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The market disruption over the past four to five weeks has been disconcerting, but it
has also presented potential opportunities for valuable introspection.

when discussing current conditions, there are several broad observations and several
very specific ideas that can benefit your clients.

Broad Market Observations

1. This is not 2008. Yes, the market collapse has been terrible and, in terms of
the speed of decline, somewhat unprecedented. But banks, corporate America, and
American households are in a much stronger fiscal position now than in 2008. we are
not witnessing a fundamental collapse of the economy, the banking industry or the
global capital markets. what we are witnessing is widespread fear over a pandemic
and the corresponding uncertainty it 1is creating with investors. It may get worse
before it gets better, but we believe 7t will get better.

2. Health concerns vs. economic concerns. There was an interesting piece in the
wall Street Journal a few days ago (by Holman Jenkins) comparing the coronavirus to
the “regular” influenza virus. It did not focus on the medical or pathological
differences, but on the public and policy reaction differences 1instead.
Specifically, the “regular” flu virus comes around every year and kills roughly 10-
15K people annually. We accept that and don’t threaten our economic growth by trying
to prevent its spread (other than with the usual commonsense measures we take at the
individual Tlevel). with this virus, however, we have, from a policy response and
public reaction perspective, swung the pendulum completely the other way. we seem
willing to cripple our economic growth in an attempt to minimize the spread of the
virus. We suppose there could be an academic debate over whether that is a good or
bad policy decision, but people are not dinterested right now 1in academic
discussions; they are frightened and want to see a massive policy response. The
rapid steps taken by local governments and U.S. society as a whole add considerable
pressure to the federal government to deliver a meaningful policy response sooner
rather than later.

3. china, South Korea and C(hopefully) Italy illustrate that the spread of
the virus can be contained with extreme “social distancing” measures, but at
the expense of massive hits to personal freedom and economic growth and
activity. Here in the U.S. we seem to be headed in the same direction, with one
important distinction: our “social distancing” activities are taking place at the
individual, Tocal and private sector Jevels (e.g., the NBA and NHL, college
campuses, concert and conference cancellations, etc.) rather than as the result of a
national “top down” command and control mandate. We actually take comfort in that;
individuals and organizations are electing to do the right thing.

4. our expected outcome? we believe this may get worse before it gets better,
both in terms of the spread of the virus and in terms of economic disruption. The
continued spread of the virus and the ongoing oil war between Russia and Saudi
Arabia will significantly +impact Q1 and Q2 gross domestic product (GDP) and
earnings, and we may hit another “downdraft” if we begin to see a rise in credit
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downgrades and defaults among weaker capitalized energy companies over the near
term.

5. But we do not believe that all this negativity represents a recessionary
collapse of the U.S. economy. What we are witnessing and experiencing is painful and
anxiety-provoking, but we believe 7t will pass.

Recommended Courses of Action:

1. Be aware, be attentive, but do not be afraid. well-diversified investment
portfolios are built with full market cycles in mind, in the expectation that
periods 1ike this will occur. Many investors became complacent over the course of an
11-year bull run, and though the speed and magnitude of the recent decline is
unusual, market declines are normal. Market timing is notoriously difficult, and we
do not recommend “moving to cash,” thereby Tlocking in recent losses that we believe
may recover over the course of the next 12-24 months. Stay diversified, stay liqu
id, but stay invested.

2. Actively seek to avoid common behavioral investment mistakes. In times of
stress, many investors default to behaviors that can harm long-term performance. One
example of this is home country bias, or reallocating to what seems to be a more
known and comfortable market: your own. In this recent market downturn, however,
many emerging markets have relatively outperformed the U.S. markets, illustrating
the potential benefits of a globally diversified portfolio. A second example is the
gambler’s fallacy, in which investors believe they will “know” when to get into and
out of the market. But this is almost universally false. Market timing is extremely
difficult, and the empirical evidence suggests that -dindividual investors are
particularly bad at it. The better approach is to remain disciplined and stick with
a long-term portfolio that was constructed to ride the waves of volatile markets.

3. If you are sitting on cash, pay attention for possible reentry points.
Given the U.S. monetary and (what we assume will be) fiscal response and self-
imposed “social distancing,” we believe the current panic will recede as we head
through the second quarter, and attractive buying opportunities will present
themselves. Equity valuations have fallen precipitously, and credit spreads have
blown out, suggesting potentially attractive investment opportunities at some point
in the future.

4. If 1it makes sense for your clients, actively encourage mortgage
refinancing. Rates are at historic lows, and a smart refinancing can put real money
back into investors’ pockets.

5. Engage in active tax-loss harvesting. Many investment positions may currently
be “underwater.” Rather than “wait it out” or panic and move to cash, actively seek
to tax-loss harvest by swapping out of existing losing positions and into similar
ETF positions. The Tosses are pocketed for offsetting future gains in the portfolio,
and the investor remains fully invested. After the 30-day wash rule period has
passed, investors can swap back into the original position or, if they prefer, stay
with the new position and maintain both their desired allocation and exposure
objectives.

These are the times when your clients need you the most. Keep them informed, keep them
calm, keep them invested and 1identify opportunities for turning market turmoil into
proactive and positive results.

Important Risks Related to this Article

Neither WisdomTree Investments, Inc., nor its affiliates, nor Foreside Fund Services,
LLC, or its affiliates provide tax advice. All references to tax matters or information
provided on this site are for illustrative purposes only and should not be considered
tax advice and cannot be used for the purpose of avoiding tax penalties. Investors
seeking tax advice should consult an independent tax advisor.

For standardized performance and the most recent month-end performance click here NOTE,
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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.

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


https://wisdomtree.com/~/link.aspx?_id=629EA1A21F5646E3B6A5AD58E8AAAB5C&_z=z
https://wisdomtree.com/#externalLinkModal

wWisdomTree BLOG ARTICLE

DEFINITIONS

Recession : two consecutive quarters of negative GDP growth, characterized generally by

a sTowing economy and higher unemploymen.

Diversification : A risk management strategy that mixes a wide variety of investments
within a portfolio.

Bullish : a position that benefits when asset prices rise.

Liquidity : The degree to which an asset or security can be bought or sold in the

market without affecting the asset’s price. Liquidity is characterized by a high Tevel
of trading activity. Assets that can be easily bought or sold are known as liquid asset.

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

valuation : Refers to metrics that relate financial statistics for equities to their

price Tlevels to determine if certain attributes, such as earnings or dividends, are
cheap or expensive.

Credit spread : The portion of a bond’s yield that compensates investors for taking
credit risk.

Tax Loss Harvesting : sSelling securities at a loss to offset a capital gains tax
Tiability. Tax gain/loss harvesting is typically used to Timit the recognition of short-
term capital gains, which are normally taxed at higher federal 1income tax rates than
long-term capital gains.

wash-sale Rule : An Internal Revenue Service rule that prohibits a taxpayer from
claiming a Tloss on the sale or trade of a security in a wash sale. The rule defines a
wash sale as one that occurs when an individual sells or trades a security at a Toss,
and within 30 days before or after this sale, buys a “substantially identical” stock or
security, or acquires a contract or option to do so.
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