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Country music lost an icon recently when Kenny Rogers passed away from natural causes at

the age of 81. Rogers is most famous for his song The Gambler. These lyrics are

especially well-known:

If you’re gonna play the game, boy

You gotta learn to play it right

You’ve got to know when to hold ‘em

Know when to fold ‘em

Know when to walk away

And know when to run

The past several weeks have, no doubt, caused or tempted many investors to fold ‘em and

run. But is that the best course of action?

Certainly, many investors learn somewhat abruptly that their risk tolerance is not

nearly as high as they think until there actually is risk. Perhaps there is wisdom in

the military expression, “discretion is the better part of valor.”

But we’ve been through this before, most recently in the fourth quarter of 2018 and,

before that, the global financial crisis of 2008. Yes, the causes of the current market

decline are different. In this case, the decline is largely self-inflicted, as the

global pandemic and corresponding massive social and policy response have effectively

shut down many parts of the global economy. The rapidity of this decline is also

unprecedented.

However, the monetary and fiscal responses have been remarkably similar—especially now

that Congress finally passed its highly anticipated fiscal stimulus bill.

So what is the right course of action? Should we hold ‘em or should we fold ‘em?

To answer this question, historical perspective is helpful. Consider the following

chart, illustrating equity performance over the most recent 11-year bull market—note the

frequent periods of painful (but ultimately temporary) disruption.

What you see are periodic performance dips (though not of the same magnitude as the
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current one), followed by recoveries. While the past is not a predictor of the future,

it is always helpful in stressful periods to extend your time horizon.

It is also useful to keep the current market decline in perspective, in terms of order

of magnitude. Yes, it has been awful, but, as a function of how much the market has

rallied over the past 11 years, we’ve experienced worse.

A different way of illustrating this same point is to compare the current decline to

historical bear markets. As we see, the current one is larger than the median, but

nowhere near the levels of other historical declines.

Renowned investor Warren Buffett is credited with saying, “Be fearful when others are

greedy and greedy when others are fearful.” What he meant was that the most disruptive

of market periods often represent the most attractive times to buy.

The following chart illustrates the typical investor sentiment cycle, with the arrow

indicating where we believe we might be currently:

WisdomTree BLOG ARTICLE

WisdomTree.com   1-866-909-WISE (9473)

https://wisdomtree.com/blog/glossary#bear-market


A more humorous version of this chart first appeared anonymously in the early days of

the Internet following the 2000 tech bubble crash (along with our indication of where we

might be now on this mental/behavioral roller-coaster):

The following market sentiment indicators illustrate this pessimistic positioning:

1. A sharp increase in the CBOE Equity Put/Call Ratio, indicating that more investors

are seeking downside protection than upside potential:

2. A decline in the American Association of Individual Investors (AAII) Investor

Sentiment Survey:

Sentiment Survey
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3. A decline in the National Association of Active Investment Managers (NAAIM) Exposure

Index, which has fallen to levels not seen since 2016:

Figure 7

4. And a sharp decline in the Deutsche Bank portfolio equity positioning metric:

Figure 8

This is not to suggest that investors are wrong to be concerned or that they should not

be considering more defensive portfolio positionings. Nor are we suggesting that the

market cannot or will not decline further from here—it certainly could and might.

But if you believe, like we do, that this terrible period will eventually pass and that

markets will recover, then now is an excellent time to at least begin planning to “lean

back in” to the markets in anticipation of an eventual turning point.

What might this planning look like?

1. Reevaluate your current asset allocation and portfolio construction, and make sure

it is aligned with your (newly rediscovered) risk tolerance and outlook for future

market performance. We’ve written before about the opportunity the current market

presents to tax-loss harvest and make the structurally advantageous shift from

mutual funds to ETFs.

2. Remember the importance of global diversification. Perhaps to the surprise of many

investors, emerging markets have performed relatively well compared to U.S. and

developed international markets, and current valuations make this a market segment

that investors should be adding to long-term strategic portfolios.

3. The market disruption has left market valuations, especially in the most beat up

areas—small- and mid-cap stocks, value and quality stocks and dividend-paying

stocks—at far more attractive levels than even just one month ago.

In this current environment of social distancing and either self-imposed or government-

mandated shelter-in-place quarantining, it may be that what is going through many

investors’ minds are the lyrics to Jimmy Buffett’s Boat Drinks: 

This morning, I shot six holes in my freezer

I think I’ve got cabin fever

Somebody sound the alarm

It’s a timely and fun song, but we encourage investors to extend their time horizons,

plan for re-engaging with the markets, look for attractive re-entry points and keep the

lyrics of a different song in mind—Adam Lambert’s Whataya Want from Me:

Just don’t give up

I’m workin’ it out

Please don’t give in

I won’t let you down

It messed me up, need a second to breathe

Just keep coming around.

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

Monetary policy   : Actions of a central bank or other regulatory committee that

determine the size and rate of growth of the money supply, which in turn affects

interest rates.

Fiscal Policy   : Government spending policies that influence macroeconomic conditions.

These policies affect tax rates, interest rates and government spending, in an effort to

control the economy.

Bullish : a position that benefits when asset prices rise.

Bear market : A sustained downturn in market prices, increasing the chances of negative

portfolio returns.
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