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TACTICAL STRATEGY
Equities outperformed bonds for the first half of 2017, as
we had expected, and we continue to favor stocks over
fixed-income investments as the markets enter 4Q.
Through September, the S&P 500 was up 14.2% including
dividends, while the primary fixed-income index, the
Barclays U.S. Aggregate Bond Index, was ahead by 1.2%.
Global stock returns have been the strongest year to date,
as the MSCI EAFE has gained an impressive 17.8%.
U.S. stocks have approached fair value compared
to bond yields, but we think that U.S. equities can continue
to rise and benefit from economic and market trends which
indicate 1) core U.S. GDP is growing at a 2.0% rate, give
or take 50 basis points; 2) real interest rates will remain
low on a historical basis into 2018; and 3) corporate profits
are on an upswing after a period of decline in 2015-2016.
As such, we are focused toward the high end of our asset
allocation range to equities.
Risks to our outlook include uncertain conditions
in key emerging economies, including China; negative interest rates in Europe and Japan; the potential for fall-out
from the UK’s exit from the European Union; the volatile
price of oil; moves by the Federal Reserve that are deemed
too aggressive; and the potential for geopolitical tensions
in Russia, North Korea and the Mideast.
Within equities, year-to-date returns have favored
large-caps over small-caps. But small-caps have rallied
lately, as the Russell 2000 has advanced almost 800 basis
points in the past month and now is up 11% through September. On valuation, large-caps and small-caps appear
to be fairly valued compared to their historical relationships
with each other, based on our review of trends in P/E ratios, price/sales ratios and dividend yields. Our recommended exposure to small- and mid-caps is 15% of equity

allocation, in line with the benchmark weighting. In terms
of growth (IWF) and value (IWD), growth has recovered
from a down year in 2016 and is sharply outperforming in
2017. Looking ahead, we expect accelerated earnings
growth into 2018, which should continue to favor growth.
Moving to the international arena, we note that U.S. stocks
have outperformed global stock indices over the trailing
one-year, five-year and 10-year periods. We expect this
trend to continue over the long term, given volatile global
economic and currency conditions, though we note favorable near-term valuations for international stocks. We
look for emerging markets to outperform into 2018, led
by China, India and a recovery in Brazil.
In fixed income, we look for the 10-year U.S. government Treasury bond yield to fluctuate within a fundamental range of 2.25%-3.00% into 2018. The current longbond yield is 2.35%, up from sub-2.0% last fall but down
from 2.6% earlier this year. We expect the Fed to hike
short-term rates one more time in 2017, while also beginning to reduce its balance sheet to stave off inflation.
In this environment, we are targeting the lower
end of our range for bonds. We favor Corporate bonds,
inflation-protected securities such as TIPs and shorterduration Treasuries. We recommend steering clear of
emerging market and foreign sovereign rates at this time,
as any potential extra yield comes along with a substantially higher degree of risk.
Commodities as an asset class have begun to
recover after a five-year downtrend, though a recent
uptrend has stalled in Energy. We expect weakness in
the dollar to result in stability for commodities including
oil, gold, metals and agriculture. We think commodities
should constitute up to 3%-5% of a portfolio.
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QUARTERLY RETURN NOTES

ETFs IN PORTFOLIO

For the first three quarters of 2017, the portfolio returned
10.7%. The S&P 500 returned 14.2%, while the MSCI
EAFE rose 17.8% and the Bloomberg Barclays U.S. Aggregate Bond Index increased 1.2%. A hypothetical 60/
40 portfolio balanced between stocks and bonds would
have returned approximately 9.0% during the first half of
2017.
On the risk side, the portfolio exhibited more-favorable risk characteristics than the equity market benchmark. The average monthly return for the portfolio for the
January-September 2017 period was 1.14%, compared
to an average monthly return of 1.5% for the S&P 500.
The standard deviation of the monthly returns was 0.67
for the portfolio, compared to 1.18 for the S&P 500.

PowerShares S&P 500 Low Volatility ETF
SPDR S&P 500 Trust ETF
Schwab US Dividend Equity ETF
Vanguard Growth ETF
Vanguard Value ETF
iShares Core S&P Mid-Cap ETF
iShares Russell 2000 Index ETF
Vanguard Intl Equity I FTSE Europe ETF
iShares Edge MSCI Min Vol EAFE ETF
iShares MSCI EAFE ETF
iShares MSCI Emerging MKT ETF
IShares Tips Bond ETF
SPDR Barclays Short-Term High Yield ETF
Vanguard Interm-Tm Corp Bond Idx ETF
Vanguard Short-Term Bond ETF
Vanguard Short-Tm Corp Bond Idx ETF
US Commodity Index Fund ETF
iShares Gold Trust
iShares US Real Estate ETF

PERFORMANCE DRIVERS
The ETF holdings that were the top contributors to returns
in 3Q17 were:
• iShares MSCI Emerging Market ETF
• SPDR S&P 500 Trust ETF
The ETF holdings that contributed the least or most negatively affected the model portfolio during the period were:
• Vanguard Short-Term Bond Fund ETF
• SPDR Barclays Short-Term High Yield ETF

PORTFOLIO CHANGES
We are swapping out our current Mid-Cap ETF with an
ETF that has more liquidity, lower fees and better longterm performance.

BUYS:
27 shares of iShares Core S&P Mid-Cap ETF (IJH)
(initiating a new position, 4.1% of the portfolio).
SELLS:
50 shares of Wisdom Tree US Mid-Cap
Dividend Fund ETF (DON)
(100% of the position).
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Argus Research Co. (ARC) is an independent investment research provider whose parent company, Argus Investors’ Counsel, Inc. (AIC), is
registered with the U.S. Securities and Exchange Commission. Argus Investors’ Counsel is a subsidiary of The Argus Research Group, Inc.
Neither The Argus Research Group nor any affiliate is a member of the FINRA or the SIPC. Argus Research is not a registered broker dealer and
does not have investment banking operations. The Argus trademark, service mark and logo are the intellectual property of The Argus Research
Group, Inc. The information contained in this research report is produced and copyrighted by Argus Research Co., and any unauthorized use,
duplication, redistribution or disclosure is prohibited by law and can result in prosecution. The content of this report may be derived from Argus
research reports, notes, or analyses. The opinions and information contained herein have been obtained or derived from sources believed to be
reliable, but Argus makes no representation as to their timeliness, accuracy or completeness or for their fitness for any particular purpose. This
report is not an offer to sell or a solicitation of an offer to buy any security. The information and material presented in this report are for general
information only and do not specifically address individual investment objectives, financial situations or the particular needs of any specific
person who may receive this report. Investing in any security or investment strategies discussed may not be suitable for you and it is recommended that you consult an independent investment advisor. Nothing in this report constitutes individual investment, legal or tax advice. Argus
may issue or may have issued other reports that are inconsistent with or may reach different conclusions than those represented in this report, and
all opinions are reflective of judgments made on the original date of publication. Argus is under no obligation to ensure that other reports are
brought to the attention of any recipient of this report. Argus shall accept no liability for any loss arising from the use of this report, nor shall
Argus treat all recipients of this report as customers simply by virtue of their receipt of this material. Investments involve risk and an investor
may incur either profits or losses. Past performance should not be taken as an indication or guarantee of future performance. Argus has provided
independent research since 1934. Argus officers, employees, agents and/or affiliates may have positions in stocks discussed in this report. No
Argus officers, employees, agents and/or affiliates may serve as officers or directors of covered companies, or may own more than one percent
of a covered company’s stock. Argus Investors’ Counsel (AIC), a portfolio management business based in Stamford, Connecticut, is a customer
of Argus Research Co. (ARC), based in New York. Argus Investors’ Counsel pays Argus Research Co. for research used in the management of
the AIC core equity strategy and model portfolio and UIT products, and has the same access to Argus Research Co. reports as other customers.
However, clients and prospective clients should note that Argus Investors’ Counsel and Argus Research Co., as units of The Argus Research
Group, have certain employees in common, including those with both research and portfolio management responsibilities, and that Argus
Research Co. employees participate in the management and marketing of the AIC core equity strategy and UIT and model portfolio products.
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