
SPDR Sector ETF Returns

Period Ending March 31, 2017

Sector ETF Ticker YTD 1 Month 3 Month 6 Months

Technology XLK 10.66 2.23 10.66 12.50

Global Metals & Mining PICK 9.09 -1.58 9.09 21.31

Consumer XLY 8.37 2.13 8.37 10.87

Health Care XLV 8.25 -0.48 8.25 3.95

Utilities XLU 6.44 -0.14 6.44 6.54

Consumer Staples XLP 6.11 -0.42 6.11 3.88

Materials XLB 5.78 0.62 5.78 10.83

Industrials XLI 5.04 -0.77 5.04 12.63

Financials XLF 2.43 -2.95 2.43 23.96

Energy XLE -6.64 -1.49 -6.64 0.11

Data source: Morningstar

 
 

1st Quarter 2017     

“We will continue to ignore political and economic forecasts which are an expensive distraction for many investors and businessmen . 

. . Imagine the cost to us, if we had let a fear of unknowns cause us to defer or alter the deployment of capital.  Indeed, we have 

usually made our best purchases when apprehensions about some macro event were at a peak.  Fear is the foe of the faddist, but the 

friend of the fundamentalist.” —Warren Buffett, 1994 Berkshire Hathaway Annual Report 

Trump Trade 

After one of the most surprising and polarizing Presidential elections in history, the hysteria, negativity, and predictions 

of boom and bust—depending on which side you are on—have continued and probably will continue indefinitely. For 

investors considering bailing out on a solid long term investment plan because of Donald Trump, we offer the above 

quote from legendary investor Warren Buffett from a 1994 Berkshire Hathaway annual report. We find when uncertain 

macro conditions build it is helpful for investors to seek out 

the wisdom of successful long term investors. We can 

pretty much assure you that Buffett, a well-known 

Democrat, is not selling his stock portfolio for cash, but is 

probably weighing new investment ideas right now as he 

always does. 

Equity futures markets predicted a stock market correction 

on election night when it became eminent that Trump was 

going to win. The actual market opened to the beginning of 

the “Trump Trade” that largely continued through February 

2017 but began to wane in March.  

The 6 month column in the sector Exchange Traded Funds (ETFs) table show that the Trump Trade resulted in strong 

returns from banks, industrials, materials, metals and mining sectors on perceptions that Trump would usher in stronger 

economic growth though tax cuts and more deregulation. Small cap stocks were also the strongest asset class, 

benefitting from the possibility of a corporate tax cut. Technology stocks, which did not participate initially in the Trump 

Trade, were the strongest performing sector in the first quarter. Energy stocks, which rallied strongly in 2016 from the 

lows of the crude oil glut, were the weakest sector as data on U.S. supplies 

showed a significant rebuilding of inventories as U.S. producers are finding 

ways to exploit wells more cheaply. 

The Trump administration actually has two competing agendas. One is anti-

growth that features a protectionist agenda while to other is a pro-growth 

agenda featuring deregulation and tax cuts. It will take some time to figure 

which agenda will ultimately win out. We believe that Trump’s many business and economic advisors will talk him out of 

the protectionist, anti-growth agenda. The one month column in the asset class returns table above represents sector 

returns for the month of March and depicts a bit of an unwinding of the Trump Trade.  
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Wide Moat Focus Index versus US Broad Market

October 2007 to March 2017

Dow Jones 

US Broad 

Market

Morningstar 

Wide Moat 

Focus Index

Q1 2017 5.8% 8.0%

Annualized Return 7.2% 11.7%

Standard Deviation 17.3% 19.4%

Risk/Return 2.4 1.66

R2 1.0 0.78

Alpha - 4.5%

Sharpe Ratio 0.042 0.268

Data source: Morningstar

Strategic Rebalancing 

First quarter 2017 returns were reflecting the rebalancing process by strategic asset allocation practitioners and higher 

GDP growth prospects throughout international markets. Large institutional investors and a growing number of portfolio 

rebalancing platforms set strategic allocation weightings to asset classes and, on a periodic basis, sell off asset classes 

that outperform and become overweight in portfolios and buy asset classes that underperform and become 

underweight. Comparison of 4th quarter 2016 asset class returns to 1st quarter 2017 returns illustrates this effect. All of 

the asset classes that were the weakest in the 4th quarter of 2016 were the strongest in the 1st quarter of 2017 (gray box 

below). Also, in conjunction with the Trump Trade, U.S. asset classes were weak in the month of March while 

international asset classes continued their strong returns through the quarter. 

 

 

In our portfolios for the 1st quarter, individual stocks—the Satellite component of our Core & Satellite equity 

philosophy—were strong performers on average. Our individual stocks were up on average on a dollar-weighted basis 

nearly 9 percent for the quarter. The degree of Core versus Satellite depends on individual client circumstances and 

preferences. Our U.S. large cap Exchange Traded Funds (ETFs) were up about 6% while midcap ETFs were up about 5% 

and small caps were flat to slightly down.  

As for individual stocks, our largest holding across client accounts, Apple, 

Inc., (AAPL) was up more than 35% since the election as the market appears 

very enthusiastic about its next new product cycle. Many of our other 

technology stocks like Adobe were very strong performers, and health care 

and biotech stocks, which underperformed last year, were targeted by 

value investors and rallied strongly.  

A couple of our stock holdings were subject to mergers and acquisitions 

activity. Mead Johnson (MJN), a children’s nutrition products manufacturer, 

is being purchased by Reckitt Benckiser for $90 per share. Unilever PLC 

(UL), a supplier of fast moving consumer goods, was approached by Kraft 

Heinz as a buyer at a significant premium to our purchase price. Unilever rejected the offer, but we believe the offer 

puts a floor under the current share price of around $50 a share. 

Asset Class Returns, Q4 2016

US Large US Mid US Small REITs Intl Large Intl Small Em Mkts Bonds

Q4 2016 3.8% 7.4% 8.8% -3.1% -0.7% -2.9% -4.2% -3.0%

Asset Class Returns, Q1 2017

US Large US Mid US Small REITs Intl Large Intl Small Em Mkts Bonds

Jan 2.0% 1.7% 0.4% 0.2% 2.9% 3.5% 5.6% 0.2%

Feb 3.9% 2.6% 1.9% 4.4% 1.4% 2.2% 3.1% 0.7%

March 0.1% -0.4% 0.1% -1.4% 2.8% 2.0% 2.5% -0.1%

Q1 2017 6.0% 3.9% 2.5% 3.2% 7.3% 8.0% 11.5% 0.8%

Indexes: US Large, Russell 1000; US Mid, S&P MidCap 400; US Small, Russell 2000; REITS, DJ US Real Estate; 

Intl Large, MSCI EAFE; US Small, MSCI EAFE SMall Cap; EM, MSCI Emerging Markets; Bonds, Barclays US Agg 
Bond. Source: Morningstar.
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Among the Factor Model or Strategic Beta ETFs in which securities are selected and rebalanced based on fundamental 

and technical criteria rather than based on commercially derived market cap weighted benchmarks, the Momentum 

Factor ETFs were strong leaders in the U.S. Large and Midcap, International Developed, and Emerging Markets asset 

classes. The Quality Factor also turned in strong performance. The Low Volatility, Value, and Small Cap Factors were 

laggards after being the strongest performing risk factors last year (See ETF returns chart on last page). The benchmark 

for our Satellite component, The Morningstar Wide Moat Focus Index, had a strong quarter turning in an 8% total return 

versus 5.8% for the Dow Jones U.S. Broad Market Index.  

We believe part of the unwinding of the Trump Trade had to do with Congress’ failed attempt to repeal and replace the 

Affordable Care Act, i.e. Obama Care. A number of conservatives decided not to support the bill seeing it as “Obama 

Care Light”. Many news outlets cited this as the beginning of the failure of the Trump Administration and the demise of 

his Presidency. While it was an initial failure for the President, these calls are extremely premature. We don’t see the 

initial failure of this bill as a bad thing. The ACA has massive flaws and some say is destined to collapse. Eight years ago, 

President Obama called on Congress to deliver a health care bill as soon as possible, and what we got was a bill that has 

done nothing to stem health insurance inflation, 

although it did cover many people who could not 

get insurance. Instead of another rushed bill, we 

think Congress and the President in consultation 

with industry leaders should take their time and 

come up with a plan that truly expands coverage 

and controls healthcare costs. 

Outlook 

According to research by Blackrock, global growth 

expectations are on the rise and a reflationary 

environment across the globe is underway. 

Blackrock looks at traditional economic indicators 

with big data signals like internet searches and sees 

a rise in G7 growth estimates in the months ahead that 

is significantly greater than consensus estimates. Given 

significantly better valuations in International 

Developed and Emerging Markets stocks, this 

translates into five-year capital markets assumptions 

by Blackrock that favor higher returns in Global ex-U.S. 

Equities and Emerging Markets. We think this makes 

sense and believe the first quarter returns of these 

asset classes are also signaling higher economic growth 

prospects in foreign markets as well. 

U.S. asset classes are trading at or near all-time highs 

with relative valuation measures like Price-to-Earnings 

and Price-to-Sales ratios also at high levels. The 
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Morningstar Price-to-Fair Value ratio of its research coverage universe is currently at 1.04, not terribly far off its all-time 

high of around 1.15. The stocks that we are comfortable buying today for the Satellite portion of our equity strategy 

have an average Price-to-Fair Value ratio of just 0.84. Thus, going forward, we would tend to increase the Satellite 

portion of our portfolios—subject to Investment Policy constraints—and increase allocations to International and 

Emerging Markets asset classes within the Core ETF portion. Our individual stocks, on balance, benefitted from a good 

earnings season, and we are optimistic about the upcoming one as well. 

We look forward to talking with you during the 2nd quarter. Please call us if you have any questions, comments, or 

concerns. 

—Dana L. Crosby, CFA, CFP® & Rick Stein 

 

 

ETF Returns
For the period ending 3-31-2017

Name Ticker YTD 1 Month 6 Months 12 3 Year 5 Year 10 Year

U.S. Large Cap

iShares Russell 1000 IWB 5.91 0.09 10.02 17.28 9.87 13.14 7.47

iShares Edge MSCI USA Momentum Factor MTUM 9.26 2.05 7.68 14.72 12.47 - -

iShares Edge MSCI USA Quality Factor QUAL 5.86 -0.04 8.95 13.20 10.83 - -

PowerShares S&P 500 Low Volatility ETF SPLV 5.11 -0.03 5.88 10.04 10.98 12.93 -

Vanguard High Dividend Yield ETF VYM 3.22 -0.30 9.36 15.99 10.50 13.34 7.48

U.S. Mid Cap

SPDR® S&P MidCap 400 ETF MDY 3.81 -0.45 11.40 20.55 9.04 12.97 8.61

PowerShares S&P MidCap Low Volatil ETF XMLV 4.21 -0.68 9.93 17.04 14.38 - -

PowerShares DWA Momentum ETF PDP 7.83 0.38 7.28 11.96 7.21 11.21 6.65

PowerShares High Yld Eq Div Achiev™ ETF PEY 1.53 -0.76 9.25 23.57 15.81 16.80 5.04

U.S Small Cap

iShares Russell 2000 IWM 2.24 0.03 11.46 26.18 7.26 12.38 7.15

PowerShares S&P SmallCap Low Volatil ETF XSLV -1.20 -0.51 11.96 24.82 12.94 - -

REITs

iShares US Real Estate IYR 2.99 -1.45 -0.34 5.03 9.36 8.94 3.51

International Large Cap

iShares MSCI EAFE EFA 7.90 3.23 6.43 12.37 0.47 5.74 0.94

iShares Edge MSCI Intl Momentum Factor IMTM 9.03 3.08 4.46 10.58 - - -

PowerShares DWA Developed Mkts Mom ETF PIZ 9.02 3.32 -0.74 3.30 -3.21 5.64 -

iShares Edge MSCI Intl Quality Factor IQLT 7.81 3.67 2.95 7.64 - - -

PowerShares S&P Intl Dev Quality ETF IDHQ 8.74 3.72 3.37 8.06 3.30 6.98 -

iShares Edge MSCI Min Vol EAFE EFAV 7.81 2.66 -0.16 3.18 5.02 7.75 -

iShares International Select Dividend IDV 7.53 3.54 6.62 13.62 -1.91 4.44 -

International Small Cap

iShares MSCI EAFE Small-Cap SCZ 8.63 2.54 4.83 11.82 3.72 9.07 -

WisdomTree International SmallCp Div ETF DLS 9.22 2.19 7.68 14.91 3.27 9.44 3.26

Emerging Markets

iShares MSCI Emerging Markets EEM 12.51 3.69 6.39 17.24 0.79 0.35 2.09

PowerShares S&P Em Mkts Low Volatil ETF EELV 10.23 3.50 3.04 4.46 -2.40 -1.1 -

PowerShares DWA Emerging Markets Mom PIE 11.26 1.86 1.08 8.30 -1.62 -0.85 -

Data source: Morningstar


