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US Consumer Price Index (CPI) rose 6.2% in October 2020, marking the highest level of

inflation since 1990. The print, released on Wednesday 10th November 2021, outstripped

the Bloomberg consensus survey of 5.9%. The central bank mantra of inflation being

transitory is becoming harder and harder to swallow. The fact that the market keeps

being surprised by inflation indicates that something is missing from market

expectations. We believe that supply-side shocks are both larger and more persistent

than the market had expected. Tell-tale signs of supply bottlenecks are littered through

the details, including elevated energy and autos prices. Even services are showing

broad-based price increases indicating a shortage of labour.

 

Broad commodities as an inflation hedge

 

When it comes to assets that can hedge against inflation, commodities stand out as the

historical winners. The asset class has the strongest inflation beta of all assets we

have analysed. It beats assets that are supposed to be structurally linked to inflation,

such as US Treasury inflation-protected securities (TIPS).

 

Source: WisdomTree, Bloomberg, S&P. From January 1960 to September 2021. Calculations are based on monthly returns

in USD. Broad commodities (Bloomberg commodity total return index) and US equities (S&P 500 gross total return

index) data started in Jan 1960. US treasuries (Bloomberg US treasury total return unhedged USD index) and US

corporate bonds (Bloomberg US corporate total return unhedged USD index) data started in Jan 1973.

Historical performance is not an indication of future performance and any

investments may go down in value. 

 

WisdomTree INSIGHT ARTICLE

WisdomTree.com   +44 (0) 207 448 4330



Commodities excel at hedging against unexpected inflation

 

Commodities are possibly the perfect hedging tool for today’s environment, given the

nature of what is driving inflation. Commodities’ beta to unexpected inflation is even

stronger than its beta to expected inflation1. If the drivers of inflation today are

unexpected, then commodities are the place to turn to.

 

Source: WisdomTree, Bloomberg, S&P. From January 1960 to  September 2021. Calculations are based on monthly

returns in USD. Broad commodities (Bloomberg commodity total return index) and US equities (S&P 500 gross total

return index) data started in Jan 1960. US treasuries (Bloomberg US treasury total return unhedged USD index) and

US corporate bonds (Bloomberg US corporate total return unhedged USD index) data started in Jan 1973.

Historical performance is not an indication of future performance and any

investments may go down in value. 

 

Has gold rediscovered its mojo?

 

So far this year, gold has disappointed. It has historically been a great hedge for

inflation, especially during periods of elevated inflation. Given that we have been in a

period of elevated in inflation for the past year, this really should have been the time

for the metal to shine. Unfortunately, it has not lived up to its reputation. However,

after the US CPI inflation print of 6.2%, gold started to move strongly higher, breaking

through US$1860/oz intraday, on the 10th of November, for the first time in 5 months. US

Treasury 10-year yields also rose from 1.46% to 1.56% on Wednesday 10th November and the

US Dollar basket (DXY) rose from 93.96 to 94.84 on the same day, capping gold’s ascent. 
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Source: WisdomTree, Bloomberg. From 31 May 2021 to 11 November 2021.

Historical performance is not an indication of future performance and any

investments may go down in value.

 

It is yet to be seen whether gold has shaken off its bad mood and returned to its normal

behaviour. Our internal forecast models indicate that with this strength of inflation,

gold should be trading closer to US$2,300/oz. Acknowledging the potential strength in

the US Dollar and rise in Treasury yields likely to result from the Federal Reserve’s

tightening path (both in terms of tapering bond purchases and future signalling of rate

increases), gold may not make it to US$2,300/oz, but could still rise to US$1900/oz by

the end of this calendar year2. We have argued that Q4 2021 is a critical time for gold

to prove itself. We certainly hope that the 6.2% inflation reading acts as the

defibrillator to bring the metal back to life.

All market data is sourced from Bloomberg.

 

Sources

1 We use the short-term T-bill rate as a proxy for the market’s inflation expectations

and unexpected inflation is measured as the actual CPI rate minus the nominal interest

rate at the beginning of each period. 

2 See Heavy days for the heavy metal for our gold outlook
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Important Information

 

Marketing communications issued in the European Economic Area (“EEA”):         This

document has been issued and approved by WisdomTree Ireland Limited, which is authorised

and regulated by the Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA:         This

document has been issued and approved by WisdomTree UK Limited, which is authorised and

regulated by the United Kingdom Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as

“WisdomTree” (as applicable). Our Conflicts of Interest Policy and Inventory are

available on request. 

For professional clients only. The information contained in this document is for

your general information only and is neither an offer for sale nor a           

solicitation of an offer to buy securities or shares. This document should not       

be used as the basis for any investment decision. Investments may go up or down

in value and you may lose some or all of the amount invested. Past performance

is not necessarily a guide to future performance. Any decision to invest should

be based on the information contained in the appropriate prospectus and after          

seeking independent investment, tax and legal advice. 

The application of regulations and tax laws can often lead to a number of            

different interpretations. Any views or opinions expressed in this communication

represent the views of WisdomTree and should not be construed as regulatory, tax

or legal advice. WisdomTree makes no warranty or representation as to the          

accuracy of any of the views or opinions expressed in this communication. Any           

decision to invest should be based on the information contained in the          

appropriate prospectus and after seeking independent investment, tax and legal        

advice.

This document is not, and under no circumstances is to be construed as, an advertisement

or any other step in furtherance of a public offering of shares or securities in the

United States or any province or territory thereof. Neither this document nor any copy

hereof should be taken, transmitted or distributed (directly or indirectly) into the

United States. 

Although WisdomTree endeavours to ensure the accuracy of the content in this document,

WisdomTree does not warrant or guarantee its accuracy or correctness. Where WisdomTree

has expressed its own opinions related to product or market activity, these views may

change. Neither WisdomTree, nor any affiliate, nor any of their respective officers,

directors, partners, or employees accepts any liability whatsoever for any direct or

consequential loss arising from any use of this document or its contents.

 

WisdomTree INSIGHT ARTICLE

WisdomTree.com   +44 (0) 207 448 4330


	WHAT'S HOT: RED-HOT INFLATION KINDLES A FLAME FOR COMMODITIES AND GOLD

