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Commodities are a strong strategic asset that offers great diversification benefits, inflation hedging and a long-term risk 
premium. However, we acknowledge that many people only see commodities as a short-term tactical instrument.
Looking down the barrel of a global economy that is likely to continue to decelerate in 2024, combined with that
perception of commodities as a tactical asset, it is unsurprising that many investors have shied away. However, evidence
points to real commodity prices generally rising in soft landings. Many investors could be missing an opportunity by
sitting on the sidelines.

What Is a Soft Landing? 

Market consensus seems to be coalescing around a soft economic landing or an immaculate disinflation in 2024. 

However, there is no official definition of either term. The National Bureau of Economic Research (NBER), which dates re
cessions, doesn’t have a definition for a soft landing. Many economists consider a recession with a small increase in
unemployment as soft. The immaculate disinflation concept is similar in that inflation is quelled by an economic
deceleration without a spike in unemployment. Such soft landings or immaculate disinflations are ideal from the
perspective of central bankers, as they are associated with enough economic cooling to dampen price pressures but not
so much harshness that they inflict widespread economic pain.

Alan Greenspan, the Federal Reserve (Fed) chairman between 1987 and 2005, is often accredited with creating the 
quintessential soft landing in the mid-1990s. In early 1994, the U.S. economy was in its third year of recovery following
the 1990–91 recession. By February 1994, the unemployment rate was falling rapidly, down from 7.8% to 6.6%. CPI
inflation was 2.8%, and the Federal Funds Rate was around 3%. With the economy growing and unemployment shrinking
rapidly, the Fed was concerned about a potential pick-up of inflation and decided to raise rates pre-emptively. In 1994,
the Fed raised rates seven times, doubling the Federal Funds Rate from 3% to 6%. It then cut interest rates three times in
1995 when it saw the economy softening more than required to keep inflation from rising.

Commodities in a Soft Landing

To analyze soft landings, we use the work of Princeton economist Alan Blinder, 1 a former Fed vice chair. He considers
soft landings as periods when GDP declines by less than 1% and the NBER doesn’t declare a recession within one year of
a Fed hiking cycle. We analyze the performance of commodity prices one year before and after the final Federal Funds
Rate hike in each of these episodes.

In the chart below, we show real commodity prices (deflated by the U.S. Consumer Price Index), indexed to 1 at the final
rate hike in the soft landing period. What is clear is that not every soft landing is the same, but on average, commodity
prices are soft for the five months prior to the last rate hike and then rise thereafter. 

In 2000 and 1995, commodity prices rose before and after the last rate hike. And in 1984, commodity prices fell before
and after the last rate hike. The two examples from the 1960s—1966 and 1969—fit the average profile of softening a few
months before the last rate hike and rising after it.

The main takeaway is that in four out of the five soft landings, commodity prices were up five months after the last rate
hike.

Real Commodities Prices Around Soft Landings
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Are We in a Soft Landing Now?

As we argue in What Will “Higher for Longer” Actually Mean?, major central banks around the world are getting ready
for the next stage of monetary policy. The Fed, which is arguably the leader of the pack, has left rates unchanged since
August 2023. U.S. inflation pressures appear to be declining in a meaningful way, while U.S. unemployment is very low at
3.7% in November 2023. In fact, while unemployment had been on a slow rising trend from 3.4% in January 2023 to 3.9%
in October 2023, it surprisingly dipped in November. While the dip may be accounted for by idiosyncratic factors such as
the resolution of strikes and extra hiring by government and healthcare, the University of Michigan survey of consumers
also climbed to a four-month high, pointing to positive sentiment that is inconsistent with the beginning of a hard
landing. Moreover the survey showed inflation expectations cooling despite underlying strength in the labor market.
While soft landings are difficult to achieve, current conditions appear supportive of one.

Investing in Broad Commodity Strategies

The WisdomTree Enhanced Commodity Strategy Fund (GCC) is an actively managed exchange-traded Fund designed to
provide broad-based exposure to the following four commodity sectors: Energy, Agriculture, Industrial Metals and
Precious Metals, primarily through investments in futures contracts. The strategy seeks to systematically enhance the risk
return profile by using the shape of individual commodity futures curves to choose the contract exposure. As we enter a
soft landing, many commodity futures may revert to a state of contango (an upward sloping futures curve) away from
backwardation (a downward sloping futures curve). Contango presents a drag on returns, but the enhancement process
will minimize this drag, allowing the strategy to mitigate the roll drag risks seen in front-month (non-enhanced) strategies
like the S&P GSCI or Bloomberg Commodity index.

 

 

1 Alan S. Binder, “Landings, Soft and Hard: The Federal Reserve, 1965–2022,” Journal of Economic Perspectives, Winter
2023.

Important Risks Re lated to th is Art ic le   

There are risks associated with investing, including the 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 that contribute to the Fund’s performance. These
factors include use of commodity futures contracts. In addition, bitcoin and bitcoin futures are a relatively new asset class.
They are subject to unique and substantial risks, and historically, have been subject to significant price volatility. While
the bitcoin futures market has grown substantially since bitcoin futures commenced trading, there can be no assurance
that this growth will continue. In addition, derivatives can be volatile and may be less liquid than other securities and
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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. Because of the frequency with which the Fund expects to roll futures
contracts, the price of futures contracts further from expiration may be higher (a condition known as “contango”) or
lower (a condition known as “backwardation”) and the impact of such contango or backwardation may be greater than
the impact would be if the Fund experienced less portfolio turnover. Please read the Fund’s prospectus for specific
details regarding the Fund’s risk profile.

For the top 10 holdings of GCC please visit the Fund's fund detail page at https://www.wisdomtree.com/investments/etf
s/alternative/gcc

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.

Related Funds

+ WisdomTree Enhanced Commodity Strategy Fund

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

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

Inflation  : Characterized by rising price levels.

Risk premium  : Equity investments are not risk free, but it is thought that investors buy stocks because the returns they
expect are high enough to allow them to take the risk.

Disinflation  : Term used to describe instances of slowing inflation, different from deflation in that price levels are still
increasing overall, just at a slower rate.

Recession  : two consecutive quarters of negative GDP growth, characterized generally by a slowing economy and
higher unemploymen.

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

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 living.

Federal Funds Rate  : The rate that banks that are members of the Federal Reserve system charge on overnight loans to
one another. The Federal Open Market Committee sets this rate. Also referred to as the “policy rate” of the U.S. Federal
Reserve.

Bloomberg Commodity Index (BCOM)  : A broadly diversified commodity price index distributed by Bloomberg
Indexes that tracks prices of futures contracts on physical commodities on the commodity markets.
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