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For something we were told would be “transitory,’
Tong time.

inflation sure is hanging around a

Not since the commodities supercycle that preceded the global financial crisis has the
issue of rising prices at the supermarket and gas station been on so many radars. With
the S& 500 now around 4,700 and Refinitiv’s consensus estimate for 2021 operating
earnings of $208, it is fair to question whether broad market earnings growth can
persist in an unwavering inflation environment.

The Street’s S&P 500 earnings projection for next year is $222, a 7.8% increase from
2021. To achieve 1it, S&P component companies will need to pass wage and input cost
inflation to end customers.

Thus far, much of the discourse has focused on compensation bumps for younger workers,
as they tend to work in the Tow-skilled roles that have experienced wage pressure of
Tlate (figure 1).

Figure 1: Atlanta Fed wage Growth
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The big question 1is whether the age 25-54 cohort-workers in their prime earning years—
will follow along the pay bump route, an outcome that has not yet appeared.

Sstill, not a day goes by that we do not hear about big compensation surges at law firms,
for example.

In financial services, news of junior bankers getting salaries bumped up from $85,000 to
$110,000 has been making the rounds for months. In the meantime, many analysts are
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pointing to wage pressures in both the tech and health care sectors.

Nevertheless, the wall Street consensus is for S&P 500 profit margins to expand into
next summer, with non-financial net margins in the mid-12% range. For context, margins
only broke above 10% in 2017, according to BofA strategists.

How do companies keep firing on all profitability cylinders if inflation continues to
roar? Something may have to give.

For investors crossing their fingers that the supply chain issues will end, alleviating
price pressures, there are a few considerations.

First, about one 1in every 92 people 1in this country—including children, retirees and
people not in the labor force-was a truck driver in 2019. But in 2020, the industry
kicked 40,000-60,000 drivers out after launching a database that culled those with drug
or alcohol violations.

Young drivers are hard to come by, especially when they see a potential future of
autonomous trucks putting them in the unemployment Tine. No wonder there 1is a trucker
shortage-and no wonder wal-Mart 1is willing to pay $87,500 plus an $8,000 sign-on bonus
for newly hired drivers.

Second, I’ve posited that the next chapter in “50 Shades of Inflation” 1is Tabor action.
with workers at agricultural equipment maker 3John Deere and Hollywood film production
Tots going on strike, it is not a leap of faith to expect more labor action in 2022 than
in 2021.

That raises the risk of inflation as a self-fulfilling prophecy: prices go up, so you
demand higher wages, so prices go up, so you demand higher wages.

If so, figure 2 comes into focus as a particular issue for corporate earnings prospects.

Figure 2: U.S. Labor Costs & Corporate Profits (% GDP)
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We have several ETFs that explicitly screen for profitability, identifying companies
that may be better able to absorb an inflationary push. Take a look at our quality
dividend growth concepts, which typically register highly on return on equity (ROE). The
flagship is our WisdomTree U.S. Quality Dividend Growth Fund (DGRW).

Important Risks Related to this Article

Past performance is no guarantee of future results and the opinions presented cannot be
viewed as an indicator of future performance. Forecasts contained herein are for
illustrative purposes only, may be based upon proprietary research and are developed
through analysis of historical public data.
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Indexes are unmanaged, do not incur management fees, costs and expenses and cannot be
invested in directly. For more information on indexes please see

There are risks associated with investing, 1including the possible Toss of principal.
Funds focusing their investments on certain sectors increase their vulnerability to any
single economic or regulatory development. This may result in greater share price
volatility. Please read the Fund’s prospectus for specific details regarding the Fund’s
risk profile.

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.

Related Blogs
+ We Aren't Done with Inflation

Related Funds
+ WisdomTree U.S. Quality Dividend Growth Fund

+ WisdomTree U.S. SmallCap Quality Dividend Growth Fund

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)
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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

Inflation : Characterized by rising price levels.

commodity : A raw material or primary agricultural product that can be bought and sold.
S&P 500 Index : Market capitalization-weighted benchmark of 500 stocks selected by the
Standard and Poor’s Index Committee designed to represent the performance of the leading
industries in the United States economy.

Profit margins : Net income divided by total sales. Higher values indicate a greater
fraction of each dollar of sales being Teft to the firm and 1its owners after expenses
are accounted for.

Gross domestic product (GDP) : The sum total of all goods and services produced
across an economy.

Return on Equity (ROE) : Measures a corporation’s profitability by revealing how much
profit a company generates with the money shareholders have invested.
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