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2020 reminded us that volatility and unpredictability can emerge when least expected.

Now, as uncertainty lingers and interest rates remain near historic lows, many investors

are seeking ways to pursue their long-term goals while also attempting to reduce risk.

WisdomTree believes a new strategy can help investors achieve long-run portfolio

objectives while seeking to dampen investment losses. 

The WisdomTree Target Range Fund (GTR) is an actively managed exchange-traded fund that

seeks to provide capital appreciation, with a secondary objective of hedging risk. In

general, the Fund is expected to provide similar exposures to the TOPS® Global Equity Ta

rget Range Index (TOPSGB) (the “Index”), a systematic strategy that buys call options

that are 15% in-the-money and sells call options that are 15% out-the-money, but it will

not match the Index’s returns due to the amount and timing of assets that flow in and

out of the Fund1.  TOPSGB was created by Valmark Advisers, a subsidiary of Valmark

Financial Group.

What Are Target Range Strategies?

Target range strategies offer a new approach to risk management by providing the

potential to participate in the growth of equity markets with limited downside

protection over the course of an annual period*. 

The WisdomTree Target Range strategy offers exposure to a diversified portfolio of

global equity ETFs, representing the U.S. large-cap and small-cap segments of the

market, as well as developed and emerging markets. Specifically, the Fund purchases

options on ETFs with the following targets:  
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How Do Target Range Strategies Work?

The WisdomTree approach involves purchasing one-year call options on each underlying ETF

at the start of the year that are 15% in-the-money and selling one-year call options

that are 15% out-of-the money—while the remainder of the Fund is allocated to a

collateral account invested in fixed income instruments. Assuming the options cost 15

cents to acquire these 15% in-the-money options, approximately 85 cents of every dollar

invested in the Fund is in the collateral account. 

If markets decline, the potential target loss would be the amount of capital invested in

the call options, minus any proceeds received from selling options to offset the cost2. 

Restrike Event & Re-set the Target Range

If on the last business day of the month, the price of the underlying ETF appreciates

and is above the strike price of existing short call option, the Fund will enter into

new options contracts to ratchet up the upside and the corresponding loss range. We

believe this allows investors to stay allocated to one single target range product and

improves ease of implementation. 

To help reduce costs, the Fund sells higher strike call options. This is done on a per

exposure basis, i.e. for each of the four ETFs held in the portfolio.

Why Should I Use a Target Range Strategy?
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With target range strategies, investors can have the knowledge they have downside risk

targets by attempting to reduce the maximum possible loss of their investments. Target

range strategies can also limit adverse volatility; while there are no guarantees, by

design, target range strategies have historically proven effective at managing spikes in

volatility vs. equity markets. When markets sold off during the Global Financial Crisis

(2008) and COVID-19 pandemic (2020), target range strategies lowered volatility and draw

downs vs. long-only approaches3. 

How Can Target Range Strategies Fit into a Portfolio?

We believe target range strategies offer a compelling alternative to traditional

approaches to better tailor the risk and reward balance for investors’ needs. Designed

for limited downside risk protection with the potential to participate in market gains ,

target range strategies can be used widely to:

Help de-risk equity positions    – the current environment is filled with

uncertainty. Equity markets are near all-time highs despite a cloudy outlook in

earnings. Swapping traditional unhedged equity positions for a target range strategy

may reduce a portfolio’s overall risk and avoid significant drawdowns. 

Diversify traditional asset allocation – with yields being historically low, we

believe traditional fixed income vehicles can no longer satisfy investors’ needs for

income. Taking more equity risk – but in a strategy that seeks to control risk–can

help investors embrace lower fixed income allocations while attempting to keep

overall portfolio risk lower.

Sequence of return risk    – for retirees and investors who need flexibility in

withdrawing funds, sequence of returns risk is huge. If they take a big loss, they

may never fully recover. Target range strategies seeks to avoid large drawdowns, so

investors don’t suffer from losing their major capital.  

As shown in the chart and table below, target range strategies, as represented by TOPS

Global Equity Target Range Index4, were able to participate in equity markets upside

while also dampening volatility.
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Conclusion

With market uncertainty near all-time highs and interest rates near zero, we believe GTR

can provide investors with upside potential and limited downside protection during

periods of unprecedented uncertainty. 

For more information on GTR, contact your WisdomTree representative or visit

WisdomTree.com.

 

 

1To the extent the Fund employs a call spread strategy by selling an “out of the money”

short call option on an Underlying ETF, its returns will be limited in the event the

Underlying ETF’s share price exceeds the strike price of the short call option sold. In

the event an investor purchases Fund shares after the date on which the Fund implements

the call spread strategy and the share price of the relevant Underlying ETF has risen in

value to a level near the cap, there may be little or no ability for that investor to

experience an investment gain on an investment in Fund shares with respect to that

Underlying ETF, but such investor will remain vulnerable to downside risks. The maximum

potential upside return will be further reduced by the Fund’s fees and expenses, costs

of investment and any shareholder transaction fees.

2Returns of the strategy may vary depending on the time of investment.  Because the Fund

targets returns only within a prescribed range, in the event that the price of an

Underlying ETF were to decline over the annual period, the Fund would typically sustain

losses of up to the sum of the total value of the long call option and the short option

per the value of the target allocation to each Underlying ETF (before fees, expenses,

and taxes), i.e., the lower boundary. Each Underlying ETF will perform differently and

may or may not reach its lower boundary during the annual period.

3Source: Valmark Advisors, as of 8/31/21. Valmark Advisors has been managing similar

target range strategies since 2002.

4Upside potential is capped due to selling out of the money options

Important Risks Related to this Article

Rolling Risk . The Fund’s investment strategy is subject to risks related to rolling.

Because of the frequency with which the Fund expects to roll option contracts may be

greater than the impact would be if the Fund experienced less portfolio turnover. The

price of options contracts further from expiration may be higher, which can impact the

Fund’s returns.

Unless otherwise stated, data source is WisdomTree.

Investors should carefully consider the investment objectives, risks, charges and

expenses of the Fund before investing. To obtain a prospectus containing this and other

important information, call 866.909.9473 or visit WisdomTree.com. Read the prospectus

carefully before you invest.

There are risks associated with investing, including possible loss of principal. The

Fund is actively managed and implements a strategy similar to the methodology of the

TOPS® Global Equity Target Range™ Index (the “Index”), which seeks to track the

performance of a cash-secured call spread option strategy. There can be no assurance

that the Index or the Fund will achieve its respective investment objectives, or that

the Fund will successfully implement its investment strategy. Moreover, while the Fund

seeks to target returns within a prescribed range thereby minimizing downside investment

loss, there can be no guarantee that an investor in the Fund will experience limited
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downside protection, particularly short-term investors, investors that seek to time the

market and/or investors that invest over a period other than the annual period.

The Fund’s options strategy will subject Fund returns to an upside limitation on returns

attributable to the assets underlying the options. The Fund’s investments in options may

be subject to volatile swings in price influenced by changes in the value of the

underlying ETFs or other reference asset. The return on an options contract may not

correlate with the return of its underlying reference asset. The Fund may utilize FLEX

Options to carry out its investment strategy.  FLEX Options may be less liquid than

standard options, which may make it more difficult for the Fund to close out of its FLEX

Options positions at desired times and prices. The Fund’s use of derivatives will give

rise to leverage and derivatives can be volatile and may be less liquid than other

securities. As a result, the value of an investment in the Fund may change quickly and

without warning and you may lose money.

Investment exposure to securities and instruments traded in non-U.S., developing or

emerging markets can involve additional risks relating to political, economic, or

regulatory conditions not associated with investments in U.S. securities and more

developed international markets.  These and other factors can make investments in the

Fund more volatile and potentially less liquid than other types of investments. 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 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.

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

Volatility : A measure of the dispersion of actual returns around a particular average

level.&nbsp.

Interest rates : The rate at which interest is paid by a borrower for the use of money.

Actively managed ETFs : Investment strategy where a manager selects securities in an

attempt to outperform the performance benchmark.

TOPS® Global Equity Target Range™ Index       : The Index tracks the performance of a

cash-secured (i.e., collateralized) call spread strategy which consists of (1) buying

long call options and selling short call options on a portfolio of four ETFs that track

the performance of large- and mid-capitalization companies in the United States,

developed market countries and emerging market countries, respectively, consisting of

the SPDR® S&P 500® ETF Trust (“SPY”), iShares Russell 2000 ETF (“IWM”), iShares MSCI

EAFE ETF (“EFA”), and iShares MSCI Emerging Markets ETF (“EEM”) (collectively, the

“Underlying ETFs”); and (2) cash collateral.

In-the-money (ITM)   : An in-the-money call option is an option with a strike price

below the current market price.

Out-the-money (OTM) : An out-of-the-money call option is an option with a strike price

above the current market price.

Large-Capitalization (Large-Cap) : A term used by the investment community to refer

to companies with a market capitalization value of more than $10 billion. Large cap is

an abbreviation of the term “large market capitalization”. Market capitalization is

calculated by multiplying the number of a company’s shares outstanding by its stock

price per share.

Small caps   : new or relatively young companies that typically have a market

capitalization between $200 million to $2 billion.

Strike Price : The set price at which a derivative contract can be bought or sold when

it is exercised.

Drawdowns : Periods of sustained negative trends of return.

Long (or Long Position)     : The buying of a security such as a stock, commodity or

currency, with the expectation that the asset will rise in value, the opposite of Short

(or Short Position).

Unhedged : Strategy that includes the performance of both the underlying asset as well

as the currency in which it is denominated. The performance of the currency can either

help or hurt the total return experienced.
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