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3 FRAMEWORK –THE SPY CYCLE?

The Bear Cycle;

 -  done

 - not Done

 - re Done

Source: CFRA, StockCharts



SUMMARY – SECTORS ETFS TO CONSIDER4



SUMMARY – SECTORS ETFS TO CONSIDER5



CFRA SECTOR RECS - … IF CORRECTION IS OVER6

Source: CFRA, S&P Global



FRAMEWORK – Q3 CFRA EQUITY FOCUS7

Source: Helios Quantitative Research



FRAMEWORK –WHAT IF IT DOESN’T START?8

Source: Helios Quantitative Research, Bloomberg, BEA, BLS, Census Bureau, Fed Reserve



FRAMEWORK – 2ND “IF” DYSFUNCTIONAL CANARIES9

Source: Helios Quantitative Research, Bloomberg, Ycharts, Federal Reserve of NY, The Conference Board, Institute of Supply Management 

Recessions Occur if p >40%

Recessions Occur if Index < 4%

Recessions when < 43.5?

Recessions when Inverted



FRAMEWORK – 3RD “IF” PERSONAL CONSUMPTION  10

Source: Helios Quantitative Research

Q3 Positives

q3 Growth at 4.9%

Pers Consumption Contributes 2.7%

Q3 Inflation – Good but Sticky News

- GDP Deflator +3.5%

    - PCE Core +2.4% (ex Food, Energy_

    - YoY Inflation fr 7.2% to 3.2% (q3 22&23)

? Q4+ Challenge

d. Q4 GDP to Decline w Pers.Cons.Exp.



FRAMEWORK – 4TH “IF” – ONCE CORRECTION IS OVER11

Source: Helios Quantitative Research

Situation;

a. Fed Holds Existing Target 5.25% to 5.50%

b. Jobs Reports Indicate Econ Cooling

c. Econ Consensus – No Increase in Dec

d. Historical (13 cycles) Rate Reduction Cycle 

  -   AVErage =  8 months 

   -  MEDian  ~  6 months

Complications:

e. Inflation is well above FOMC 2% target

f. Fed may keep rates high

g. Fed may not keep rates high (election)

f.  Markets anticipate elevated rates

    through 2024



FRAMEWORK – 5TH WHAT “IF” ITS DIFFERENT THIS TIME12

Source: Helios Quantitative Research, Bloomberg

Yield Curve Change

Situation;

- Intermediate and Long Term Rates Up

- 10yr and 30 yr rates up 70 & 83 bps

Comlication:

- Typical Yield Curve Normalization 

   Short Term Rates Decline

Market Challenge – This IS Different :

- Non Typical Fiscal- Monetary Interface
    



INDICATORS – THE DATA IS IFFY – THE CAI MIASMA13

Source: Gsachs Global Invest Research & Asset Mgmt



ETF OPPORUNITIES – TAXONOMY 14

CFRA  - Sector List Over Weight, Underweight 

(Equities Once Correction is Concluded)

    AAII 2022-02 Best ETFs

         Etfdb.com - Performance to Date

               Morningstar.com – Ratings(s)

                      Stockcharts.com - Sub Sectors of Import (FYA) 

                    “           “   -   “         “        Companies (FYA)
FYA – For your analysis



SECTOR RECOMMENDATIONS - … ONCE CORRECTION IS OVER15

Source: CFRA, S&P Global



WHAT TO MEASURE? RETURN & INDICATORS OF RISK 16

Source: (1) SumGrowth -  Sector Surfer – S.Juds

             (2) The Markowitz MPT – Modern Portfolio Theory &  “The Efficient Frontier” Risk typically expressed at Standard Deviation

             (3)  Risk Free can be Money Market Rates or 2 month Tbills, in some cases this is an asset specific benchmark.

The “Efficient Frontier”

ETFS  vs The 7 Faces of Risk(1)
1. Single Stock   

2. Market Volatility               

3. Bear Market Crash

4. Momentum Loss

5. Back Test Deception (vs the Swan)

6. Strategy Hired / Fired Late

7. Savings Wont be Sufficient

Risk Measurement (2)

MPT – Modern Portfolio Theory 
– Standard Deviation as Risk (1952, Nobel 1990) 

 - Assumes Rational Correlations

Prospect Theory **
- Sharpe Ratio  (79) = Return(Portfolio – RFR (3))

                                            / (Portfolio Stdev)

- Sortino Ratio (94)= Return (Portfolio – RFR(3))

                                    /(Portfolio Downside Stdev)

- Treynor Ratio ( ) =  Return (Portfolio – Benchmark)/

                                    / (Portfolio Beta)



SECTOR & SUB SECTOR – THE  YTD SPY BASELINE17

Source: AAII, Morningstar, etfdb.com



18 SECTORS – COMMUNICATION SERVICES XLC

Source: CFRA, Stock Charts



SECTOR –COMMUNICATIONS BASELINE (VOX, ESPO, HERO)19

Source: AAII, Morningstar, etfdb.com



20 COMMUNICATION – SUB SECTORS & COMPANIES FYA 

Source: Stock Charts, S&P Sectors



21 SECTORS – CONSUMER DISCRETIONARY XLY

Source: CFRA, Stock Charts



SECTOR – CONS DISCRETIONARY(FDIS, VCR, FXD)22

Source: AAII, Morningstar, etfdb.com



23 CONS. DISCRETIONARY – SUBSECTORS & COMPANIES FYA

Source: Stock Charts



24 SECTORS – INFORMATION TECHNOLOGY XLK

Source: CFRA, Stock Charts



SECTOR –INFORMATION TECHNOLOGY (AIQ, VGT, BUG)25

Source: AAII, Morningstar, etfdb.com



SECTOR –INFORMATION TECHNOLOGY (AIQ, VGT, BUG)26

Source: AAII, Morningstar, etfdb.com



27 SECTORS & SUBSECTORS – INFORMATION TECHNOLOGY

Source: Stock Charts



SECTORS –CONSUMER STAPLES XLP28



SECTOR – CONS STAPLES (VDC, IYK)29

Source: AAII, Morningstar, etfdb.com



30 SECTORS SUBSECTORS – CONSUMER STAPLES YTD

Source: Stock Charts



SECTORS –UTILITIES XLU31



SECTOR – UTILITIES (RSPU, VPU)32

Source: AAII, Morningstar, etfdb.com



33 SUBSECTORS – UTILITIES YTD

Source: Stock Charts
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APPENDIX A

CFRA “AT MARKET WEIGHT”

➢Finance 

➢Energy

➢Health Care

➢Industrials

➢Materials 

➢Real Estate
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36 SECTORS – FINANCE XLF

Source: CFRA, Stock Charts



SECTOR & SUB SECTOR – FINANCE (FNCL, VFH, KBWB)37

Source: CFRA Opportunity, ETF fr AAII 02-22, Data from -Morningstar, etfdb.com



SECTORS & SUBSECTORS – FINANCE YTD38



39 SECTORS – ENERGY XLE 

Source: CFRA, Stock Charts



SECTOR & SUB SECTOR – ENERGY 40

Source: CFRA Opportunity, ETF fr AAII 02-22, Data from -Morningstar, etfdb.com



SECTOR & SUB SECTOR – ENERGY 41

Source: CFRA Opportunity, ETF fr AAII 02-22, Data from -Morningstar, etfdb.com



42 SUBSECTORS – ENERGY YTD

Source: Stock Charts



43 SECTORS – HEALTH CARE XLV

Source: CFRA, Stock Charts



SUB SECTORS – HEALTH CARE44



45 SECTORS – INDUSTRIALS XLI

Source: CFRA, Stock Charts



SUB SECTORS – INDUSTRIALS46



47 SECTORS – MATERIALS XLB

Source: CFRA, Stock Charts



SUB SECTORS – MATERIALS48



SECTORS –REAL ESTATE XLRE49

Source: CFRA, Stock Charts



SUB SECTORS –REAL ESTATE XLRE50



APPENDIX B - DEFINITIONS

DEFINITIONS

➢Category, Beta, Risk  

➢Sectors, Industries

➢Quant Risk Terms

➢Mstar Stars
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DEFINITIONS52

Category – A category is a way to group investments based on similar risk, return, and behavior profiles. 

nvestments can be categorized by several factors: sector exposure, geographic region, or asset allocation, to 

name a few. Morningstar categorizes investments using the Morningstar Category.

Different investment categories behave differently. 

Beta – A measure of a stock’s volatility relative to the market as represented by a benchmark (usually the S&P 

500). The beta of the benchmark is 1.00, so a stock with a beta of 1.10 has been 10% more volatile than the 

market. 

R^2 - R-squared measures the relationship between a portfolio and its benchmark index, expressed as a 

percentage

Risk - A variety of factors can cause investment risk: political instability, market conditions, or public 

perception. Investment risk is often correlated with investment returns. For example, U.S. treasury bonds are 

one of the safest investments, and they generally offer low returns. Many individual stocks are quite risky, but 

some can generate high returns. Investors should gauge their risk tolerance and decide which investments 

can give them the most return with the least amount of risk. The most common measure for investment risk is 

standard deviation. Risk-adjusted return is measured by metrics like the Sharpe ratio or Treynor ratio.



DEFINITIONS53

A z-statistic, or z-score, measures relative discounts and relative premiums for closed-end funds.

Sectors - A sector is a segmented portion of the stock market that organizes companies by their operating business activities. 

A few examples include technology, healthcare, and energy.

The most common sectors are those listed in the Global Industry Classification Standard, or GICS. GICS has 11 distinct 

categories: energy, information technology, healthcare, real estate, materials, industrials, consumer discretionary, utilities, 

consumer staples, financial services, and communication services.

Morningstar uses the same 11 sectors listed by the GICS but also groups sectors together into broader categories based on 

how sensitive they are to changes in the economic cycle. The healthcare, consumer defensive, and utilities sectors comprise 

the defensive super sector, while communication services, energy, industrials, and technology sectors make up the sensitive 

super sector. Basic materials, consumer cyclical, financial services, and real estate form the cyclical super sector.

Industry - An industry is a category within a sector, which is a broad business category.

For example, Pfizer PFE and Walgreen’s WBA are both healthcare companies. However, the former is in the drug-

manufacturing industry while the latter is in the healthcare retail industry.

Different research providers may classify sectors and industries in different ways, so you may see variations in how they're 

represented.



DEFINITIONS54

Sharp Ratio - The Sharpe ratio compares an investment's excess return over a benchmark to the standard deviation of returns. 

The higher the Sharpe ratio, the better the investment's historical risk-adjusted performance.

Sortino Ratio – Like the Sharpe ratio compares an investment's excess return over a benchmark to the standard deviation of 

returns. However, the Sortino ration only measures the negative returns during the year or specified time period.

Treynor Ratio – Like the Sharpe ratio but denominator is beta.

Mstar – Gold Silver Bronze – Represent investments with the best future performance prospects.

Mstar – 5star – Top 10% of funds with best (ex post) risk adjusted returns. 4 start top 32%, 3 star top 67%
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