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In October 2021, in collaboration with Valmark, we launched the WisdomTree Target Range 

Fund (GTR) as a potential solution for market volatility. The new strategy attempts to

address one of investing’s most fundamental concerns: how to potentially limit downside

exposure during steep sell-offs while retaining as much upside potential as possible

during market rallies.

Option Mechanics

As an options-based strategy, the Fund seeks to provide capital appreciation while

attempting to hedge risk in equity markets through bull call option spreads. Each

January, the Fund purchases call options that are 15% in the money (ITM) on four ETFs,

offering exposure to U.S., international and emerging market equities in the following

proportions:

ETFs Underlying GTR's Options

Simultaneously, the Fund also sells options on the same ETFs, in the same proportions,

which are 15% out of the money (OTM), completing a spread strategy that attempts to

deliver performance for the year ahead in a prespecified “target range.” Selling options

collects premium income from buyers, which helps offset some of the premiums paid for

the other options purchased as part of the strategy.

How Does This Work?

GTR and its option strategy attempt to balance risk management and upside potential by

limiting the range of total returns.

If markets decline substantially (i.e., by more than the 15% range indicated by the ITM

and OTM options purchased and sold), then both options would expire worthless, and an

investor’s loss is limited to the net premium paid for the long option position.

On the other hand, if markets rally, then the long option position would theoretically

be exercised to purchase the asset at a price below the prevailing market value.

Depending on how much markets rallied, however, the option positions sold may be ITM

(i.e., if they rallied beyond 15%) and would require delivery of the underlying to whom

it was sold (again, at a price below prevailing market value). This effectively caps an

investor’s upside from the strategy when markets rise while also limiting the downside

to the net premium paid when markets fall.
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Monitoring the Strategy throughout the Year

Obviously, not every investor in GTR will purchase the strategy on the same date the

options are purchased each January (referred to as the option rollover date) and have

the same defined “target range” experience described above.

To illustrate how the strategy changes with prevailing market conditions throughout the

year, we recently introduced a monitor for financial professionals available on our webs

ite that tracks the current option mechanics. It details the original options purchased

during the January rollover and the updated prices so that investors can better assess

the potential target range outcomes for their portfolios.

For example, as of April 29, a new investor in GTR would theoretically pay about 11.5%

in option premiums (less than what would have been paid at rollover in January). This is

based on the difference between prevailing long and short call option premiums as a

percentage of the underlying ETF’s price on April 29, weighted for each position’s

exposure in the strategy and summed accordingly. This 11.5% represents the long exposure

in global equities and is what allows you to retain upside potential during bull

markets.

However, it is also what provides the target range for the floor. For example, if

markets were to plummet, these option values would fall toward 0 and expire OTM. The

rest of the Fund is held in cash and collateral securities that are unimpacted by equity

market fluctuations.

Fund Composition as of 4/29/22
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For the most recent GTR performance click here.

Furthermore, each option position currently contains both intrinsic and extrinsic value,

which reflects how markets have moved since the positions were established in January.

Of the total 11.5% option value as of April 29, about 4% is due to the underlying ETF

exposures trading slightly above their long strike prices while remaining comfortably

below the short strike prices. This may be particularly attractive amid the choppy

markets that have characterized 2022 so far. Although global equities have fallen,

rangebound markets are an ideal environment for GTR, and as of now, there seems to be no

immediate end in sight for many of the risk factors that have weighed on sentiment this

year.

The remaining value comes from extrinsic value, or time value, which represents

additional upside potential that can still occur before expiry if markets catch a

tailwind.

We think this new tool will be helpful for educating investors about GTR as a potential

solution for market volatility while also clarifying what their “target range”

experiences might be, depending on when they invest. Please take a look at GTR's web pag

e for more information.

Important Risks Related to this Article

The Fund is actively managed and implements a strategy similar to the methodology of the

TOPS® Global Equity Target Range™ Index (the “Index”), which seeks to track the

performance of a cash-secured call spread option strategy. There can be no assurance

that the Index or the Fund will achieve its respective investment objectives or that the

Fund will successfully implement its investment strategy. Moreover, while the Fund seeks

to target returns within a prescribed range, thereby minimizing downside investment

loss, there can be no guarantee that an investor in the Fund will experience limited

downside protection, particularly short-term investors, investors that seek to time the

market and/or investors that invest over a period other than the annual period. The

Fund’s options strategy will subject Fund returns to an upside limitation on returns

attributable to the assets underlying the options. The Fund’s investments in options may

be subject to volatile swings in price influenced by changes in the value of the

underlying ETFs or other reference asset. The return on an options contract may not

correlate with the return of its underlying reference asset. The Fund may utilize FLEX
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Options to carry out its investment strategy. FLEX Options may be less liquid than

standard options, which may make it more difficult for the Fund to close out of its FLEX

Options positions at desired times and prices. The Fund’s use of derivatives will give

rise to leverage, and derivatives can be volatile and may be less liquid than other

securities. As a result, the value of an investment in the Fund may change quickly and

without warning, and you may lose money. Investment exposure to securities and

instruments traded in non-U.S., developing or emerging markets can involve additional

risks relating to political, economic or regulatory conditions not associated with

investments in U.S. securities and more developed international markets. These and other

factors can make investments in the Fund more volatile and potentially less liquid than

other types of investments. 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 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.

Related Funds

+ WisdomTree Target Range Fund

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.

Downside : Currency depreciation.

Spread : Typically refers to a difference between a measure of yield for one asset class

and a measure of yield for either a different subset of that asset class or a different

asset class entirely.

In-the-money (ITM)   : An in-the-money call option is an option with a strike price

below the current market price.

Out-the-money (OTM) : An out-of-the-money call option is an option with a strike price

above the current market price.

Premium : When the price of an ETF is higher than its NAV.

Option premium   : The current price of any specific option contract that has yet to

expire.

Bullish : a position that benefits when asset prices rise.

Collateral : something pledged as security for repayment in the event of a loss.

Strike Price : The set price at which a derivative contract can be bought or sold when

it is exercised.
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