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ALTERNATIVE UNIVERSE: COME SAIL
AWAY
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This article is relevant to financial professionals who are considering offering model
portfolios to their clients. If you are an individual investor interested in wisdomTree
ETF Model Portfolios, please inquire with your financial professional. Not all financial
professionals have access to these model portfolios.

A gathering of angels

Appeared above my head

They sang to me this song of hope
And this is what they said

(They said) come sail away, come sail away
Come sail away with me (Tads)

Come sail away, come sail away

Come sail away with me..

I thought that they were angels
But much to my surprise
we climbed aboard their starship
we headed for the skies

(Singing) come sail away, come sail away
Come sail away with me (Tads)

Come sail away, come sail away

Come sail away with me..

(From “Come Sail Away,” by Styx, 1977)

As we mentioned before, advisors are showing an increased interest in including lower-co
rrelated (i.e., alternative) strategies in their client portfolios. The current virus-
induced market disruptions and corresponding increased volatility have reminded advisors
of the value of building more diversified portfolios in an attempt to improve
consistency. It has been a very Tlong time since the rule of compounding needed to be
remembered-that 1is, if you don’t lose as much in down markets, you don’t need to gain as
much in up markets to still come out ahead in the long run, because of the power of
compounding:

The Power of Compounding
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Source: 361 Capital, 4/18. For illustrative purposes. Gain Required represents the investment return required

break even after experiencing a loss.

we have also written about the importance of focusing on the long term when investing in
a portfolio. Are we contradicting ourselves?

we don’t think so, and the reason 1is 7nvestor psychology and investor behavior. It is
not that the market has not always recovered from downturns over different periods of
time—it has. But in disruptive markets many investors find it very difficult to maintain
the discipline required to realize long-term recoveries.

This 1is where Tower-correlated strategies can make a difference. By 1improving the
consistency of performance (go up less in up markets but, more importantly, lose Tless in
down markets), many investors find it easier to maintain discipline with their Tong-term
plans. This has potentially powerful cumulative effects:

why Limiting volatility (Dbownside Risk) is So Important

S&P 500 performance versus 60% upside / 40% Downside Capture (8/31/00-9/30/16)

$268,434
60% Upside / 40% Downside of the S&P500 s £194,514

SEP SO0 ——

Source: Linden Investment Consultants, data through 9/30/16. This is for illustration purposes only. You

cannct invest in an index. Past performance does not guarantee future results.

For definitions of terms in the chart, please visit our glossary.
Alternative investments cover a wide variety of strategies: equity long/short, event-dri
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ven, global macro, managed futures, short-biased, arbitrage, market neutral, and others.
The commonality among them 1is that they do not simply rely on stock or bond beta to
generate performance. This 1is precisely why they tend to have Tower correlations to
traditional markets.

Historically, these strategies were found primarily in hedge funds and were available

only to qualified purchasersl. Following the “Great Financial Collapse,” the market saw

an avalanche of mutual funds and, more recently, ETFs that seek to deliver these
strategies to more retail investors.

It is +important to note that some of these strategies depend on illiquidity and/or
leverage to generate performance. As such, not all alternative investment strategies
Tend themselves to the mutual fund or ETF structure.

At WwisdomTree, we offer an explicit vVolatility Management model portfolio to help
advisors do exactly this—create a more diversified overall portfolio for their clients
and hopefully improve the consistency of performance. This model is part of our Outcome-
Focused category of model “sleeves” designed to solve for very specific investment
objectives.

The “vol Man” model is very straightforward. It currently consists of equally weighted
positions in four ETFs. Despite the small number of holdings, we believe it delivers a
nicely diversified Tower-correlated allocation to broader portfolios:

1. one of the ETFs runs a long-short equity portfolio that can be considered a Tow
beta or even “short-biased” strategy.

2. A second ETF strategy engages in merger arbitrage—that is, going long on companies
being acquired and going short on companies that are acquiring in an attempt to
capture the (typical) price movements of both companies as the deal moves toward
closing.

3. The WisdomTree CBOE S&P 500 PutWrite Strategy Fund (PUTW): As the name
suggests, PUTW goes long on the S&P 500 Index and then sells put options against
that Index. The premium earned helps to partially offset a downturn in the Index. As
such, it is a form of “hedged equity.”

4. The final ETF strategy runs a different form of hedged equity. It holds primarily
Tong-dated U.S. Treasuries (the most traditional “hedge” to the equity markets), and
then complements that position with Tong-dated call options (LEAPS) on the S&P 500
Index.

The positions in this model have reasonably low correlation to each other and, when
combined, fairly Tow correlation to traditional stocks and bonds. So, the addition of
this portfolio sleeve to a more traditional stock and bond portfolio has the potential
to improve the diversification of the overall portfolio.

when markets go straight up, as they did for most of the past 10 years, people can lose
sight of the value of diversification. But with a potentially new, more volatile market
regime upon us, we believe better diversification can be a powerful tool in helping
investors to maintain their dnvestment discipline and advisors to deliver a more
differentiated investment experience.

lqualified purchasers can be either family-owned companies or individuals who own at
Teast $5 million 1in dnvestments. Qualified purchasers may also be entities or
individuals who invest a minimum of $25 million in private capital on other people’s
behalf or for their personal financial accounts.

Important Risks Related to this Article

There are risks associated with investing, 1including the possible Toss of principal.
Diversification does not eliminate the risk of experiencing investment losses. Using an
asset allocation strategy does not ensure a profit or protect against loss.
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This material does not constitute any specific legal, tax or accounting advice. Please
consult with qualified professionals for this type of advice. This material 1is not
intended to be a recommendation or advice by WisdomTree. WisdomTree does not undertake
to provide impartial investment advice or give advice in a fiduciary capacity. Further,
wisdomTree receives revenue in the form of advisory fees for our exchange-traded funds,
and WisdomTree 1is also entitled to receive a fee from certain model platform providers
for Ticensing model portfolios.

wisdomTree Asset Management, Inc., 1is an investment advisor registered with the
Securities Exchange Commission and a wholly owned subsidiary of wisdomTree Investments,
Inc.

For financial professionals: In the event that you subscribe to receive a WisdomTree
Model Portfolio, you will receive investment ideas from WisdomTree in the form of a
model portfolio. The information is designed to be utilized by you solely as a resource,
along with other potential sources you consider, in providing advisory services to your
clients. wisdomTree’s Model Portfolios are not intended to constitute investment advice
or 1investment recommendations from WwisdomTree. WisdomTree 1is not responsible for
determining the securities to be purchased, held and/or sold for your clients’ accounts,
nor is WisdomTree responsible for determining the suitability or appropriateness of a
model portfolio or any securities included therein for any of your clients. WisdomTree
does not have investment discretion and does not place trade orders for any of your
clients’ accounts. Information and other marketing materials provided to you by
wisdomTree concerning a model portfolio—including holdings, performance and other
characteristics—-may not be indicative of your client’s actual experience from investing
in one or more of the funds included in the model portfolio. The model portfolios,
allocations and data are subject to change.

For end users: WisdomTree’s Model Portfolios are not intended to constitute investment
advice or investment recommendations from wisdomTree. Your investment advisor may or may
not implement WisdomTree’s Model Portfolios 1in your account. WisdomTree 1is not
responsible for determining the suitability or appropriateness of a strategy based on
wisdomTree’s Model Portfolios. WisdomTree does not have investment discretion and does
not place trade orders for your account. This material has been created by WisdomTree,
and the information included herein has not been verified by your investment advisor and
may differ from information provided by your investment advisor. The model portfolios,
allocations and data are subject to change.

There are risks associated with investing, 1including possible loss of principal. The
Fund will dnvest 1in derivatives, 1including S&P 500 Index put options (“SPX Puts”).
Derivative 1investments can be volatile, and these investments may be Tess Tliquid than
securities, and more sensitive to the effects of varied economic conditions. The value
of the SPX Puts in which the Fund 1invests 1is partly based on the volatility used by
market participants to price such options (i.e., 1implied volatility). The options’
values are partly based on the volatility used by dealers to price such options, so
increases in the implied volatility of such options will cause the value of such options
to 1increase, which will result in a corresponding increase in the Tiabilities of the
Fund and a decrease in the Fund’s NAV. Options may be subject to volatile swings in
price influenced by changes 1in the value of the underlying instrument. The potential
return to the Fund is limited to the amount of the option premiums it receives; however,
the Fund can potentially lose up to the entire strike price of each option it sells. Due
to the investment strategy of the Fund, it may make higher capital gain distributions
than other ETFs. 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 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
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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 1indicative 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 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 qinternal 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 idinvestment 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

correlation : Statistical measure of how two sets of returns move in relation to each
other. Correlation coefficients range from -1 to 1. A correlation of 1 means the two
subjects of analysis move in Tockstep with each other. A correlation of -1 means the two
subjects of analysis have moved in exactly the opposite direction.

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

Tevel.&nbsp.

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

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).

Short (or short Position) : The sale of a borrowed security, commodity or currency
with the expectation that the asset will fall in value, the opposite of Long (or Long
Position).

Macro : Focused on issues impacting the overall economic landscape as opposed to those

only impacting individual companies.

Managed futures : An alternative investment strategy in which futures contracts are
used as part of the investment strategy.

Arbitrageur : A person who attempts to profit from price inefficiencies in the market
by making simultaneous trades that offset each other and seek to capture a risk free
profit.

Market neutral : Strategy that seeks to avoid market risk by hedging a percentage equal
to total long exposure.

Beta : A measure of the volatility of a security or a portfolio in comparison to a
benchmark. In general, a beta less than 1 indicates that the investment is less volatile
than the benchmark, while a beta more than 1 dindicates that the investment 1is more

volatile than the benchmark.

I11iquidity : The state of a security or other asset that cannot easily be sold or
exchanged for cash without a substantial Toss in value. I1liquid assets also cannot be
sold quickly because of a lack of ready and willing investors or speculators to purchase
the asset. The Tlack of ready buyers also Teads to Targer discrepancies between the
asking price (from the seller) and the bidding price (from a buyer) than would be found
in an orderly market with daily trading activity.

Merger Arbitrage : An event-driven investment strategy that involves exploiting pricing

inefficiencies that exist between markets for the same security after a company merger
or acquisition, in order to generate a profit.

Put options : an option to sell assets at an agreed price on or before a particular
date.
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