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MANAGING PORTFOLIOS AND CLIENTS
IN UNCERTAIN TIMES

Scott welch - chief Investment officer, Model Portfolios
05/19/2023

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.

“My name is Austin Powers. Danger is my middle name.”
(Mike Myers as Austin Powers in “Austin Powers, International Man of Mystery,” 1997)

The Tast time we wrote about talking to clients in turbulent market environments was in
October 2022-toward the end of what ended up being a horrible year for both stocks and b

onds.

But it seems appropriate to address that topic again. Consider the world around us-
geopolitical risk 1is on the rise, there are wars in Eastern Europe and Sudan, we are
about to begin (sigh.) another presidential election cycle, we have gridlock 1in
congress, we have a Fed that has added uncertainty to the markets as it tries to balance
the scales between fighting inflation and maintaining faith in the banking system
following several notable failures and many are forecasting both an economic and
earnings recession as we move through the year.

And yet, most global equity markets are positive year-to-date, especially the tech-heavy
NASDAQ Index.
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For definitions of indices in the chart above, please visit the glossary.

Furthermore, equity market volatility, as measured by the “VIX,” 1is as Tlow as it has
been since early 2022-suggesting an almost shocking Tlevel of -dinvestor complacency.
Meanwhile, the MOVE Index (an indicator of interest rate volatility), after peaking back
in March 1in the wake of the Silicon valley Bank failure, is trending back downward
(though still elevated).
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Volatllity Indlex (VIX) Is a real-time Index that represents the market's axpectations for the relathve strength of near-term price changes ofthe 5&P500 Index (SFX). Because It Is
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we don’t suggest we are entering a “dark” period such as March 2020 (covib-19) or the ‘g
reat financial crisis” of 2008-2009, but markets certainly are.well..uncertain, and
investors cannot be blamed for wondering what they should be doing.

So, when discussing current conditions, here are some broad observations and several
specific ideas that might benefit your clients.

Broad Market Observations

we are not falling apart. Yes, we anticipate a recession at some point in 2023 or 2024
—the 1inversion of the yield curve so steeply and for so long is sending that signal. The
gray bars in the historical chart below represent recessionary periods; note that each
one since 1962 was accompanied or preceded by an inverted yield curve, and the curve is
the most inverted it has been since the deep recession of 1980-1982 (which coincided,
unfortunately, with the year I graduated college. Yep, I Tlived at home that year.)
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Both manufacturing and services 1indexes are declining steadily, though the services
index remains in modestly expansionary territory (>50).
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At the same time, the Tabor market remains tight, and consumers continue to spend-
typically not what you see in recessionary times.
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our Expected Outcome?

The economy is sTlowing, but we do have a “mixed message” environment in which we face a
steeply inverted yield curve, inflation remains high and somewhat “sticky” and we have a
Fed walking a tightrope between fighting inflation and maintaining confidence in the
banking system.

At the same time, the Tlabor market remains tight, consumers continue to spend and
corporate earnings projections are muted but not apocalyptic. Bond market credit
spreads—-which we think rarely “lTie”-suggest corporate America is in okay shape from a
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balance sheet perspective.

We are not sure we believe in the notion of a “soft landing,” and the Fed certainly
finds itself in a “pickle” regarding future policy movements after its 25-basis point hi
ke in early May. we think it will “pause” and take a “wait and see” approach as we move
through the summer months. we certainly seem headed for recession, and markets may be
volatile, but it may not be as “doomsday” as some suggest.

Recommended Courses of Action:

1. Focus on “all-weather” portfolio construction. Wwell-diversified
investment portfolios are built with full market cycles in mind, with the
expectation that periods Tike this will occur. Remind your clients that market
volatility is normal. Many investors became complacent over the course of a 12-13-
year bull run and then overly fearful during the horrendous market performance in
2022.

Market timing 1is notoriously difficult, and we do not recommend it. Stay
diversified but stay dinvested. There 1is nothing wrong with making moves to
improve the quality of your portfolio (e.g., focusing on higher-quality companies wi
th more sustainable growth and dividend characteristics or taking advantage of the o
dd shape of the yield curve and reducing duration/interest rate risk), but stay
invested.

As a financial advisor friend of ours says when his clients ask him what to do:
“wind the clock.” while a bit apocryphal, what we think he means 1is twofold: (1)
pon’t focus on short-term market movement; do something practical instead, Tike wind
your clocks, because (2) in investing, time is your best friend. Here is a chart of
global market performance over the past 20 years. The market is not required to
always go up, but that does seem to be the trend.
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2. Actively seek to avoid common behavioral investment mistakes. In times of
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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 fact, developed international stocks (as
measured by the MSCI EAFE Index) have handily outperformed the U.S. over the past
12-18 months, and if you believe 1in valuations and dividends over the medium to
Tonger term (as we do), the EAFE and EM markets are offering attractive potentials
for the patient investor.

3. If you are sitting on cash, maximize the yield on that cash and pay
attention for reentry points. Right now, money market funds and other 1ike-minded
investments (such as our own USFR floating rate Treasury product) are offering
yields approximating +/- 5%, a function of the highly “kinked” shape of the yield
curve and far more than bank deposit rates. So, if you are sitting on cash, you may
as well put it to work for you.

on the other hand, if you are Tooking for entry points back into the market, we
recognize it is difficult to invest when there is fear or uncertainty in the market.
But, as the market adage goes, “Be fearful when others are greedy, and greedy when
others are fearful.”
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conclusion

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

Financial advisors interested in Tlearning more about WisdomTree’s services can fill out
the form below or send us an email at wtpg@wisdomtree.com.

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.

Related Blogs
+ Conversations with Clients in Turbulent Times

View the online version of this article here.

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


mailto:wtpg@wisdomtree.com
https://www.wisdomtree.com/investments/performance
https://www.wisdomtree.com/investments/blog/2022/10/20/conversations-with-clients-in-turbulent-times
https://www.wisdomtree.com/investments/blog/2023/05/19/managing-portfolios-and-clients-in-uncertain-times

wWisdomTree BLOG ARTICLE

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 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 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

stock : A stock (also known as equity) is a security that represents the ownership of a
fraction of a corporation. This entitles the owner of the stock to a proportion of the
corporation's assets and profits equal to how much stock they own. Units of stock are

called "shares."

Bond : A fixed-income instrument that represents a loan made by an investor to a

borrower (typically corporate or governmental).

Federal Reserve : The Federal Reserve System 1is the central banking system of the
United States.

Inflation : Characterized by rising price levels.
Nasdaq 100 Index : Includes 100 of the largest domestic and international non-financial
companies 1listed on The Nasdaq Stock Market based on market capitalization. The Index
reflects companies across major +industry groups 1including computer hardware and
software, telecommunications, retail/wholesale trade and biotechnology. It does not
contain securities of financial companies, including investment companies.

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

CBOE volatility Index® (VIX®) : a key measure of market expectations of near-term

volatility conveyed by S& 500 stock index option prices. It is the premier benchmark
for U.S. stock market volatility.

ICE BofAML MOVE Index (MOVE) : A measure of U.S. interest rate volatility that tracks

the movement in U.S. Treasury yield volatility implied by current prices of one-month
over-the-counter options on 2-year, 5-year, 10-year and 30-year Treasuries.

The Global Financial Crisis : Refers to the period of extreme stress in global

financial markets and banking systems between mid 2007 and early 2009.

curve : Refers to the yield curve. Positioning on the yield curve is important to

investors, especially during non-parallel shifts.

Inverted Yield Curve : An interest rate environment 1in which Tlong-term debt
instruments have a Tlower yield than short-term debt instruments of the same credit
quality.

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

credit risk.

Basis point : 1/100th of 1 percent.

Rate Hike : refers to an increase in the policy rate set by a central bank. In the

U.S., this generally refers to the Federal Funds Target Rate.

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

Bullish : a position that benefits when asset prices rise.

MSCI EAFE Index : is a market cap-weighted index composed of companies representative
of the developed market structure of developed countries in Europe, Australasia and
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Japan.

Emerging market : characterized by greater market access and Tless potential for

operational risks when compared to frontier markets, which leads to a larger base of
potentially eligible investors.
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