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After a lackluster September, US equities are showing buoyancy in October. The NASDAQ

100 Index is up over 2.7% while the S&P 500 Index is up over 3.4% month-to-date1. While

markets were initially disappointed by delays in the much-awaited US fiscal stimulus, it

appears that they are now beginning to price in the strong impact it can have whenever

it comes – before or after the US presidential election.

 

Which assets stand to benefit and how could investors position themselves? 

 

What happened last time?What happened last time?

  

When a $2 trillion fiscal stimulus was announced in the US at the end of March, it

became an important driver in causing markets to turn. Equity indices bounced back

strongly even at a time when the damage of the pandemic was at its worst for the real

economy. This paradox became less puzzling when seen in conjunction with the rally in

gold – which was effectively being used by investors to hedge their risk exposures, a

put option for equities (See figure below).

 

Source: WisdomTree, Bloomberg. Data as of 12 October 2020.

Total return index used for NASDAQ 100 and spot price used for gold. HistoricalTotal return index used for NASDAQ 100 and spot price used for gold. Historical

performance is not an indication of future performance and any investments mayperformance is not an indication of future performance and any investments may

go down in value.go down in value.
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Positioning lessons learntPositioning lessons learnt

  

Investors can learn the following lessons from the last stimulus to give their

portfolios the best chance for success ahead of, and after, the next fiscal stimulus in

the US.

 

1. Think equities but think carefully: The rally in equities since March has not been

equally favorable for all sectors and factors. The clear winners until now have been

technology companies and those that qualify as ‘high quality’ businesses, i.e. companies

that have maintained strong profitability through the crisis. This trend is expected to

continue at least until the virus is meaningfully overcome.

 

2. Think risks, think diversity: Risks and uncertainties still abound for equity markets

– the course of the pandemic and the economic recovery remains perilous, and the outcome

of the US elections and what bearing it will have on critical issues including trade is

yet to be seen. If diversity was desirable, and fruitful, after the previous stimulus

earlier in the year, it should still be as necessary now.

 

3. Think growth, think inflation: Fiscal stimulus can produce the good kind of inflation

– demand pull inflation – which is driven by a rise in aggregate demand in the economy.

This is accompanied with gross domestic product growth and unemployment falls. Cyclical

assets like equities and industrial metals provide a natural hedge against this type of

inflation as their demand grows as the economy gathers steam. Gold, on the other hand,

serves as an effective inflation hedge being a real ‘store of wealth’ as rising prices

erode the real value of fiat currencies.

 

 

1 As of 12 October

 

 

Related blogsRelated blogs

+ Volatility is coming. Are you prepared?

+ A moment in markets – gold is the new put option… again

View the online version of this article here.
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and regulated by the Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA: 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 forFor professional clients only. The information contained in this document is for

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

solicitation of an offer to buy securities or shares. This document should notsolicitation 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 downbe 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 performancein 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 shouldis not necessarily a guide to future performance. Any decision to invest should

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

seeking independent investment, tax and legal advice. seeking independent investment, tax and legal advice. 

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

different interpretations. Any views or opinions expressed in this communicationdifferent interpretations. Any views or opinions expressed in this communication

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

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

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

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

appropriate prospectus and after seeking independent investment, tax and legalappropriate prospectus and after seeking independent investment, tax and legal

advice.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.
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