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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 access to these Model Portfolios.

This year has offered no shortage of headaches, but the most acute source of pain for most traditional portfolios has
been the positive correlation between falling stock and bond prices. 

There is historical precedent for balanced 60/40 portfolios experiencing negative calendar year returns. What makes
2022 so uniquely challenging? So far, it is the first time in recent history when both stocks and bonds have had steep,
simultaneous declines.

Calendar Year Returns of a Traditional 60/40 Portfolio

For index definitions in the chart above, please visit the glossary. You cannot invest directly in an index.  

At WisdomTree, we remain strong believers in equities as a long-term driver of real portfolio growth and bonds as an
important source of diversification and income.

But many investors view this year’s relationship between stock and bond returns as potentially the start of a new
correlation regime.

And history may support this view—in the 20th century, the average long-term correlation of stocks and bonds was
positive, particularly in times of heightened inflation uncertainty. 

Rolling 10-Year Correlation Between U.S. Equities and U.S. Treasuries 1/1/1900–3/31/2022
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For index definitions in the chart above, please visit the glossary. You cannot invest directly in an index.  

What does this mean for investors with traditional asset allocations? 

In our view, the risk of ongoing inflation uncertainty and unstable asset class correlations supports the case for additional
sources of portfolio diversification.

WisdomTree’s Volatility Management Model Portfolio—one of our “outcome-focused” Model Portfolios—is designed to
act as a complement to a traditional portfolio by incorporating these alternative sources of potential return and potential
risk mitigation. 

One of the Funds included in the model is our own managed futures strategy, WTMF, which seeks to achieve
uncorrelated returns by capturing rising and falling price trends across commodity, currency, equity and interest rate
markets. 

Importantly, trend-following strategies like managed futures have a long track record of delivering strong performance in
periods of elevated inflation risk, when traditional 60/40 portfolios have typically struggled (Hurst, Ooi and Pedersen,

2017).1 

In addition to managed futures, the portfolio includes hedged equity2 and diversified arbitrage3 strategies. 

While each allocation within the portfolio follows a unique and differentiated investment approach, the overarching goal
of the Model Portfolio is to generate attractive, uncorrelated risk-adjusted returns.

In the 12 months ending July 31, 2022, the Volatility Management Model Portfolio has performed as intended—the
portfolio has generated positive absolute returns while outperforming the broader liquid alternatives universe. For
investors utilizing the Model Portfolio as a complement to a 60/40 allocation, it has dampened volatility at a time when
equity and fixed income markets each experienced steep declines. 

Cumulative 1-Year Performance as of July 2022
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For index definitions in the chart above, please visit the glossaryglossary. You cannot invest directly in an index. 

For most recent month-end and standardized performance of the Model and underlying Funds, please click here.

Issues Often Cited with “Alternatives”

The category of “alternatives” is overly broad and often carries with it a negative connotation. Below we explore some
of the issues most often cited with these strategies, and how the Volatility Management Model Portfolio addresses each:

Another important drawback to alternatives as an asset class has been its historical underperformance relative to
equities. It is fair to say that, since the great financial crisis, diversification away from U.S. equities and bonds has
generally not rewarded investors. 

But with today’s market conditions, are we now in a world where diversification matters again? In this environment,
investors may well benefit from access to alternative sources of return.

Funding an Allocation to Volatility Management

While we can all agree that diversification sounds great, most investors still need a healthy allocation to equities and
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bonds to accomplish long-term return objectives and generate necessary income. Where can a new allocation to
Volatility Management be sourced from?

For years, some of the world’s largest institutional investors have prudently utilized leverage in portfolio construction
with the aim of reducing equity market volatility without sacrificing long-term expected returns.  

With our “Efficient Core” strategy, NTSX, individual investors now have access to a modestly leveraged 60/40 “core”
allocation, freeing up capital to invest in diversifying strategies such as those found in our Volatility Management Model
Portfolio.  

Conclusion

While we believe that traditional 60/40 portfolios remain a viable and effective long-term strategy for many investors,
those most focused on volatility and downside protection were likely met with an unwelcome surprise this year. 

If 2022 is a sign of what’s to come, bonds may not provide the level of equity market diversification that investors have
come to rely on over the past several decades. 

An allocation to diversifying strategies like those in our Volatility Management Model Portfolio can potentially provide
differentiated sources of returns while also mitigating exposure to increasingly high levels of equity and interest rate risk
in traditional portfolios. 

Important Risks Re lated to th is Art ic leImportant Risks Re lated to th is Art ic le

Diversification does not eliminate the risk of experiencing investment losses.

You cannot invest directly in an index. 

For financial advisors: 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, legal, 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 WisdomTree, including regarding the use or suitability of any WisdomTree Model Portfolio, any
particular security or any particular strategy.

For retail investors: WisdomTree’s Model Portfolios are not intended to constitute investment advice or investment
recommendations from WisdomTree. Your investment advisor may or may not implement WisdomTree’s Model
Portfolios in your account. The performance of your account may differ from the performance shown for a variety of
reasons, including but not limited to: your investment advisor, and not WisdomTree, is responsible for implementing
trades in the accounts; differences in market conditions; client-imposed investment restrictions; the timing of client
investments and withdrawals; fees payable; and/or other factors. WisdomTree is not responsible for determining the
suitability or appropriateness of a strategy based on WisdomTree’s Model Portfolios. WisdomTree does not have
investment discretion and does not place trade orders for your account. This material has been created by WisdomTree,
and the information included herein has not been verified by your investment advisor and may differ from the information
provided by your investment advisor. WisdomTree does not undertake to provide impartial investment advice or give
advice in a fiduciary capacity. Further, WisdomTree receives revenue in the form of advisory fees for our exchange-traded
Funds and management fees for our collective investment trusts. 

WTMF: There are risks associated with investing, including the possible loss of principal. An investment in this Fund is
speculative, involves a substantial degree of risk and should not constitute an investor’s entire portfolio. One of the risks
associated with the Fund is the complexity of the different factors that contribute to the Fund’s performance, as well as its
correlation (or non-correlation) to other asset classes. These factors include the use of long and short positions in
commodity futures contracts, currency forward contracts, swaps and other derivatives. Derivatives can be volatile and
may be less liquid than other securities and more sensitive to the effects of varied economic conditions. In addition,
bitcoin and bitcoin futures are a relatively new asset class. They are subject to unique and substantial risks and,
historically, have been subject to significant price volatility. While the bitcoin futures market has grown substantially since
bitcoin futures commenced trading, there can be no assurance that this growth will continue. The Fund should not be
used as a proxy for taking long-only (or short-only) positions in commodities or currencies. The Fund could lose
significant value during periods when long-only indexes rise (or short-only indexes decline). The Fund’s investment
objective is based on historic price trends. There can be no assurance that such trends will be reflected in future market
movements. The Fund generally does not make intra-month adjustments and therefore is subject to substantial losses if
the market moves against the Fund’s established positions on an intra-month basis. In markets without sustained price
trends or markets that quickly reverse or “whipsaw,” the Fund may suffer significant losses. The Fund is actively
managed; thus, the ability of the Fund to achieve its objectives will depend on the effectiveness of the portfolio manager.
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Due to the investment strategy of this Fund, it may make higher capital gain distributions than other ETFs. Please read
the Fund’s prospectus for specific details regarding the Fund’s risk profile.

NTSX: There are risks associated with investing, including the possible loss of principal. While the Fund is actively
managed, the Fund’s investment process is expected to be heavily dependent on quantitative models, and the models
may not perform as intended. Equity securities, such as common stocks, are subject to market, economic and business
risks that may cause their prices to fluctuate. The Fund invests in derivatives to gain exposure to U.S. Treasuries. The
return on a derivative instrument may not correlate with the return of its underlying reference asset. 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. Interest
rate risk is the risk that fixed income securities, and financial instruments related to fixed income securities, will decline in
value because of an increase in interest rates and changes to other factors, such as the perception of an issuer’s
creditworthiness. 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.

View the online version of this article here.

WisdomTree BLOG ARTICLE

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

https://www.wisdomtree.com/investments/performance
https://www.wisdomtree.com/investments/blog/2022/09/01/managing-portfolio-volatility-as-correlations-rise


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

Correlation  : Statistical measure of how two sets of returns move in relation to each other. Correlation coefficients range
from -1 to 1. A correlation of 1 means the two subjects of analysis move in lockstep with each other. A correlation of -1
means the two subjects of analysis have moved in exactly the opposite direction.

Stock  : A stock (also known as equity) is a security that represents the ownership of a fraction of a corporation. This
entitles the owner of the stock to a proportion of the corporation's assets and profits equal to how much stock they own.
Units of stock are called "shares."

Bond  : A fixed-income instrument that represents a loan made by an investor to a borrower (typically corporate or
governmental).

60/40 Portfolio  : A portfolio of 60% equities and 40% fixed income.

Inflation  : Characterized by rising price levels.

Managed futures  : An alternative investment strategy in which futures contracts are used as part of the investment
strategy.

Commodity  : A raw material or primary agricultural product that can be bought and sold.

Currency  : Currency in which the underlying index returns are calculated. Euros: The returns are calculated, and there is
no currency conversion; resulting statistics result purely from the returns of the equities. U.S. dollars: The returns are
calculated and then converted into U.S. dollars; resulting statistics are the result of a combination of the euro’s
performance against the U.S. dollar and the returns of the underlying equities.

Negative equity  : Negative equity occurs when the value of real estate property falls below the outstanding balance on
the mortgage used to purchase that property. Negative equity is calculated simply by taking the current market value of
the property and subtracting the amount remaining on the mortgage.

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

Arbitrage  : The simultaneous purchase and sale of the same asset in different markets in order to profit from tiny
differences in the asset's listed price.

Risk-adjusted returns  : Returns measured in relation to their own variability. High returns with a high level of risk
indicate a lower probability that actual returns were close to average returns. High returns with a low level of risk would
be more desirable, as they indicate a higher probability that actual returns were close to average returns.

Volatility  : A measure of the dispersion of actual returns around a particular average level.&nbsp.

Leverage  : Total assets divided by equity. Higher numbers indicate greater borrowing to finance asset purchases;
leverage can tend to make positive performance more positive and negative performance more negative.
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