to be seen whether gold has shaken off its bad mood and returned to its normal
behavior. our models indicate that with this strength of inflation, gold she be trading
higher than it’s currently valued. we think the potential strength in the US Dollar and
rise 1in Treasury yields Tlikely to result from the Federal Reserve’s tightening path
(both in terms of tapering bond purchases and future signaling of rate increases), gives
credence to this indication. we have argued that Q4 2021 is a critical time for gold to
prove itself. we certainly hope that the next inflation reading acts as a defibrillator
to bring the metal back to 1ife on a more consistent basis.

wisdomTree.com = 1-866-909-WISE (9473) WISDOMTREF


https://wisdomtree.com/blog/glossary#hedge
https://wisdomtree.com/blog/glossary#federal-reserve
https://wisdomtree.com/blog/glossary#tapering

wWisdomTree BLOG ARTICLE

1 For a detailed analysis of commodities and its relationship with inflation, please see
The Case for Investing in Broad Commodities.

Z we use the short-term t-bill rate as a proxy for the market’s inflation expectations
and unexpected inflation 1is measured as the actual CPI rate minus the nominal interest
rate at the beginning of each period.

3 Gold was US$1765/0z on 11/03/21.
4 The DXy basket has risen from 93.96 on 11/9/21 to 96.15 on 12/02/21.

Important Risks Related to this Article
Investing involves risk including possible loss of principal.

Ccommodities and futures are generally volatile and are not suitable for all
investors. 1Investments 1in commodities may be affected by overall market movements,
changes 1in interest rates and other factors such as weather, disease, embargoes and
international economic and political developments.

Nitesh shah is an employee of wisdomTree UK Limited, a European subsidiary of wisdomTree
Asset Management Inc.’s parent company WisdomTree Investments, Inc.

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.

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 its 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

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
Tiving.

Ccommodity : A raw material or primary agricultural product that can be bought and sold.

Beta : A measure of the volatility of a security or a portfolio in comparison to a
benchmark. In general, a beta less than 1 indicates that the investment is Tless volatile
than the benchmark, while a beta more than 1 indicates that the 1investment 1is more

volatile than the benchmark.

Treasury 1Inflation-Protected Securities (TIPS) : Bonds issued by the U.s.
government. TIPS provide protection against inflation. The principal of a TIPS increases
with inflation and decreases with deflation, as measured by the Consumer Price Index.
when a TIPS matures, you are paid the adjusted principal or original principal,

whichever is greater.

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

Tapering : A shift in monetary policy by which the Federal Reserve would begin

decreasing the amount of bonds it purchases.
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