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WILL COVID-19 CAUSE SMALL,
INDEPENDENT ADVISORS TO BECOME
EXTINCT?
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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. Not all financial
professionals have direct access to these Model Portfolios.

“Robo-advisors will make human financial advisors obsolete.”
Remember that narrative years ago?

It was aimed particularly at smaller advisory firms. These advisors were believed to
stand no chance against a robot’s ability to scale at razor-thin margins.

Did the pundits get this right?

over the Tlast decade, the total number of state-registered investment advisor firms

(RIAs) with Tless than $100 million 1in regulatory assets under management has not

declined in a single year.?l

Furthermore, a recent study conducted by WwisdomTree after the March-April pandemic-
related market volatility found that 82% of 1investors prefer to get their financial
advice through human interactions.?

Do human advisors get the win? I would say so.

But do not get too comfortable; there is a new narrative gaining momentum..

It goes Tike this: covip-19 will Tikely cause small, independent advisors to become
extinct.

It’s painful to hear on a personal Tevel. I started my career employed as a research
analyst for an RIA. But I must admit that some of the narrative holds merit. Advisors
need to rethink aspects of their business to survive in the long run.

what Goes Up Must Come Down?

Many small, dindependent advisors were already vulnerable before the pandemic. Many
advisors were operating expensive business models measured by cost-to-income ratios,
which is not sustainable for the long term.

Dorothy Hinchcliff highlights a study conducted by the Boston Consulting Group (BCG)
regarding wealth managers today (my accompanying opinions are in bold)3:
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e Asset-based fees, which are more vulnerable to market declines, make up a
substantially higher percentage of many advisors’ 1incomes than 1in the past.
Prolonged bear markets will directly cut into a firm’s top-line revenues and
disproportionally affect high-net-worth individuals, who are popular
audiences amongst advisors.

e Nearly double the number of wealth managers were operating in the red in the
beginning of 2020 versus those that were in 2007 and many have higher cost-to-income
ratios than during the 2008 financial crisis. This 1is staggering, considering
advisors experienced a 10-year bull market while there were significant
advances in financial technology that added gains in productivity and profit
margins.

e Regulatory and compliance burdens have ballooned; meanwhile, many advisors “kept
adding more people to cope with these burdens instead of finding efficient ways to
deal with them.” Burdens are Tikely to 1increase during a work-from-home
operating environment.

BCG adds that “the environment has been way too favorable” for wealth managers over the
past decade and many advisors have under-invested in their businesses to ensure
relevancy in the future. In fact, BCG predicts that “most services that differentiate
wealth managers today will, in the next few years, become commodities.”

when a House of Cards Meets a Tornado

Sso far, CoOviD-19’s impact has been the harshest on small, independent advisors with a
concentrated 1ist of clients. These advisors structurally lack the resources and
economic foundation of their larger peers that aids a transition into a remote work
environment.

This transition has not been easy for many. AdvisorStream recently conducted a study of

1,000 advisors, in which Drew voros of ETF.com highlights the bigger-picture worries for

advisors during this pandemic®:

e Nearly 50% of advisors still struggle with digital know-how.

e Almost 75% are frustrated about sales generation and standing out among peers
without the benefit of digital tools.

e 48% are concerned about losing clients in 2020.

e Digital solutions are the number one focus for advisors.

I expect digital solutions to remain the primary focus, especially when considering the
results of a study conducted by Oranj in which nearly half of the participating advisors
said they did not offer a digital client experience’.
The question that remains is whether it is too late.
Better Late Than Never

It is not too Tlate.

As I wrote about in a prior post, it is precisely in these times of _crisis that financia
1 advisors earn their stripes.

Trusted personal relationships with clients are not going away. Smaller, independent
firms can stand out amongst their peers, provided they have the right technology and
tools 1in place. Retaining clients and reaching prospects with a personalized and
differentiated message is critical during these times.

Where Do Advisors Go from Here?
There are many ways WisdomTree can potentially help advisors of all sizes:

optimizing oOnline Presence. our online credibility offering, Growth Solutions,
provides the tools needed to help an advisor’s online presence, engage audiences and
build credibility-helping ensure that advisor becomes a prospect’s first call.

Engaging Clients with Behavioral Finance. In conjunction with Professor Shlomo
Benartzi, PhD, co-founder of the Behavioral Decision-Making Group at UCLA, we can help a
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dvisors apply the Tlatest behavioral economics research to deliver personalized
strategies that can help their clients more successfully make -important financial
decisions.

Leveraging our Deep Investment Expertise. Through our Model Portfolio offerings and
interconnectivity with more than a dozen platforms, advisors can lean on WisdomTree’s
deep bench of 1investment professionals to provide their clients with dinstitutionally
managed Model Portfolios in a cost-effective manner. We can be seen as an extension of
the advisor’s already-thin research capabilities and Teveraged to provide tailored
solutions to their clients’ unique situations and goals.

Entrepreneurs Will Live On

COVID-19 has wreaked havoc across the world. unfortunately, some portion of advisors,
and small, independent advisors specifically, will fall victim to its disruption. But I
do not believe the pandemic will crush the entrepreneurial spirit of dindependent
financial advisors—the very foundation many practices are built upon.

As with the threat of robo-advisors, small, independent advisors can beat this narrative
too. Many will just need to rethink their business model if they want to survive Tong-
term, and the first step is to consider the resources at hand.
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Important Risks Related to this Article

There are risks involved with investing, including possible Toss of principal

wisdomTree Model Portfolio information is designed to be used by financial advisors
solely as an educational resource, along with other potential resources advisors may
consider, in providing services to their end clients. WisdomTree’s Model Portfolios and
related content are for information only and are not intended to provide, and should not
be relied on, for tax, Tlegal, accounting, investment or financial planning advice by
wisdomTree, nor should any WisdomTree Model Portfolio information be considered or
relied upon as investment advice or as a recommendation from WwisdomTree, including
regarding the use or suitability of any wisdomTree Model Portfolio, any particular
security or any particular strategy. 1In providing WwisdomTree Model Portfolio
information, WisdomTree is not acting and has not agreed to act 1in an 1investment
advisory, fiduciary or quasi-fiduciary capacity to any advisor or end client, and has no
responsibility in connection therewith, and is not providing individualized investment
advice to any advisor or end client, including based on or tailored to the circumstance
of any advisor or end client. The Model Portfolio information is provided “as is,”
without warranty of any kind, express or 1implied. wisdomTree is not responsible for
determining the securities to be purchased, held and/or sold for any advisor or end
client accounts, nor 1is WisdomTree responsible for determining the suitability or
appropriateness of a Model Portfolio or any securities included therein for any third
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party, including end clients. Advisors are solely responsible for making investment
recommendations and/or decisions with respect to an end client, and should consider the
end client’s 1individual financial circumstances, investment time frame, risk tolerance
Tevel and investment goals in determining the appropriateness of a particular investment
or strategy, without dinput from wisdomTree. WwisdomTree does not have investment
discretion and does not place trade orders for any end client accounts. Information and
other marketing materials provided to you by WisdomTree concerning a Model Portfolio -
including allocations, performance and other characteristics - may not be indicative of
an end client’s actual experience from investing in one or more of the funds included in
a Model Portfolio. Using an asset allocation strategy does not ensure a profit or
protect against loss, and diversification does not eliminate the risk of experiencing
investment Tlosses. There 1is no assurance that 1investing in accordance with a Model
Portfolio’s allocations will provide positive performance over any period. Any content
or information included in or related to a WisdomTree Model Portfolio, 1including
descriptions, allocations, data, fund details and disclosures are subject to change and
may not be altered by an advisor or other third party in any way.

wisdomTree primarily uses WisdomTree Funds in the Model Portfolios unless there is no
wisdomTree Fund that is consistent with the desired asset allocation or Model Portfolio
strategy. As a result, wisdomTree Model Portfolios are expected to include a substantial
portion of WisdomTree Funds notwithstanding that there may be a similar fund with a
higher rating, Tlower fees and expenses, or substantially better performance.
Additionally, WisdomTree and its affiliates will idindirectly benefit from -dinvestments
made based on the Model Portfolios through fees paid by the wisdomTree Funds to
wisdomTree and its affiliates for advisory, administrative and other services.

Model Portfolios, any related <information and any digital tools made available by
wisdomTree should not be considered or relied upon as a recommendation by WisdomTree
regarding the use or suitability of any Model Portfolio, any particular security or any
strategy. The Model Portfolios, any related information and any digital tools are
intended for use only by financial advisors as an educational resource among other
resources deemed appropriate by such advisors.

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.

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. 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 1its 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 investment 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
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