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Last year finally broke the 9-year bull run in equity markets. 

That length has only been matched once since 1950’s1. Most of this bull run was accompanied by extraordinary 
low volatility for equities. In 2017, the Cboe SPX Volatility Index (hereafter VIX Index) – dubbed as a measure of 
markets expectation for forward volatility – traded at close to 10, which is about half its long-term average of 20.  
And then the end of 2018 happened. 

Below I cover what measures could have been taken to avoid the bloodbath in equity markets that we have been 
seeing since Q3 of 2018.

The WisdomTree Cboe S&P 500 PutWrite UCITS ETF (ticker: PUTW) tracks the total return performance, before 
fees and expenses, of the Cboe S&P 500 PutWrite Index (hereafter PUT Index). This index, broadly speaking, is 
designed to sell European style put options with 1-month maturity on the S&P 500.

The PUT Index has an established track record of handling stress and potentially reducing significant risk when 
comparing to the volatility of the S&P 500. 

Let’s see how it performed in 2018. 

Out of total 63 trading days in Q4 2018, the S&P 500 had 38 negative trading days. The true test of any volatility-
reducing strategy lies in its relative performance on negative days. The following table compares the PUT Index’s 
performance to the S&P 500. 

HOW YOU COULD HAVE 
MITIGATED THE  
CORRECTION IN US  
EQUITIES IN THE FOURTH 
QUARTER OF 2018
March 2019

1      Dates: 31 December 1990 – 31 December 1999. Source: Bloomberg and Standard & Poors 
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FIGURE 1: CHARACTERIZING THE 4TH QUARTER OF 2018 BY POSITIVE & NEGATIVE TRADING DAYS OF THE S&P 500 

Days When S&P 500 Closed Negative Days When S&P 500 Closed Positive

Total # Days 38 25

Days Where PUT Index Lagged S&P 500 4 22

Average S&P 500 Return -1.10% -1.14%

Average PUT Index Return -0.86% 0.85%

Average Daily Downloads Protection by PUT Index 

Relative to S&P 500
-0.24%

Source: Bloomberg, with data from 30 September 2018 to 31 December 2018. Historical performance is not an 
indication of future performance and any investments may go down in value. You cannot invest directly in 
an index.

Quick takeaways:

 +  The PUT Index outperformed S&P 500 on 34 of 38 negative days.

 +  On an average it delivered a downside protection of ~24 bps each one of those down days.
Taking a deeper look

Below figure shows the three phases of Q4 2018, specifically for the PUT Index and the S&P 500. 

FIGURE 2: CHARACTERIZING THE CUMULATIVE DIFFERENCE IN RETURNS BETWEEN 
THE PUT INDEX & S&P 500 DURING THE 4TH QUARTER OF 2018

Source: Bloomberg, with data from 19 October 2018 (date of sale of first monthly option during the fourth quarter of 2018) to 31 

December 2018. Historical performance is not an indication of future performance and any investments may 
go down in value. You cannot invest directly in an index.
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 +  In Phase 1, volatility did increase, but the starting level and finishing level of the S&P 500 over 
this phase was not extremely different. It’s important to consider that the S&P 500 hit its record 
high closing price on 3 October 2018, so after this date the VIX Index did tend to increase and 
the market started to exhibit a series of sharp corrections and recoveries, each a few days in 
duration. 

 +  Phase 2, by rolling into the second option of quarter when the VIX has spiked (owing to the 
correction in October 2018), the PUT Index collected a richer premium, which helped the total 
return build over the S&P 500. 

 +  Finally, in Phase 3, as the PUT Index sold its third option for the quarter, the buildup of previous 
outperformances and elevated volatility ensured that the PUT Index continued to outperform 
the S&P 500 Index, even when there was a mild rally in equities towards year’s end.

CONCLUSION

There is a popular saying, “When the going gets tough, the tough get going.” I think similarly true colors of any 
risk-reduction strategy are not revealed on days when markets are hunky-dory; rather they come on volatile and 
stressful days. 
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IMPORTANT INFORMATION 

Communications issued in the European Economic Area (“EEA”): This document has been issued and approved 
by WisdomTree Ireland Limited, which is authorised and regulated by the Central Bank of Ireland.

Communications issued in jurisdictions outside of the EEA: This document has been issued and approved by 
WisdomTree UK Limited, which is authorised and regulated by the United Kingdom Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as “WisdomTree” (as applicable). 
Our Conflicts of Interest Policy and Inventory are available on request. 

For professional clients only. Past performance is not a reliable indicator of future performance. Any 
historical performance included in this document may be based on back testing. Back testing is the process 
of evaluating an investment strategy by applying it to historical data to simulate what the performance 
of such strategy would have been. Back tested performance is purely hypothetical and is provided in this 
document solely for informational purposes. Back tested data does not represent actual performance and 
should not be interpreted as an indication of actual or future performance. The value of any investment 
may be affected by exchange rate movements. Any decision to invest should be based on the information 
contained in the appropriate prospectus and after seeking independent investment, tax and legal advice. 
These products may not be available in your market or suitable for you. The content of this document does 
not constitute investment advice nor an offer for sale nor a solicitation of an offer to buy any product or 
make any investment. 

An investment in exchange-traded products (“ETPs”) is dependent on the performance of the underlying index, 
less costs, but it is not expected to match that performance precisely. ETPs involve numerous risks including among 
others, general market risks relating to the relevant underlying index, credit risks on the provider of index swaps 
utilised in the ETP, exchange rate risks, interest rate risks, inflationary risks, liquidity risks and legal and regulatory 
risks.

The information contained in this document is not, and under no circumstances is to be construed as, an 
advertisement or any other step in furtherance of a public offering of shares in the United States or any province 
or territory thereof, where none of the issuers or their products are authorised or registered for distribution and 
where no prospectus of any of the issuers has been filed with any securities commission or regulatory authority. No 
document or information in this document should be taken, transmitted or distributed (directly or indirectly) into 
the United States. None of the issuers, nor any securities issued by them, have been or will be registered under the 
United States Securities Act of 1933 or the Investment Company Act of 1940 or qualified under any applicable state 
securities statutes.

This document may contain forward looking statements including statements regarding our belief or current 
expectations with regards to the performance of certain assets classes and/or sectors. Forward looking statements 
are subject to certain risks, uncertainties and assumptions. There can be no assurance that such statements will be 
accurate and actual results could differ materially from those anticipated in such statements. WisdomTree strongly 
recommends that you do not place undue reliance on these forward-looking statements.

The products discussed in this document are issued by WisdomTree Issuer PLC (“WT Issuer”). WT Issuer is an 
umbrella investment company with variable capital having segregated liability between its funds organised under 
the laws of Ireland as a public limited company and authorised by the Central Bank of Ireland (“CBI”). WT Issuer is 
organised as an Undertaking for Collective Investment in Transferable Securities (“UCITS”) under the laws of Ireland 
and shall issue a separate class of shares (“Shares”) representing each fund. Investors should read the prospectus 
of WT Issuer (“WT Prospectus”) before investing and should refer to the section of the WT Prospectus entitled ‘Risk 
Factors’ for further details of risks associated with an investment in the Shares.
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The Cboe S&P 500 PutWrite Index is a product of S&P Dow Jones Indices LLC or its affiliates (“SPDJI”) and Cboe, 
and has been licensed for use by WisdomTree Management Ltd. Standard & Poors®, S&P® and S&P 500® are 
registered trademarks of Standard & Poor’s Financial Services LLC (“S&P”); Dow Jones® is a registered trademark 
of Dow Jones Trademarks Holdings LLC (“Dow Jones”); and these trademarks have been licensed for use by SPDJI 
and sublicensed for certain purposes by WisdomTree Management Ltd. Cboe® is a registered trademark and 
PutWriteSM and PUTWSM are service marks of Cboe Exchange, Inc. and have been licensed for use by SPDJI and 
WisdomTree Management Ltd. The WisdomTree Cboe S&P 500 PutWrite UCITS ETF is not sponsored, endorsed, 
sold or promoted by SPDJI, Dow Jones, S&P, their respective affiliates, or Cboe Exchange, Inc. or its affiliates and 
none of such parties make any representation or recommendation regarding the advisability of investing in such 
product(s) nor do they have any liability for any errors, omissions, or interruptions of the Cboe S&P 500 PutWrite 
Index.

Cboe Exchange, Inc. and its affiliates (“Cboe Group”) have no involvement in the promotion, management or 
operation of the Company. By licensing the use of the Index’s trademark to WisdomTree Management Ltd, the 
Cboe Group does not endorse or in any way guarantee the Fund or otherwise warrant as to the performance of the 
Company and shall not be liable for the performance or default of the Fund.

Notice to Investors in Switzerland – Qualified Investors

The distribution of shares of WisdomTree Issuer Plc sub-funds (the “Funds”) in Switzerland which have been 
registered with the Swiss Financial Market Supervisory Authority (FINMA) will be made to, and directed at, qualified 
investors. The Funds which have not been registered with the FINMA will be marketed exclusively to regulated 
qualified investors. The Representative and Paying Agent in Switzerland is Société Générale Paris, Zurich Branch, 
Talacker 50, PO Box 5070, 8021 Zurich, Switzerland. The prospectus, the key investor information documents 
(KIID), the Articles and the annual and semi-annual reports are available free of charge from the office of the Swiss 
Representative and Paying Agent.

For Investors in Malta: This document does not constitute or form part of any offer or invitation to the public 
to subscribe for or purchase shares in the Fund and shall not be construed as such and no person other than the 
person to whom this document has been addressed or delivered shall be eligible to subscribe for or purchase 
shares in the Fund. Shares in the Fund will not in any event be marketed to the public in Malta without the prior 
authorisation of the Maltese Financial Services Authority.

For Investors in France: The information in this document is intended exclusively for professional investors (as 
defined under the MiFID) investing for their own account and this material may not in any way be distributed to the 
public. The distribution of the Prospectus and the offering, sale and delivery of Shares in other jurisdictions may 
be restricted by law. The Issuer is a UCITS governed by Irish legislation, and approved by the Financial Regulatory 
as UCITS compliant with European regulations although may not have to comply with the same rules as those 
applicable to a similar product approved in France. The Fund has been registered for marketing in France by 
the Authority Financial Markets (Autorité des Marchés Financiers) and may be distributed to investors in France. 
Copies of all documents (i.e. the Prospectus, the Key Investor Information Document, any supplements or addenda 
thereto, the latest annual reports and the memorandum of incorporation and articles of association) are available 
in France, free of charge at the French centralizing agent, Societe Generale at 29, Boulevard Haussmann, 75009, 
Paris, France. Any subscription for Shares of the Fund will be made on the basis of the terms of the prospectus and 
any supplements or addenda thereto.


