
102/18/2014 - 8:23 AM 
A HIGH BETA LOW VOLATILITY GLOBAL PORTFOLIO

All views expressed in this research report accurately reflect the research analyst’s personal views regarding any and all of the subject securities
or issuers. No part of the analyst’s compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views
expressed in this research report. For important regulatory information, please go to www.standardandpoors.com and click on Regulatory Affairs
& Disclaimers. Copyright© 2014 Standard & Poor’s Financial Services LLC, a wholly owned subsidiary of McGraw Hill Financial. All rights reserved.

CONTACT US
1 877 219 1247

www.spcapitaliq.com

A High Beta Low Volatility Global Portfolio
Since a launch nearly three years ago, low volatility ETFs have been in vogue. For example, 
PowerShares S&P 500 Low Volatility (SPLV 33 Marketweight) climbed to over $3.5 billion 
in assets as investors expressed a desire to participate in the U.S. market while at the 
same time trying to reduce risk. But while we see the merits of low volatility portfolios, 
we also note that some investors are comfortable with occasionally increasing their risk 
profile. Fortunately for this group, there are also some ETFs that offer attractively valued 
stocks at a modest cost along with higher risk.

Indeed, Lunt Capital, a Utah based ETF 
Asset Manager, runs an ETF-only global 
strategy that focuses on both the Low 
Volatility and High Beta ETFs from Pow-
erShares. Their tactical approach involves 
two primary steps. The general aim is to 
have one-third of assets in U.S. equities, 
one-third in developed international equi-
ties, and one-third in emerging markets. 
However, on a quarterly basis, Lunt tilts the 
strategy toward a favored geography and 
away from a least favored one. As of the 
beginning of February 2014, the strategy 
had relatively high exposure to the U.S., 
relatively low exposure to emerging mar-
kets, and neutral exposure to developed 
international markets.

On a monthly basis, the asset manager 
determines whether to focus on the low 
volatility or high beta ETFs tied to each of 
those geographies. This is done using a 
risk-adjusted relative strength approach, 
so the strategy will shift from low volatil-
ity to high beta ETFs (or vice versa) when 
management believes the opportunities 
are better, rather than move to a more 
diversified S&P Index based ETF. S&P Dow 
Jones Indices operates independently from 
S&P Capital IQ.

John Lunt, President of Lunt Capital, noted 
in a late January interview with S&P Capital 
IQ that there is huge disparity in returns 
between low volatility and high beta prod-
ucts. However, the key to the firm’s relative 
strength approach is identifying a trend 
and then acting on it.

In February, Lunt sold its exposure in Pow-
erShares S&P Emerging Markets Low Vola-
tility (EELV 26 Overweight) and purchased 
PowerShares S&P Emerging Markets High 
Beta (EEHB 20 Marketweight). On a coun-
try basis, EEHB’s largest exposure at year 
end was to China, Turkey, and Indonesia, 
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while EELV was focused on Taiwan, Malay-
sia, and South Korea. While both emerging 
market ETFs offer significant Financials 
exposure, Materials and Industrials are 
well represented in EEHB, whereas EELV 
currently has more Consumer Staples 
constituents. These ETFs are rebalanced 
on a quarterly basis and so the exposures 
can and will shift after evaluating the most 
(or least) volatile stocks in the prior 12 
months. As noted, there has been a huge 
spread between the performance of these 
two emerging market ETFs. In 2013, EEHB 
declined 12.7%, wider than the 1.8% de-
crease in EELV, which was previously in the 
strategy. 

Meanwhile, PowerShares S&P 500 High 
Beta (SPHB 31 Overweight) has been part 
of the Lunt strategy since early 2013, when 
it replaced SPLV. SPHB also currently has 
high stakes in Financials stocks, but also 
in Energy and Consumer Discretionary; 
SPLV is more weighted toward Utilities and 
Consumer Staples. Overall, the stocks that 
make up SPHB are considered underval-
ued according to S&P Capital IQ research, 
though not surprisingly have elevated risk 
profiles. The ETF also ranks favorably to 
S&P Capital IQ for its low expense ratio and 
tight bid/ask spread. In 2013, SPHB rose 
41%, much higher than SPLV’s 23% gain. 

S&P Capital IQ provides research and rank-
ings on approximately 800 equity ETFs, 
based on a combination of proprietary 
holdings-based research and relevant 
performance and cost factor metrics. ETFs 
that earn a top ranking of Overweight do so 

for having a number of favorable attributes 
in our opinion. 

The third, smaller ETF position for Lunt is 
in PowerShares S&P International Devel-
oped High Beta (IDHB 30 Marketweight), 
which rose 20% in 2013, ahead of the 15% 
gain achieved by PowerShares S&P In-
ternational Developed Low Volatility (IDLV 
31 Marketweight). IDHB’s largest country 
exposure is to Japan, Sweden and France, 
unlike IDLV with significant stakes in Cana-
da and the United Kingdom. From a sector 
perspective, this ETF is similar to EEHB in 
that it is heavily weighted toward Finan-
cials, Materials and Industrials stocks. The 
ETF’s overall holdings are viewed as under-
valued from an S&P Capital IQ Fair Value 
perspective. However, IDHB is also similar 
to EEHB in that the asset base is extremely 
small and low volume has contributed to a 
wide bid/ask spread. 

Lunt trades as an institutional investor, 
and we believe it is not as impacted from 
a liquidity perspective the same way as an 
individual advisor buying or selling a small 
position in an ETF with just 2,500 shares 
traded on average each day.

To learn more about S&P Capital IQ’s views 
on these low volatility and high beta ETFs, 
please see our related research on this and 
other platforms. To learn more about Lunt’s 
High Beta Low Volatility Rotation Portfolio 
visit http://www.luntcapital.com/

Todd Rosenbluth
S&P Capital IQ Director, ETF Research
@ToddSPCAPIQ

http://www.youtube.com/playlist?list=PL0AB7754EA9850891
http://www.linkedin.com/company/capital-iq
https://twitter.com/spmarketscope
http://twitter.com/ToddSPCAPIQ

