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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. 

 It has been more than a year since we last visited the WisdomTree Endowment models, and

given the current market conditions, we think it is high time to revisit and give them a

closer look.

Let’s begin with a reminder of how we define an “endowment model” with respect to tax-

paying individual investors (as opposed to the tax-exempt institutional world where it

originated):

Broad and global diversification

Intelligent use of active versus passive investment strategies (i.e., a cost/benefit

optimization of active management fees or, in WisdomTree’s phrase, Modern Alpha®)

Prudent use of non-traditional or lower correlation investments in an attempt to

improve overall portfolio diversification (i.e., real assets and alternatives)

A long-term time horizon; and 

Investment discipline through full market cycles

We manage our different risk-banded Endowment Models  in exactly this way. All these

models are multi-asset, with allocations to global equities, fixed income, real assets

and alternative investments. Somewhat uniquely, we believe, is that we are able to fund

the less-traditional asset class positions because we allocate to  NTSX, the U.S.

version of our “efficient core” strategies that takes a leveraged 90/60 position in

large-cap U.S. equities and U.S. Treasuries. This provides us with a “core” allocation

to stocks and bonds while leaving capital to allocate to other strategies.

Before we move on, let’s define what we mean by “real assets” and “alternatives”:

Real assets are strategies that historically have proven to be sensitive to longer-term

changes in inflation and may include but are not limited to gold, broad-basket

commodities, real estate, energyMaster Limited Partnerships (MLPs) and diversified

inflation-sensitive products. The use of these strategies is designed to (a) provide

diversification to the portfolio’s equity risk, (b) access additional sources of

potential return and (c) provide purchasing power protection of the portfolio against

rising inflation. 

Alternatives are s trategies that may include but are not limited to equity         

long/short, global macro, managed futures, event-driven, short-bias, inflation hedge,

and options based. The use of these strategies is designed to (a) provide diversificatio

n to portfolio equity, interest rate, and inflation risk, (b) access a more diverse set

of potential sources of return, and (c) reduce the volatility of the overall portfolio

over time.

This is just a summary of the potential strategies available—we may or may not deploy

all of them in our Endowment Models at any given time, but we will include some mixture

and combination of them.
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Let’s now look at why we think the endowment model may be especially timely in the

current market environment. 

First, let’s remember that alternative investments historically have performed best when

inflation, interest rates and volatility (to a certain point) are rising.

For definitions of terms in the chart, please visit our glossary.
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Currently, we certainly seem to be in a rising interest rate and volatility environment

Second, it is important to remember that the use of alternatives is primarily about

diversification—trying to improve the consistency of performance, regardless of stocks

and bonds going up or down, by including lower-correlated strategies in the portfolio.
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Finally, let’s look at the comparative 12-month performances across different global

asset classes, focusing on the relative performances of commodities, infrastructure and

diversified alternatives (i.e., “real assets” and “alternatives”).
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The benefit of allocations to “non-traditional” asset classes over the past 12 months is

clear—and this is a trend we expect to continue for quite some time. Over longer-term

horizons, the historical benefits of an endowment-like approach are equally clear.

(We’ve just forgotten them over the past 10 years of low interest rates and volatility.)

Figure 8__portfolios diversification copy

Since the inception date of our Endowment Models back in 2016, performance has been very

much as expected—they generally will not and did not keep up with a raging bull equity

market, but they provided risk mitigation and consistent performance throughout varying

market regimes. (Note the outperformance over the past 12 months, which were marked by

rising interest rates and market volatility.)
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Figure 9_WT Endowment portfolio

Please click HERE and see the Fund Performance tab for individual Fund standardized

performance and the Fund Details tab for Fund-specific links for yield, most recent

month-end performance and a prospectus.

As with all WisdomTree Model Portfolios, our Endowment Models share certain common

characteristics:

1. They are global in nature,

2. They are ETF-centric, to optimize fees and taxes,

3. They are “open architecture” and include both WisdomTree and third-party strategies,

and

4. They charge no strategist fee.

Conclusions

We’ve been believers in an endowment-like approach to long-term portfolio construction

for many years and often had to defend ourselves against claims of “deworsification”

during periods of low volatility, low interest rates and bullish equity markets. But we

maintained our conviction that this approach has merit for long-term investors seeking a

more consistent performance profile over full market cycles.

Most investment products and models have market environments where they have “the wind

at their back” and perform best. Given the current market environment of economic

uncertainty, high inflation, rising interest rates and increased volatility, we believe
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our Endowment Models are well positioned.

We hope you will take a closer look.

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

Treasury : Debt obligation issued by the U.S. government with payments of principal and

interest backed by the full faith and credit of the U.S. government.

Master limited partnership (MLP) : Investment structure where holdings typically must

derive most of their cash flows from real estate, natural resources or commodities,

combining the tax benefits of a partnership—taxes occur when holders receive

distributions—with the liquidity of a publicly traded company.

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).

Hedge : Making an investment to reduce the risk of adverse price movements in an asset.

Normally, a hedge consists of taking an offsetting position in a related security, such

as a futures contract.

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

within a portfolio.

Real interest rate    : Interest rate accounting for the impact of inflation. From the

nominal interest rate, which does not account for the impact of inflation, the rate of

inflation is subtracted to get to the real interest rate.

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

level.&nbsp.
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