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Last week on our podcast we had the pleasure of speaking with two exchange traded fund (ETF) strategists live in our
studio for the hour—Steve Blumenthal, founder of CMG Capital Management, and Corey Hoffstein, Founder and Chief
Investment Officer of Newfound Research.

 

Both Steve and Corey are quantitative investment managers and both incorporate elements of tactical portfolio
management within their investment programs servicing primarily other financial advisors.

 

Momentum and trend following are key determinants of tactical portfolio rotation for both firms – but Hoffstein’s firm
also incorporates ETF portfolio solutions that incorporate value investing, ‘carry’ as a factor and even defensive investing.

 

Markets priced for 2-4% Returns?

 

We discussed the market environment and the case for equities today. One thing that differentiates CMG and Newfound
– Blumenthal commented that while he expects forward equity returns over the longer- run to be between 2-4% per year,
he does not think valuations can be used as a guidepost for short-run decisions. Hoffstein’s firm, on other hand,
incorporates capital market assumptions and valuations to adjust their expected returns in building certain long-run
oriented portfolios.

 

Hoffstein’s firm was founded in 2008 and everyone was looking for risk management strategies when, certainly with
hindsight, investors should have been embracing equity market risk. Today, Hoffstein believes investors are more
complacent with the strong gains in equities we have witnessed since the bottoming of the crisis in ’09, and most
investors are just moving away from active portfolio management to passive, low cost, ‘beta’ solutions.

 

Building Trending Global Portfolios

 

Blumenthal describes his firm’s core offering, a global product that evaluates 11 different portfolio sleeves – each with 8-
10 different possible holdings—with higher beta exposures to lower beta exposures. Each of the 11 models are run using
a relative strength model to evaluate the winning in each of 11 portfolio sleeves.  They rotate this trading strategy as a
way to achieve strong returns in the market. This portfolio is often used as an alternative allocation to traditional stocks
and bonds and often in the role of 10-15% of a portfolio.

 

Building Optimized Portfolio from Valuations

 

Hoffstein described a model that does something very opposite – utilizing expected returns which is more mean
reversion in nature due to its valuation sensitivity in driving expected returns. This portfolio –if it was done unconstrained
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– would have very little exposure to U.S. equities, and would be much heavier in emerging market equities, debt, local
currency debt, and almost no traditional fixed income exposure. Many investors would not be comfortable with these net
exposures, so Hoffstein constrains the optimizer to get a more well-rounded global portfolio.

 

Alternatives to Traditional Fixed Income Allocations

 

Hoffstein discussed how equities are harder to forecast future returns but bond returns are a bit more predictable and
reliant upon the initial starting portfolio yield—which we know today are near historically low levels, particularly on an

after-inflation basis (the 10-year TIPS yield today is around 0.40%).1

 

Steve talks about his tactical exposures for fixed income incorporates 9 different fixed income asset classes –evaluating
the 9 different exposures and holding the top 2. He evaluates this weekly and will change it weekly – right now this is in
emerging market local debt and municipals.

 

Hoffstein wants to unbundle fixed income portfolio attributes and then try to re-assemble a portfolio to its properties:
different exposures for safety, income, hedging, and diversification. Hoffstein also believes with a skeptical yes one can
even time duration using momentum signals –although ‘highly skeptical’ because models developed over the last 35-
years have experienced a nearly one-way market with rates moving down so it is hard to know how robust it will be if the
market environment changes in the future.

 

Other Alternatives for the ‘Great Reset’

 

Blumenthal is one of 4 ETF strategists that are being included in a John Mauldin portfolio solution that is the assembly of
four ETF strategists doing independent trading strategies. With low rates, large amounts of debt outstanding, and
pensions being under-funded, Mauldin believes these ETF strategists have a unique offering for portfolios and believes
his team can serve as the core allocation for people—with Mauldin suggesting up to 60% of a wealth anchored to this
team of ETF strategists. Watching this ‘all-star’ ETF team will be interesting, as one of the new places active managemen
t is taking place is with advisors who can go deep and narrow in utilizing ETF strategies.

 

This was a great discussion with two very thoughtful ETF strategists. I encourage you to listen and I thank-both guests for
participating in our show.
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1Bloomberg, 8/28/17.

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.

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. 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

Momentum  : Characterized by assets with recent price increase trends over time. This term is also associated with the
Momentum Factor which associates these stock characteristics with excess return vs the market over time.

Carry  : The amount of return that accrues from investing in fixed income or currency forward contracts.

Valuation  : Refers to metrics that relate financial statistics for equities to their price levels to determine if certain
attributes, such as earnings or dividends, are cheap or expensive.

Beta  : A measure of the volatility of a security or a portfolio in comparison to a benchmark. In general, a beta less than 1
indicates that the investment is less volatile than the benchmark, while a beta more than 1 indicates that the investment
is more volatile than the benchmark.

Treasury Inflation-Protected Securities (TIPS)   : Bonds issued by the U.S. government. TIPS provide protection against
inflation. The principal of a TIPS increases with inflation and decreases with deflation, as measured by the Consumer
Price Index. When a TIPS matures, you are paid the adjusted principal or original principal, whichever is greater.

Duration  : A measure of a bond’s sensitivity to changes in interest rates. The weighted average accounts for the various
durations of the bonds purchased as well as the proportion of the total government bond portfolio that they make up.

Active manager  : Portfolio managers who run funds that attempt to outperform the market by selecting those securities
they believe to be the best.
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