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In part I of this two-part blog series, we focused on personal sentiment and confidence
indicators, as well as income and consumption metrics. We concluded that, in general,
individuals, families and small businesses are exhibiting a sense of “cautious optimism”
as the CoviD-19 vaccinations continue apace, massive fiscal stimulus has been passed and
the economy continues to recover from its pandemic-induced recession of last year.

How is that general optimism translating into actual investor behavior?
Investor Behavior

First up 1is the put/call ratio. This measures the degree to which investors are buying
protection against the market (buying put options—a bearish 1indicator) versus buying
leveraged access to the market (buying call options—a bullish indicator). The Tower this
ratio (i.e., the fewer put options purchased than call options), the more bullish
investors are behaving.

Note the bouncy but steady decline in this ratio over the course of 2020, suggesting
increased optimism. But what 1is most noticeable 1is the volatility over the past 2-3
months, as interest rates spiked, and investors seemingly expressed renewed concerns
over potential inflation (driving the ratio upward). This was followed quickly, however,
by a sharp decline as good news about COVID-19 vaccinations increased, and Congress
passed a massive $1.9 trillion fiscal stimulus package.

CBOE Equity Put/Call Ratio
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Sources: YCharts and the CBOE, data as of 3/8/21.

The inverse of the put/call ratio is the bull/bear spread, which measures the ratio of
investors indicating they are bullish versus bearish on the market.

we see similar results to the put/call ratio-a steady increase in bullishness over the
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course of 2020, followed by -dincreased volatility over the past few months—perhaps an

indication of 1investor concerns over frothy equity market valuations and rising interest
rates.

US Investor Sentiment, % Bull-Bear Spread
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Sources: YCharts and the AAll Sentiment Survey, data as of 3/8/21.

while retail investor behavior is interesting, most market trading still takes place

with institutional investors (Reddit/Robinhood speculators aside), so let’s examine that
next.

what we see (not surprisingly) is more consistent behavior and a generally bullish trend

over the past 12-24 months (but, again, with a slight decline over the past month or
two).

Institutional Investor Confidence Index
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Source: SSgA, data through February 2021.

Finally, let’s look at actual fund flows, focusing on ETFs. What we see is a small
majority of flows into equity ETFs over the previous 12 months (a bullish indicator),
but a reversal into bond ETFs so far in 2021. Given current interest rate and credit
spread levels, this is a fairly bearish indicator.
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Figure 1: ETF Flows by Asset Class

February YeartoDate Trailing 3 Mth Trailing12  Yearto Date

{$mn) ($mn) Mth (8mn) (% of AUM)

Equity 0.58
Fixed Income 3.83
Commodity 6.20
Specialty -15.79
Mixed Allocation 319 538 925 2,691 asTl
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Top two and bottom two categories per period are highlighted. Past performance is not a guarantee of future results.
Source: Bloomberg Finance LP, State Street Global Advisors, as of February 28, 2020,

Source: SSgA, data through February 2021.

conclusions

what can we conclude from examining the various individual, consumer and investor
indicators discussed in these two blog posts?

In our opinion, it is a mixed bag. Individuals and investors seem generally optimistic
about the current and future state of the economy and the stock market, but there are
signs that some level of caution is creeping into the market “mood.”

This may be the result of any number of issues—uncertainty over the potential impacts of
the newly passed fiscal stimulus package and/or the effectiveness of the COviD-19
vaccination program, inflation and valuation concerns, or perhaps just “fatigue” over
continuing lockdowns and school closings.

Given human emotions, most of these sentiment and behavior indicators tend to be
volatile, and they can and do reverse course and back again quickly. So, it is wise to
view them with some Tlevel of detachment and a Tonger-term time horizon.

But they are worth paying attention to. I participated in a market outlook webinar in
late December and was asked: “What’s the one thing that maybe people aren’t paying
enough attention to that could have an impact on the market?”

My response was as follows, and I stand by it today. We need to maintain our vigilance
“all along the watchtower”:

Investor sentiment currently is in a euphoria stage. If you look at
various investor sentiment indicators, there is a lot of optimism priced
in. So, at the retail level, we are in a “risk-on” environment, and I
agree with much of that optimism.

But a potential shock might be that there is too much optimism built
into the market. If we get an event that turns sentiment around, and
people begin to de-risk, it could happen quickly and dramatically.

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.

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. 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)

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

Put/call ratio : The ratio of the trading volume of put options to call options and is
used as an indicator of investor sentiment in the markets.

Bullish : a position that benefits when asset prices rise.
call option : Financial contracts that give the option buyer the right, but not the
obligation, to buy a stock, bond, commodity or other asset or instrument at a specified
price within a specific time period.

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

Tlevel.&nbsp.

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

Inflation : Characterized by rising price levels.

wisdomTree.com = 1-866-909-WISE (9473) WISDOMTREF’



	ALL ALONG THE WATCHTOWER, PART II

