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Key Takeaways

e The VIX’s surge past 60 in April 2025 mirrors past market bottoms, historically preceding strong
12-month equity gains across major downturns.

» Despite widespread stagflation fears and weak manufacturing signals, subdued global money supply
and stable bank lending suggest resilience over recession.

e With fear gauges at record highs, historical patterns suggest that extreme bearish sentiment often
precedes strong equity rebounds—making this a potential entry point for contrarian investors.

With the Chicago Board Options Exchange's CBOE Volatility Index (VIX) back at 32, investors may overlook
a critical event from April: the index's surge to 60 during peak market panic. Historically, such volatility
has coincided with systemic shocks, including 9/11, the global financial crisis (GFC) and the COVID-19
outbreak. A VIX reading above 40 has often marked market bottoms, with subsequent 12-month equity
gains in many cases. Figure 1 illustrates that most past volatility spikes were followed by positive returns.

Figure 1: VIX Spikes Often Precede Future S&P 500 Gains
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Source: Refinitiv, as of 4/7/25. S&P 500 Total Returns. Highlighted spikes above 40 must occur at least
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Extreme Fear Is Flashing "Opportunity"

Figure 2 averages three fear gauges: the VIX, AAll bearish sentiment and the Investors Intelligence "stock
market correction" anticipators. Averaging their historical percentiles yields a unified fear gauge.

Today's reading is the highest on record. This is in a sample set that includes September 11, plus all those
banks and insurers dying in the GFC, Covid and so on.

In nearly every prior instance of comparable fear, stocks rose a year later.

Figure 2: Composite Sentiment Gauge Hits All-Time Fear Extreme
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Stagflation Worries: Overblown

The stagflation narrative needs perspective. Combined U.S. and Chinese M2 is up just +5.1%, well below
the 9.6% norm (figure 3). Unlike 2022's inflation, driven by aggressive quantitative easing, today we're
deep into a tightening cycle. Despite widespread stagflation fears, reality suggests modest growth with
fading inflation pressures.

Figure 3: US + China M2 Money Supply Growth Remains Subdued
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Sources: Refinitiv, Federal Reserve, PBoC, as of February 2025; YoY change US M2 plus China M2 (in
USD).

Banks Not Flashing Recession Signals

Right now, the narrative is that unemployment is heading higher. But if banks maintain or further ease
lending standards, as they have for seven consecutive quarters, it could bolster labor market stability
(figure 4). That trend could reverse with the public's newfound skittishness—but it's no certainty.

Figure 4: Bank Lending Standards Remain Supportive of Employment

100%
80% Net % U.S. Domestic Banks Tightening
650% Standards (All Loans, Left Scale)
40% ™
20%
0% D -0.2%
-20%
-40%
-60% 14%
12%
U.5. Unemployment Rate (%, 10%
Right Scale) 8%
6%
e — 4%
=l
3.9% 4.4% 3.7% 3.4% 2%
Current Unemployment Rate = 4.2% 0%

1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021 2023 2025 2027
Source: Fed Senior Loan Officer Survey as of Q1/2025. Unemployment rate as of March 2025.
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Manufacturing: Weak, Not Collapsing

Figure 5 is nerve-racking. It shows an average of the two-year government bond yields from the U.S.,
Germany and Japan. The yield curve can give a clue that the system is facing forthcoming industrial
weakness. Historically, yield-curve inflections have anticipated drops in the ISM Manufacturing PMI,
currently at a soft 49.0.

Figure 5: Global 2-Year Bond Yields Signaling Manufacturing Softness
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Investor Positioning: Translating Sentiment into Strategy

The preceding charts form the basis for portfolio action. I've put together a few investor types, along with
ETFs that may work for each profile.

Investor Type: The Reluctant Long

You sold into weakness. Now, the market has stabilized, but re-entering feels premature. For this investor,
a strategy like the WisdomTree Equity Premium Fund (WTPI) may offer a measured way back in. WTPI
implements a put-writing overlay, which has historically dampened downside volatility while generating
options income.

Use case: rebuilding exposure gradually; targeting reduced drawdown risk amid tariff wars.

Investor Type: The Raging Bull

If you believe tariff tensions will ease—or simply that the correction has priced in too much fear—then
small caps are a high-beta rebound play. The WisdomTree U.S. SmallCap Quality Dividend Growth Fund
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(DGRS) has felt the full brunt of bears' selling this year. A relief rally could manifest in this heavily punished
corner of the market.

Investor Type: Defensive, but Still in the Game

If your outlook is cautious but you're not abandoning equities, our dividend-focused value strategies have
historically held up in down markets. Over the decade ending March 2025, the S&P 500 Value Index
captured 99% of the market's downside—nbasically one-for-one. But the WisdomTreeHigh Dividend Fund
(DHS) posted a down capture of just 82%.

For investors who want to stay in large caps with income support, the WisdomTree U.S. LargeCap Dividend
Fund (DLN), offers another defensive profile (with 91% down capture and 86% up capture).

Use case: defensive core allocation; income-focused exposure.

Investor Type: Stagflation-Focused

If you believe inflation will persist longer than consensus—and that geopolitical risks will continue to drive
gold demand—consider pairing equity and commodity exposures. The WisdomTree Efficient Gold Plus
Gold Miners Fund (GDMN) blends physical gold with mining equities in a single wrapper, and it's our top
year-to-date performer.

For a broader footprint, the WisdomTree Efficient Gold Plus Equity Fund (GDE) overlays gold exposure on
a diversified equity portfolio. Both aim to preserve purchasing power if growth slows while inflation lingers.

Use case: own what's working now.

Closing Ideas

Notice | didn't mention cash or bonds. The investor types above come from very different starting
points—some cautious, some opportunistic, some worried about inflation—but each one is staying in the
market. Whether it's WTPI, DGRS, DHS, DLN, GDMN or GDE, the common thread is engagement. | think
running for cover is not the play here.
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Important Risks Related to this Article

There are risks associated with investing, including the possible loss of principal. Please read the Fund'’s
prospectus for specific details regarding the Fund’s risk profile.

WTPI: The Fund will invest in derivatives, including S&P 500 Index put options (“SPX Puts”). Derivative
investments can be volatile, and these investments may be less liquid than securities, and more sensitive
to the effects of varied economic conditions. The value of the SPX Puts in which the Fund invests is partly
based on the volatility used by market participants to price such options (i.e., implied volatility). The options
values are partly based on the volatility used by dealers to price such options, so increases in the implied
volatility of such options will cause the value of such options to increase, which will result in a corresponding
increase in the liabilities of the Fund and a decrease in the Fund’s NAV. Options may be subject to volatile
swings in price influenced by changes in the value of the underlying instrument. The potential return to the
Fund is limited to the amount of option premiums it receives; however, the Fund can potentially lose up
to the entire strike price of each option it sells. Due to the investment strategy of the Fund, it may make
higher capital gain distributions than other ETFs.

DHS/DLN/DGRS: Funds focusing their investments on certain sectors increase their vulnerability to any
single economic or regulatory development. This may result in greater share price volatility. Dividends are
not guaranteed, and a company currently paying dividends may cease paying dividends at any time.

GDMN: The Fund is actively managed and invests in U.S.-listed gold futures and global equity securities
issued by companies that derive at least 50% of their revenue from the gold mining business (“Gold
Miners”). The Fund’s use of U.S.-listed gold futures contracts will give rise to leverage, magnifying gains
and losses and causing the Fund to be more volatile than if it had not been leveraged. Moreover, the price
movements in gold and gold futures contracts may fluctuate quickly and dramatically, and have a historically
low correlation with the returns of the stock and bond markets. By investing in the equity securities of Gold
Miners, the Fund may be susceptible to financial, economic, political or market events that impact the
gold mining sub-industry, including commaodity prices and the success of exploration projects. The Fund
may invest a significant portion of its assets in the securities of companies of a single country or region,
including emerging markets, and thus, the Fund is more likely to be impacted by events and political,
economic or regulatory conditions affecting that country or region, or emerging markets generally. The
Fund’s investment strategy will also require it to redeem shares for cash or to otherwise include cash as
part of its redemption proceeds, which may cause the Fund to recognize capital gains.
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GDE: The Fund is actively managed and invests in U.S.-listed gold futures and U.S. equity securities. The
Fund’s use of U.S.-listed gold futures contracts will give rise to leverage, magnifying gains and losses and
causing the Fund to be more volatile than if it had not been leveraged. Moreover, the price movements
in gold and gold futures contracts may fluctuate quickly and dramatically, and have a historically low
correlation with the returns of the stock and bond markets. U.S. equity securities, such as common stocks,
are subject to market, economic and business risks that may cause their prices to fluctuate. The Fund’s
investment strategy will also require it to redeem shares for cash or to otherwise include cash as part of
its redemption proceeds, which may cause the Fund to recognize capital gains.
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