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Last week’s “Behind the Markets” podcast came on the back of the annual Camp Kotok investment retreat in Maine—
with one of the key portfolio managers for Cumberland Advisors, Matt McAleer, joining us for a discussion on macro
positioning and takeaways from the camp discussions.

 

Andy Stewart, chief investment strategist at Exchange Capital Management, a fee-only financial planning firm located in
Ann Arbor, Michigan, joined us in the studio to discuss his firm’s approach to portfolio management. The conversation
had a focus on the changing classification of sectors happening next month, with emphasis on the technology sector
reclassification and how that affects his firm’s thinking on portfolios.

 

Current Headaches in International Markets?

 

McAleer discussed the continued headaches being caused by international markets—the U.S. markets remain very robust
and resilient. In McAleer’s view, the 30 markets around the world are not trading well as he watches them making lower
lows. McAleer’s current worry is how long the U.S. market can remain the standout while it is near highs and these other
markets are trading down.

 

With that background, Cumberland’s current positioning in its U.S. exchange-traded fund (ETF) portfolio has 17% in cash
—a larger and more defensive allocation for it than in the past—while 35% is being invested in small caps, a substantial
over-weight designed to lower exposure to multinationals and be more insulated from the trade-war headline risk.
Cumberland’s sector positioning is also tilted to more domestic-focused Health Care and Financials, with bank
allocations spread out between large banks and regional banks, while being under-weight in Technology stocks.

 

Cumberland does not believe anyone really knows how the trade negotiations will all play out. McAleer pointed out that
with China down more than 20% from its highs and the U.S. still near its highs, the market has voted who has more to
lose from the trade war, and that may embolden President Trump to press trade issues further.

 

Bringing that trade discussion back to Camp Kotok, we discussed the trade issue a lot at camp, and some of the closest
China watchers believe that while the rhetoric will ramp up ahead of the midterm elections, we are likely to see news
trickling out, piece by piece, with deals for Canada to Europe and then ultimately China ahead of the midterm elections.
In some ways, given where the U.S. is trading, that might be “expected,” but that could be where the opportunities are,
based on where Chinese markets are trading.

 

McAleer discussed the sell-off in China in the context of looking for an entry point. He described such a trade as tricky to
take advantage of because the sell-off has been what he describes as a “dripping down” instead of a full washout that
clears out the sellers and comes with “bids wanted” signs that show the full exhaustion of selling.

 

Portfolio Management and Sector Rotation with Exchange Capital Management
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Exchange Capital Management employs an active stock selection model for large caps and bonds, and it complements
those core portfolios with ETFs for things such as sectors, small caps and international markets. This was interesting
because I often hear investors say they want to use ETFs for the “efficient” large-cap space but then want to go to active 
managers for the more inefficient spaces such as small caps and emerging markets. Stewart’s team also uses ETFs to
allocate to sectors when he does not have a high conviction call.

 

This sector allocation strategy led Stewart to do a lot of work around the reclassification of many large technology stocks
to be included in a new Communications sector. Because there is now a large amount of money invested in technology
ETFs, this is going to involve a lot of selling in some technology stocks when they get reclassified. Stewart believes the
media has not focused on this story enough, and we wanted to bring this out in a bigger forum.

 

Right now, Telecommunications as a sector only has three companies in it—it is the smallest sector by number of
companies. A number of companies, such as Alphabet and Facebook, are going to be taken out of Technology and put
into Communications, and a number of Consumer Discretionary companies, such as Disney and Comcast, will join them.
Stewart talked about how the media and ad-driven nature of some of these businesses makes sense to a large degree,
but investors now will have to be aware of the downstream market impacts from these changes. 

 

This was an interesting conversation both on macro-level positioning across markets and some of these micro-level
decisions of classifications as well as how that can affect markets. Listen to the full podcast below.

 

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

Macro  : Focused on issues impacting the overall economic landscape as opposed to those only impacting individual
companies.

Small caps  : new or relatively young companies that typically have a market capitalization between $200 million to $2
billion.

Large-Capitalization (Large-Cap)  : A term used by the investment community to refer to companies with a market
capitalization value of more than $10 billion. Large cap is an abbreviation of the term “large market capitalization”.
Market capitalization is calculated by multiplying the number of a company’s shares outstanding by its stock price per
share.

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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