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On a recent podcast, WisdomTree Senior Investment Strategy Advisor Jeremy Siegel

outlined his thesis for greater market volatility over the near term, resulting from inf

lation pressures in the macroeconomic system and an aggressive Federal Reserve policy

stance necessary to counter them. 

Yet because of inflation, the return to bonds can be challenged and Siegel still likes

equities for their long-term inflation-hedging characteristics. Companies do a

reasonably good job of passing along their rising input costs to consumers, which helps

preserve profits and dividends. 

The current macro backdrop poses a challenge for investors who desire equity market

participation but have concerns about volatility. That became a key motivation for the

recent launch of the WisdomTree Target Range Fund (GTR). 

We discussed this macro setup and the strategy behind target range strategies in detail

on Behind the Markets, a podcast brought to you by Jeremy Schwartz, WisdomTree’s Global

Chief Investment Officer. 

In this episode, Jeremy talks to Michael McClary, CIO of Valmark Financial Group. 

Listeners will hear about:

McClary’s background with Valmark as an ETF strategist. McClary has one of longest

track records managing ETF portfolios. Further, there are thousands of financial

plans that come through the Valmark team, so McClary and his team bring a unique

vantage point to solutions that address the most common client pain points. 

The challenges McClary sees in building actively managed portfolios, and why ETFs

are a preferred vehicle for Valmark clients.

The principles of global diversification, and why Valmark constructs its ETF models

with close to a 70/30 mix of U.S. stocks and international stocks. 

Why McClary designed the TOPS Target Range Index family that motivated the launch of

GTR. 

The desirability of the WisdomTree Target Range Fund (GTR) from McClary’s

perspective.

Equity valuations are historically high, particularly for large-cap U.S. stocks.

U.S. fixed income is in a very precarious situation:

Interest rates are low.

Inflation is rising (negative real rates in many fixed income securities).

Credit spreads are tight.

Many investors may want more equity exposure but are not comfortable with the

additional volatility that traditionally accompanies it. Strategies like GTR,

which utilize options, can potentially help give more defined target ranges for

returns and may help mitigate the volatility that comes from traditional equity

investing.
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WisdomTree has often said with the current macro backdrop, the 75/25 equity/bond

portfolio is our new 60/40. Others might look at the 70/30 equity/bond mix as the

new 60/40.

GTR is one option for how one can consider adding that additional 10%–15% equity

exposure into a global multi-asset portfolio.

A summary of GTR positioning:

The Fund invests in one-year call spreads that are reset the third week of each

January.

The underlying allocation of option call spreads across global ETFs:

50% SPDR® S&P 500® ETF Trust (SPY)

20% iShares Russell 2000 ETF (IWM)

20% iShares MSCI EFAE ETF (EFA)

10% iShares MSCI Emerging Markets ETF (EEM)

Restrikes of options positions occur if the value of an underlying ETF exceeds

the strike price of the short call (cap) at any month-end (excluding December

and January).

The strike prices of the option call spreads in GTR are:

Set 15% in-the-money (below the current price), and this is what

potentially helps hedge market risk on the downside.

The short calls are sold 15% out-of-the-money (higher prices), which is

what defines the top end of the target range strategy before any restrike

events may occur.

McClary discussed the monthly restrike as something to help preserve

further upside participation and not be capped for a full year on your

upside  of the market.

How is the downside of the target range strategy managed? When you invest $100

in GTR, you are essentially going to see a portfolio that feels like $80–$85 of cash

and collateral and $15–$20 of option premium.

To be specific, as of October month-end, there was approximately $81 of

collateral in the Fund and $19 of long option premiums. That long call option

premium could certainly fall to zero value if the markets were to fall below the

strike price of those long call options. But the cash and collateral in the Fund

is what preserves the value of the Fund and provides the target downside range

of the Fund. 

This is a very innovative new strategy, and WisdomTree was excited to work with McClary

and the Valmark team to bring it to market. 

 

You can listen to the full episode below: 

This Stencil app is disabled for this browser.

Developers:

ES5 builds are disabled during development to take

advantage of 2x faster build times.

Important Risks Related to this Article

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

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.

Professor Jeremy Siegel is a Senior Investment Strategy Advisor to WisdomTree

Investments, Inc., and WisdomTree Asset Management, Inc. This material contains the

current research and opinions of Professor Siegel, which are subject to change, and

should not 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. The user of this information assumes the entire

risk of any use made of the information provided herein. Unless expressly stated

otherwise, the opinions, interpretations or findings expressed herein do not necessarily

represent the views of WisdomTree or any of its affiliates.

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.

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

Inflation : Characterized by rising price levels.

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.

Dividend : A portion of corporate profits paid out to shareholders.

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

within a portfolio.

Valuation  : Refers to metrics that relate financial statistics for equities to their

price levels to determine if certain attributes, such as earnings or dividends, are

cheap or expensive.

Large-Capitalization (Large-Cap) : A term used by the investment community to refer

to companies with a market capitalization value of more than $10 billion. Large cap is

an abbreviation of the term “large market capitalization”. Market capitalization is

calculated by multiplying the number of a company’s shares outstanding by its stock

price per share.

Interest rates : The rate at which interest is paid by a borrower for the use of money.

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.

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

credit risk.

Options : Financial derivatives that give buyers the right, but not the obligation, to

buy or sell an underlying asset at an agreed-upon price and date.

Call Spreads   : An option spread strategy that is created when equal number of call

options are bought and sold simultaneously.

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

it is exercised.

Short Call : An options trading strategy in which the trader is betting that the price

of the asset on which they are placing the option is going to drop.

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.

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

expire.

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).
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