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Amid market volatility last year and now again in 2021, many investors are interested in

funds that may dull the pain if the market declines. With the S&P 500 trading at 31

times trailing earnings, it is on more than just a few minds.

Go back to “early COVID-19.” Here are some of the Funds whose declines were less than 1-

for-1 with the U.S. stock market.

Figure 1: Some WisdomTree ETFs with Peak-to-Trough NAV Declines Less Than the          

S&P 500, Q1/2020

Please see standardized performance for IHDG, DWMF, PUTW and DGRW.

In the U.S. specifically, the WisdomTree U.S. Quality Dividend Growth Fund (DGRW) had a

“good” COVID-19 crash—if good means plunging less than the broad market. Most of the

reason DGRW and “cousin” Funds like the WisdomTree International Hedged Quality Dividend

Growth Fund (IHDG) held up was their explicit screening for highly profitable stocks,

which was critical when sellers pounded low-quality stocks in early COVID-19 days.

Another idea is the WisdomTree CBOE S&P 500 PutWrite Strategy Fund (PUTW). The plan with

this one is to participate in a chunk, but not all, of the market’s upside, while not

capturing all of the downside, owing to the buffer you get from the monthly option

premium on written puts. For example, the correction before COVID-19—which took place

from January 26, 2018 to February 8, 2018—saw its NAV decline 6.2% amid a 10.1% decline

in the S&P 500. If you want to look into it further the CBOE S&P 500 PutWrite Index goes

back to the 1980s.

Considering we are entertaining the possibility of a sustained rally in commodities amid

the Fed’s money printing, a deflationary crash is not part of our thesis. Nevertheless,

with four big crashes since 1987, I have given plenty of thought over the years to the

psychological effect of such big events.

Consider this old warning: “A 50% decline kills your portfolio; you need to double your

money to get back to even.”

Actually, it’s worse.

Very few people witness a serious plunge and still stay the course. Many quit stocks
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forever. Or they allocate a smaller proportion to stocks than before their psyche took a

hit.Very few people witness a serious plunge and still stay the course. Many quit stocks

forever. Or they allocate a smaller proportion to stocks than before their psyche took a

hit.

Think about the dot-com bubble, the second of the four most recent crashes (October

1987, the global financial crisis and COVID-19 being the other three). An investor who

“got in” when the NASDAQ touched 2,000 in the late 1990s felt like a genius as that

Index touched 5,049. Two years later, the NASDAQ bottomed at 1,114.

Figure 2: NASDAQ Composite Index

How long did it take them to “get back to even?” Depends on the person. The answer lies

in whether their fear was so entrenched that they never came back.

Take two fictitious investment assets in figure 3. In bull markets, investors think they

prefer the green one, the volatile asset.

Until the declines come. Compare each asset’s average and compound returns. Which

investor is more likely to be shaken out in year 4?

Figure 3: A Volatile Asset vs. a Less Volatile Asset

Or go back to the 1929 stock market bust. Say you got into the market when the Dow

Industrials was around 200. Happy times by 1929, but not by 1931.

How long did it take to get “back to even?”

Figure 4: Dow Jones Industrial Average
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Forever, possibly.

Because there is a very real chance you would have sworn off stocks for life. One bear

market and it was game over for the Class of 1929.

Is a crash coming? It’s not my base case, but then again, a global pandemic locking us

down for more than a year also wasn’t in anyone’s forecast.

Here is the list again. Will they work out if the declines that started a few weeks ago

persist? Maybe, maybe not. But you can start here if you are looking for ideas that

helped dull the pain a bit when COVID-19 struck.

Figure 5: Some WisdomTree ETFs with High-to-Low Declines Less Than the S&P 500,

Q1/2020

Please see standardized performance for IHDG, DWMF, PUTW and DGRW.

Important Risks Related to this Article

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

focusing their investments on certain sectors increase their vulnerability to any single

economic or regulatory development.  This may result in greater share price volatility.

PUTW invest in derivatives, including S&P 500 Index put options (“SPX Puts”). Derivative

investments can be volatile, and these investments may be less liquid than securities,

and more sensitive to the effects of varied economic conditions. The value of the SPX
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Puts in which PUTW invests is partly based on the volatility used by market participants

to price such options (i.e., implied 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 increase, which will

result in a corresponding increase in the liabilities of PUTW and a decrease in PUTW’s

NAV. Options may be subject to volatile swings in price influenced by changes in the

value of the underlying instrument. The potential return to PUTW is limited to the

amount of option premiums it receives; however, PUTW can potentially lose up to the

entire strike price of each option it sells.

Investments in non-U.S. securities involve political, regulatory, and economic risks

that may not be present in U.S. securities. For example, foreign securities may be

subject to risk of loss due to foreign currency fluctuations, political or economic

instability, or geographic events that adversely impact issuers of foreign securities.

Derivatives used by DWMF to offset exposure to foreign currencies may not perform as

intended. There can be no assurance that hedging transactions will be effective. The

value of an investment in DWMF could be significantly and negatively impacted if foreign

currencies appreciate at the same time that the value of a Fund's equity holdings falls.

While DWMF is actively managed, the Fund's investment process is expected to be heavily

dependent on quantitative models and the models may not perform as intended.

Investments in currency involve additional special risks, such as credit risk and

interest rate fluctuations.  Derivative investments can be volatile and these

investments may be less liquid than other securities, and more sensitive to the effect

of varied economic conditions.  As this Fund can have a high concentration in some

issuers, the Fund can be adversely impacted by changes affecting those issuers.  The

Fund invests in the securities included in, or representative of, its Index regardless

of their investment merit and the Fund does not attempt to outperform its Index or take

defensive positions in declining markets. 

Due to the investment strategy of these Funds, it may make higher capital gain

distributions than other ETFs. Please read each 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.

S&P 500 Index : Market capitalization-weighted benchmark of 500 stocks selected by the

Standard and Poor’s Index Committee designed to represent the performance of the leading

industries in the United States economy.

Trailing Earnings   : The amount of profit that a company produces during prior fiscal

year.

Quality : Characterized by higher efficiency and profitability. Typical measures include

earnings, return on equity, return on assets, operating profitability as well as others.

This term is also related to the Quality Factor, which associates these stock

characteristics with excess returns vs the market over tim.

Downside : Currency depreciation.

Net Asset Value (NAV)     : The calculated assets minus liabilities divided by shares

outstanding. NAV is the straightforward account of the actual assets in the fun.

Bubble  : when market participants drive stock prices above their “fair value” in

relation to some system of stock valuation.

Nasdaq 100 Index : Includes 100 of the largest domestic and international non-financial

companies listed on The Nasdaq Stock Market based on market capitalization. The Index

reflects companies across major industry groups including computer hardware and

software, telecommunications, retail/wholesale trade and biotechnology. It does not

contain securities of financial companies, including investment companies.
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