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A PATHWAY TO PROSPERITY 

We believe the time is now! The missing link in 

the pathway to prosperity for the United States 

is not just monetary policy, tax policy, or 

infrastructure spending, but the proper 

allocation and use of capital resources to 

promote growth in our capitalist economic 

system. Read my article “A Pathway to 

Prosperity” to see how I think the U.S. might 

be able to do just that. Of supreme 

importance, in my opinion, is looking past the 

headlines in “Understanding the U.S. Economy 

Requires Looking Beyond the Headlines.” 

In this issue, Matt Schreiber brings us through 

some very timely topics like breaking down the 

highly touted FAANG trade phenomenon in “A 

Look Beyond the 20 Largest S&P 500 

Companies Could Save Your Portfolio.” Matt 

also takes a look at the nature of our Union 10 

years post-Recession in “10 Years Later, Greed 

and Fear Sti l l Cloud Investor, Advisor 

Judgement.” 

We hope you enjoy this issue!
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10 YEARS LATER:  
GREED AND FEAR STILL CLOUD 
INVESTOR & ADVISOR JUDGEMENT
The greatest financial meltdown of a generation began 
10 years ago, and the resulting monetary wounds on 

America’s households were deep. Despite policymakers’ 

best efforts at triage, the nation – and perhaps the world – 

hasn’t fully healed, though on the surface it’s difficult to tell. 

Today, we look back on those 18 distressing months and 

think about how investors can avoid suffering similar losses 

because based on what we see, there’s a chance they 

might be at risk once again. 

In 2007, WBI Investments was a different company. Although 
we’ve been in business since 1984 and have always prioritized 
the growth and protection of investor capital, at that time we 
had about $250 million in assets under management and had 
only just begun to resemble the WBI of today. From there, we 
expanded our separately managed account offering, 
introduced mutual funds and went on to break records on the 
actively managed ETF front. A key reason we grew so much is 
because clients needed our help after they lost so much 
accumulated wealth by using ill-informed and misguided 
investment strategies espoused by so many. Ever hear of 
groupthink or the herd mentality? The financial decision-
making leading up to the Financial Crisis is the apotheosis of 

that mentality. But who can blame investors for following the 
herd when things go well? 

Since just after the recovery began eight years ago, we’ve 
been in a bull market. From March 13, 2009 to November 1, 
2017, the S&P 500 is up 309% and the expectation is that it 
will continue to climb for the foreseeable future, threats of a 
North Korean military conflict and political gridlock on much-
needed tax reform at home notwithstanding.1 

Such historic market performance is the best and worst thing 
that could’ve happened to the investor mindset after America’s 
households lost an estimated $19 trillion of wealth because of 
the Financial Crisis.2 How soon we forget. 

Despite those horrendous losses, we now have investors who 
expect outsized returns and advisors who cave to that 
unrealistic demand because they don’t want to lose the client. 
This needs to stop. People need a fiduciary who will help them 
achieve their financial goals, yes, but they also need someone 
to protect their portfolios in the next downturn, which could be 
caused by two things that advisors just aren’t considering, 
whether it pertains to their client relationship or, more simply, 
historical data.  
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Let’s first look at the investor-advisor relationship. At the 
moment, it’s one suffering from greed and fear. Clients want all 
of the return on the upside and none on the downside. No one 
can blame them. Since the start of the Financial Crisis 
recovery, they’ve only known the former, which intensifies the 
expectation and the pressure on the advisor to deliver. We 
know many investors did not stay fully invested during the 
down days of the Financial Crisis and felt left out during the 
early bull market rally as they sat on the sideline. Now they are 
attempting to play catch up in this very mature bull market. 
This begets fear among advisors to get the client those near-
term gains, which is why the advisor has overexposed the 
client in low cost, passive products that track a major market 
index, mostly via exchange-traded funds. The media has also 
forcefully promoted this thread that “passive outperforms 
active” driving clients to expect these products in their 
portfolios. As of this summer, more than $3 trillion was 
allocated to ETFs.3 A big chunk of that — $253 billion in 
assets — is in SPY, the popular Select Sector SPDR ETF that 
tracks the performance of the S&P 500 Index.4 Here’s the 
problem with that: If an investor is overexposed to that index, 
and not properly diversified, he or she needs to be able to 
absorb a substantial loss because since the 1970s, the S&P 
declines 40%, on average, every six years.5 No one can 
sustain that. Now, it’s not my intention to fear monger, but 
we’re over 3,000 days without a 20 percent market decline, 
and the longest streak we had prior to that was 4,494 days.6 
The S&P is not a barometer for success, and we’re on 
borrowed time before a pullback that could hurt innumerable 
portfolios unless investor greed and advisor fear wane.  

The other major issue is the way advisors consider, or don’t, 
certain key economic data points, among them consumer 
debt. 

Consumer spending comprises more than two-thirds of 
economic activity in the U.S. and, therefore, can be a major 
driver for growth in this country. Lately, the numbers have been 
promising. GDP growth from April to June showed a 3.1% 
increase and GDP for 3Q 2017 came in at 3%.7,8 Good news, 
right? Consumers feel good enough about their finances to 
spend. Well, what these numbers don’t capture is consumer 
debt, which has continued to rise since surpassing its pre-
recession peak of $12.73 trillion in May.9 The New York Times 
reported it plainly: “Americans have now borrowed more 
money than they had at the height of the credit bubble in 
2008, just as the global financial system began to collapse.” 
It’s mildly surprising since wage growth has been stuck at 
2.5% annually for a while now.10 Are people so over the 
Financial Crisis that they’re not worried about what could go 
wrong? Or, have they become so obsessed with outsized 
gains given how much they lost, they don’t consider the 
downside? 

In college, I was on the track and field team and, apropos of 
that experience, there’s a four-letter word that springs to mind 
when I think about how advisors need to help investors plan 
for the long run, and that word is “pace.” For any long-
distance challenge, we must be conditioned to pace ourselves 
for the trail and obstacles that lie therein, the known unknowns 
included. The path is forward. History doesn’t have to repeat 
itself.  

MATT SCHREIBER

WBI PRESIDENT & CHIEF INVESTMENT STRATEGIST
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We live in a 24-hour news cycle that prioritizes so-called 

“click bait” over editorial substance. Headlines draw more 

attention than the articles themselves, and the loudest 

voices, particularly those on social media, prevail. As an 

investor, truly understanding what’s happening in the 

markets, and anticipating where they’re going, requires a 

deeper dive into recent events than a cursory scan of the 

news. 

For example, anyone who hasn’t been living under a rock 
probably thinks they know everything there is to know about 
the recent hurricanes and tax reform. However, there are 
important aspects of both events that have been 
underreported and are critical to investors’ understanding of 
the markets. Not to mention, studies abound that indicate the 
majority of Americans only read the headlines, and just four out 
of ten actually watch, read or listen to in-depth news stories – 
so many investors are nowhere near as well-informed as they 
should be.1  

RELIEF EFFORTS PERSIST IN HURRICANE-RAVAGED REGIONS 

The recent hurricanes in Texas, Florida, and Puerto Rico are no 
longer dominating headlines, but millions of people are still 
deeply impacted. Although Congress has passed a $36.5 
billion hurricane relief bill that provides recovery assistance to 
Puerto Rico, significantly more funding – at least $100 billion 

over the next five years – will be required to repair the damage 
Hurricane Maria inflicted on the territory.2,3 Politicians in Texas 
and Florida have pushed for additional funding as well. 

Without diminishing the devastation Hurricanes Harvey, Irma, 
and Maria have caused – including loss of life – one can hope 
that a few potential silver linings come to pass: 

• Sparking a “day of reckoning” for the state of 
American infrastructure. Our country’s roads, 
bridges, tunnels, and dams are in a dangerous state 
of disrepair. The recent hurricanes need to be a wake-
up call for us to acknowledge that not only does U.S. 
infrastructure need to be repaired, it also needs to be 
adjusted for a new environment where more powerful 
storms become the norm. Simply addressing recent 
damage isn’t enough; we need to prepare for the next 
cataclysmic weather event, which is no longer just 
hypothetical. 

• Spurring long-term job creation. Employment 
numbers have taken a hit since the hurricanes, but 
this will be a temporary disruption rather than a lasting 
trend. Repairing the damage from these hurricanes 
will, in the long run, create tens of thousands of jobs 
not only in construction, but across a range of sectors 
including equipment, materials and services. 

• Forcing Congress to finally address the budget. 
After months of dysfunction and infighting, Congress 
actually succeeded in passing a budget outline, the 
first step toward achieving tax reform. Which brings 
me to… 

TAX REFORM GAINS NEW MOMENTUM 

Much of the news coverage around tax reform focuses on 
individual tax cuts, comparing those proposed for the 1% to 
the middle class. Corporate tax cuts, on the other hand, have 
received far less media attention, but should be at the center 
of the conversation. While individual tax cuts are almost 
inconsequential for spurring economic growth, corporate tax 
cuts would encourage companies to repatriate up to $3 trillion 
in capital currently being held offshore.4 They would also free 
up capital for both large and small companies that can be 
used to increase the amount of capital being reinvested to 
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drive corporate earnings and growth to new levels. But to 
unleash growth and a higher level of prosperity for Americans 
we need a dramatic increase in productivity. 

• Productivity has been declining as business 
investment has stalled since the Financial Crisis. Even 
though companies experienced a robust profit 
recovery since 2009, a lot of the capital generated 
was used to fund more than $2 trillion in stock 
buybacks.5  

• We are not big fans of stock buybacks because they 
are just a form of financial engineering used by 
executives to make earnings look better than they 
would otherwise be — earnings are spread over fewer 
shares.  

• Buybacks can boost stock prices over the short-term, 
but it steals from future productivity, competitiveness, 
and real earnings growth. 

• Repatriation and ongoing corporate tax reduction 
policies, if enacted, would provide companies with a 
tremendous opportunity to supercharge their growth 
and at the same time boost growth in the economy.  

• Tax planners need to make sure incentives favor 
business spending and reinvestment — not stock 
buybacks which continue to be touted as a panacea 
to keep the bull market afloat by the news media.  

Although it may not be today’s headline news, it bears 
restating; there are concerns within the International Monetary 
Fund (IMF) that the global economy is still not generating a 
sufficiently strong expansion to raise living standards in many 
countries and ease some of the financial strains of the past 
decade. It seems they are concerned the combination of weak 

productivity and investment growth does not portend well for 
an increase in growth or even for the sustainability of the 
current low growth cycle. And these concerns persist even 
though the global economy is experiencing its broadest and 
strongest upturn for more than five years.  

Our concern has centered on the fact that global growth rates 
are well below those before the financial crisis and further 
economic reforms featuring pro-growth policies are needed to 
maintain growth rates and stave off another downturn. 
However, political dysfunction continues to dominate the 
landscape in the U.S. calling into question the probability of 
Trump’s policies getting enough votes for passage. This poses 
a significant risk for markets that seem to set new highs 
almost daily because tax policy is likely already priced in to 
some extent. 

The Trump administration’s tax policy is modeled after 
Reaganomics, which gave America its biggest economic 
recovery, highest growth rates, best bull market and highest 
return sets in history. However, it’s important to remember that 
even though President Reagan had a high approval rating at 
the time – much higher than President Trump’s currently is – 
Reaganomics took two and a half years to pass. And 
considering how narrowly the budget just passed the House, 
with a vote of 216-212, getting Congress to come together on 
tax reform remains an uphill battle.6 

Nevertheless, we remain optimistic on the eventual adoption 
of these pro-growth policies. In the meantime, it’s important 
for investors to do their own homework well past the point 
when their favorite news source stops reporting on a given 
story. 

See Important Information on page 14.
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After a decade of extraordinary monetary policy 
manipulation, central bankers seemed to have lost their 
mojo. Yes, they averted the extreme impact of a 1930’s style 
global depression and lifted economies out of the financial 
crisis, got banks lending again, and created asset inflation to 
bolster consumption. But now, the central bankers themselves 
are expressing profound doubt as they struggle to understand 
why economic growth is anemic and inflation is not rising as 
we exceed normalized full employment in the U.S. Their 
models are failing to yield useful information about the effect 
that interest rates and monetary policy are having on the 
economy. They are concerned that their well-intended actions 
might prove harmful to underlying economies and financial 
systems in the near future. 

The ability of central banks to resolve lingering doubts and to 
craft effective policy going forward will affect not only growth 
but also the prosperity of advanced economies. Slow growth, 
low inflation, and a lack of wage increases have put the narrow 
distribution of economic benefits, caused by “wealth effect” 
monetary policies, in the spotlight.1 Populist uprisings will 
continue to plague democracies where economic growth is 
too slow to promote higher quality employment opportunities 
and wage growth. 

Amid this crisis of confidence, Janet Yellen, chair of the U.S. 
Federal Reserve and the world’s most important central 
banker, indicated that central bankers’ “framework for 
understanding inflation dynamics could be mis-specified in 
some fundamental way.”2 Central bankers and government 
officials seem to have forgotten the repeated warnings of Ben 
Bernanke, former Fed Chairman, that monetary policy alone 
would not be enough to lift the economy to its growth potential 
— to do that, fiscal stimulus would also be required.  

Unfortunately, for the last ten years, political dysfunction in 
Congress has prevented them from passing a budget and 
providing the much needed fiscal stimulus. The good news is 
a framework for a budget has just been passed by Congress, 
and it lays the foundation for critical corporate tax reform and 
much-needed infrastructure spending. Yet, one of the key 
stumbling blocks to policy passage will be the temporary 
negative effect reduced tax revenue and increased spending 
for infrastructure will likely have on our budget deficits.  

To my way of thinking, the missing link is not just monetary 
policy, tax policy, or infrastructure spending but the proper 
allocation and use of capital resources to promote growth in a 
capitalist economic system. Private investor capital committed 
over long periods of time in companies is the lifeblood of the 
economic system. The Dot.com bear market of 2000-2002 
and the Financial Crisis bear market of 2008-2009 reduced 
private assets by $9 trillion and $14 trillion respectively.3,4 This 
reduction in capital is probably the primary reason for the slow 
growth and lack of inflation that is causing central bankers to 
second guess their policies.  

Post-Financial Crisis monetary policy has lowered interest 
rates and promoted modest growth in consumption, which 
drives 70% of U.S. GDP, but has failed to add a significant 
amount of permanent capital to the system to stimulate 
growth.5 Typically consumer spending growth rates exceed 
5.00% per year coming out of a recession as the economy 
reaches full employment and wages rise, but not this time, 
growth has only averaged 3.00%.6 

The questionable effects of monetary policy, low growth, and 
political uncertainty have also impacted another key 
component of GDP — business investment — which accounts 
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for approximately 17% of the economy.7 As worried leaders 
have held back capital spending for growth and innovation, 
business investment (a critical driver of productivity) has been 
falling for the past ten years. Sorely lacking over that time is 
the clarity on political function and policy that is needed for 
corporate boards to make these long-term investments. This 
has led many large companies to channel a significant 
percentage of net profit into buying back stock, instead of 
reinvesting in the business for long-term growth. Stock 
buybacks like this are a form of financial engineering that 
temporarily makes their investments look good.  

Government spending, which typically drives about 18% of the 
economy, has been the missing link to promoting faster GDP 
growth rates.7 Fiscal stimulus in the form of government 
spending requires budget development and passage, 
something that we have not seen since before the Financial 
Crisis. From 1990-2000 the growth rate for government 
spending averaged approximately 4.0%, and 6.0% from 
2000-2007.7 Since 2008, political dysfunction in Washington 
has compromised government spending so much that it has 
averaged less than a 2.0% growth rate — completely failing to 
support the economy’s growth potential.8 

While private capital has been negatively impacted over the 
past several decades as successive bear markets have 
imploded equity markets, we are now at an inflection point of 

opportunity to supercharge capital development in the U.S. 
without driving deficits dramatically higher. The capital power 
drivers are the Fed’s bloated balance sheet, a result of 
quantitative easing (QE), and stagnating U.S. company profits 
held offshore to avoid taxation. These treasure troves of 
combined capital represent approximately $6 trillion that can 
be used to drive capital formation in the economy and 
promote growth.9,10  

THE PATH TO GREATER BUSINESS INVESTMENT 

Profits Trapped Offshore 
The Trump tax plan includes a low tax rate of 15% to allow 
companies to repatriate the estimated $3 trillion in untaxed 
profit that is trapped offshore.9 This money in many cases is in 
bank accounts with no yield or worse yet with a negative yield, 
which means the company is paying the bank to hold their 
money. The plan also addresses the future taxation of offshore 
profits to level the playing field by removing the incentive for 
companies to keep profits offshore. 
A 15% Repatriation Tax 
The offshore loophole in the corporate tax code would be 
closed moving forward, allowing companies to pay a one-
time, low 15% tax rate to bring the money back to the U.S. 
The government would collect an estimated $450 billion in 
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new tax revenue that can be used to fund the first round of 
infrastructure spending or hurricane relief without increasing 
the deficit. This $2.5 trillion in profits can be used to stimulate 
business investment thereby funding desperately needed 
innovation and productivity increases. We can also imagine 
that a good chunk of this capital will be used to increase 
dividends and buy back stock, both of which would provide an 
immediate boost to stock prices.  

Lower Corporate Tax Rates 
Historically the U.S. has had very high corporate tax rates 
when compared to other developed nations. Trump’s tax plan 
provides a lower flat tax rate of 20% on corporate profit, 
allowing U.S. companies to be more competitive with their 
international competitors. The lower corporate tax rate will 
allow companies to reinvest more profit to drive business 
growth and productivity.  

Additional profits could also find their way into higher dividend 
payments which would make stocks more attractive, 
especially to investors close to or in retirement who need yield 
to support their incomes. Increased after-tax profits will 
instantly boost earnings per share and should be a positive for 
stock prices. Companies routinely paying the highest 
corporate taxes should enjoy the greatest benefits. We 
anticipate companies in high tax industries and small and mid-
sized businesses who generally pay taxes at the highest 
marginal rate to have the best stock performance. 

THE PATH TO INFRASTRUCTURE SPENDING WITHOUT BIGGER 
DEFICITS  

$3.5 Trillion Dollars Stuck on the Fed’s Balance Sheet  
Before the Financial Crisis, the Fed had $900 billion on its 
balance sheet to fund normal Federal Reserve Bank functions. 
Today, their balance sheet exceeds $4.5 trillion indicating they 
have about $3.5 trillion in excess balance sheet assets caused 
by QE operations.10,11 They are mystified on how to unwind 
their surplus without causing a taper tantrum, and plan to 
slowly test the markets’ tolerance by eliminating the 
reinvestment of income generated by the treasury bonds and 
mortgages they hold. We believe there is a better way to 

accomplish their goals while promoting the desperately 
needed economic growth that has been missing in this 
recovery.  

Use Fed Excess Balance Sheet Assets to Fund 
Infrastructure Spending  
As mentioned above, the money trapped on the Fed’s balance 
sheet currently is included in the bloated deficit. Over the past 
ten years, the Fed’s balance sheet has bloated the deficit from 
approximately $9 trillion to $20 trillion.12 We need to get 
creative to prevent politicians from using the same old 
budgetary process of deficit spending to achieve fiscal 
stimulus (infrastructure spending) to fix our crumbling bridges, 
roads, tunnels, and transportation.  

The Fed has done a good job of pulling the economy and 
financial system from the brink of disaster. They would be the 
likely authority to oversee a special national infrastructure bank 
that can provide a long-term funding solution for infrastructure 
funding. The Congressional budget process can allocate these 
resources just like they would under a normal budget process 
but without blowing a bigger hole in our deficits.  

The infrastructure need in the U.S. was further expanded and 
complicated by the catastrophic hurricanes that hit Texas, 
Florida, Puerto Rico, and the U.S. Virgin Islands. These 
additional costs were not anticipated and may require an 
unforeseen budgetary need of close to $250 billion or more. It 
is critical for Congress to act quickly to come up with this 
funding and how they accomplish it is vitally important for 
future generations. Will they create a vortex of debt that 
becomes unsustainable even for the U.S. economy? Or will 
they look for a creative out-of-the-box solution that can get the 
job done without increasing debt?  

We believe this strategy to repurpose the Fed’s balance sheet 
is well within their charter and original mandate. Growth 
caused by this fiscal stimulus should lift the economy to new 
levels, increasing inflation and allowing the Fed to normalize 
interest rates for the right reasons as inflation naturally rises. 
The economy could finally have the capital needed to 
supercharge growth and broad prosperity, which is just what 
the American people are hoping for.  
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TAX EFFICIENCY 

WBI’s active management process, which seeks to 
maximize return while protecting capital, can generate 
short-term capital gains in volatile markets. In WBI’s 
patent-pending Enhanced SMA, WBI allocates assets 
amongst its affiliated ETFs in which the underlying 
portfolio securities of the ETFs are actively managed. 

As transactions in the underlying portfolio securities occur 
in the ETFs and not the SMA, the SMA can experience 
increased tax efficiency. We believe this improved design 
and structure will enhance WBI’s ability to achieve its goal 
of providing an optimal blend of bear market loss 
protection and bull market return.  

THE ENHANCED SMA DIFFERENCE 

WBI is excited to offer the Enhanced SMA, which we 
view as a revolutionary upgrade to the traditional 
separately managed account (SMA). By allocating 
investments amongst the WBI Shares’ ETFs instead of 
individual portfolio securities, the Enhanced SMA may 
offer the benefits of WBI’s time-tested risk-management 
process with improved tax efficiency. 

GOALS OF THE ENHANCED SMA 

• INCREASED TAX EFFICIENCY 

• GREATER DIVERSIFICATION* 

• IMPROVED EXECUTION* 

• EXPANDED HEDGING OPPORTUNITIES* 

WHY ARE ETFS TAX EFFICIENT? 

ETFs typically accommodate inflows and outflows by 
creating or redeeming shares through “in-kind” 
transactions with broker-dealers referred to as 
“Authorized Participants” or “APs,” thereby reducing the 
investors’ exposure to capital gains on any individual 
security within the ETF. However, investors who realize a 
capital gain after selling ETF shares are subject to the 
capital gains tax. 

See Important Information on page 14.

*These goals can be produced at the ETF level of the investment.

ETF CREATION PROCESS (BUY) AP buys securities for ETF 
Creation Unit

Investor AP ETF 
SponsorCash

ETF Shares
ETF Sponsor delivers ETF 

Shares to AP

“In Kind” Transfer

No Tax

ETF REDEMPTION PROCESS (SELL)
AP delivers ETF shares to ETF 

SponsorInvestor AP

Cash

ETF Shares

ETF Sponsor delivers 
securities to AP

“In Kind” Transfer

No Tax

ETF 
Sponsor



WHAT COULD KILL 
THIS BULL MARKET? BY MATT SCHREIBER

1 RISING CONSUMER DEBT

2 NO TAX CUTS

3 FED INCREASES RATES 		 	
	 	 QUICKLY

4 TRUMP’S TWITTER

5 CORPORATE EARNINGS 		 	
	 	 RECEDE

6 MOUNTAINS OF DEBT

7 HIGH P/E MULTIPLES

8 SLOW GLOBAL GROWTH

9 BUBBLES EVERYWHERE

10 THE “CROWDED 	 	 	 	
	 	 	 TRADE”

In May, the Federal Reserve Bank of New York said that total 
household debt had reached a new all-time high of nearly $13 trillion.1 
Credit card and auto loan delinquencies have been on the rise too. It 
appears that the consumer is fatigued. If consumers spend less, this 
could significantly hamper economic growth in the United States. 

If tax cuts do not pass through Congress this year or early next, we 
expect consumer optimism and spending to fade. In addition, 
business investment will likely pull back from the recent renaissance 
causing economic production to slump. Wage growth will also remain 
stagnate. A decrease in consumption will cause corporate 
fundamentals to revisit the seven consecutive quarter slide in 
earnings from Q4 of 2014 to Q2 of 2016.2 Prices may not overcome 
bad earnings next time. 

The Fed under Janet Yellen slowly raised rates in recent years. 
Fortunately, the creep higher in rates did not tax the economy enough 
to dip back into recession. However, if the new Fed Chairman’s hikes 
are too quick, the 2% average GDP growth since the last recession 
could quickly evaporate into stock market storm clouds. Weak growth 
and quick rate hikes caused a retrenchment of economic growth 
during the Great Depression. 

The President’s Twitter has undoubtedly been a distraction in 2017. If 
the President’s tweets cause further distraction and political 
divisiveness, then his pro-economic agenda may die. If the pro-growth 
agenda perishes, then this market may also die too. 

With 455 companies reporting Q3 earnings as of writing this, 7 S&P 
500 sectors have positive earnings and 4 are in negative territory. Last 
quarter, all 11 sectors finished with positive growth.3 The coming 
quarters will be tough for companies to beat due to the stronger 
earnings during the second half of 2016. Companies have already 
adjusted forward guidance lower to manage expectations that they 
might not beat. With interest rates likely to rise in the next quarter or 
two, the days of leveraging debt to engineer earnings per share seek 
to be numbered. 

U.S. consumer household debt has reached an all-time new peak. The 
U.S. government has unprecedented levels of debt over $20 trillion. 
China’s central banking chief recently warned the world to be wary of 
dangerous levels of government debt.4 

The S&P 500 has a trailing 12-month P/E of nearly 25. The long-term 
historical average is 15. A reversion to mean for whatever reason is 
about a 40% correction.5 

If you thought 2% average growth is bad in the United States, the rest 
of the world is behind the U.S. 

There has not been meaningful inflation in recent years. The Fed is 
flabbergasted as to why inflation has not been more prevalent. 
Instead of traditional inflation measure, asset prices in stocks and 
home prices have ballooned. If the Fed raises rates and unwinds the 
balance sheet quickly, home values in the United States and abroad 
may soften, homebuilding and improvements may slow, and the 
consumer may start to pump the brakes. Debt bubbles have also 
been on the rise around the globe. Without stronger growth, these 
asset bubbles could burst with a resounding pop. 

Look, you can say that passive ETFs have not led to the crowded 
trade all you want. But, the fact of the matter is that as more people 
push toward passive investments, they are all investing in the same 
stocks. In addition, the largest companies make up a lot of the index. 
The top 50 performing stocks in the S&P 500 ETF account for 74% of 
the return.6 In the MSCI World ETF, 36 of the top 50 performing names 
are the same as the S&P 500. The top 50 account for about half of the 
return this year.
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A LOOK BEYOND THE 
20 LARGEST S&P 500 
COMPANIES COULD 
SAVE YOUR  
PORTFOLIO 
BY MATT SCHREIBER


“FAANG” is catchy, but it’s not just this handful of stocks that 
should concern investors. The 20 largest companies of S&P 
500, a list that includes FAANG companies (if you replace 
Netflix with NVidia) as well as companies like Boeing, Visa, 
Johnson & Johnson and Home Depot, produced a year-to-
date return of 7.46% — almost half of the index’s 16.56% 
return.1 

These companies make up a sizable chunk of the index, so 
they drive the bus — if they perform well, the market does 
well. This creates two problems: first, it leads to senseless 
index weighting. For months, I’ve warned investors that many 
passive ETFs — including SPY, which invests in the entire S&P 
500 index — are capitalization weighted, meaning the largest 
companies disproportionately impact index and ETF returns. 
Investors who own a range of passive ETFs are often under 
the impression that their portfolios are more diversified than 
they really are. Should the stock market take a turn for the 
worse, the 20 largest companies would have a seismic impact 
on the entire S&P 500 — and the investors who rely on 
passive ETFs would be hit the hardest. 

Second, focusing on the 20 largest companies gives the 
impression that the market is performing better than it is. If you 
ignore the top 20 companies in the S&P 500 and instead look 
at the remaining 480 companies, their 9.10% contribution to 
return is evidence that the broader market is exceptionally 
weak. In other words, only 54.95% of the return comes from 
96% of the index constituents.2 

Here are the other signs that the market may be nearing its 
breaking point:


• GDP growth has been just around 2% this year, 
which is nothing to write home about.3 Worse, the 
most recent state-by-state GDP figures — from Q1 
2017 — showed slowdowns in growth in some of the 
largest U.S. economies, including California, New 
York, New Jersey and Washington, D.C.4 

• Consumer debt is at an all-time high, reaching 
$12.8 trillion in August of this year and 
surpassing the previous record set in 2008. Other 
economic indicators like consumer sentiment, 
however, suggest that consumers are close to tapping 
out.5 A new report from the Federal Reserve found 
that consumer borrowing has increased 4.2% this 
year, a significant slowdown from 7% over the past 
three years.6 Why does all this matter? Consumer 
spending accounts for roughly 70% of the economy, 

and certain names in consumer discretionary — for 
example, big box stores — would suffer from eroded 
confidence. 

• At an all-time high, stock buybacks have created 
inflated asset prices. Companies at the top of the 
S&P 500, but also in the middle, have taken 
advantage of this loophole for the past 2-3 years 
because a company’s valuation looks more attractive 
when it’s spread across fewer shares. Having 
leveraged buybacks to the hilt, companies have now 
exhausted this option and set expectations early for a 
softer earnings season in Q3. 

• Perhaps most troubling, Fed Chair Janet Yellen 
recently admitted that she and her Fed 
colleagues overestimated the strength of the 
labor market, wage growth and inflation, which 
the Fed has used to justify raising interest rates. 

Despite Chair Yellen’s admission that they misjudged 
the economic conditions that are crucial to their 
decision-making, another rate hike before the end of 
the year remains all but certain. 

Things look pretty bleak, don’t they? There is one saving grace 
that could keep a market downturn or recession at bay: tax 
reform. Corporate tax cuts and repatriation would encourage 
companies to reinvest the $3 trillion they’re holding overseas 
into their businesses — how could that not spur economic 
growth?7 Lowering personal taxes, especially for the middle-
class, would alleviate many consumers’ financial worries, 
thusly encouraging them to spend. 

Maybe lawmakers can help, or maybe not. Congress has yet 
to show Americans it can arrive at bipartisan agreements on 
policies that would give the economy the real shot in the arm it 
needs. In the meantime, investors should take a second look 
at their portfolios — especially if they own passive ETFs — and 
make sure they’ve adopted risk management measures that 
will protect them from a market downturn or recession. 
Investing heavily in the 20 largest companies gives the false 
impression that the market, and with that the economy, is 
stronger than it is, and the consequences of such ignorance 
can be costly. 

See Important Information on page 14.
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Throughout 2017, the acronym FAANG – 
Facebook, Apple, Amazon, Netflix and 
Google – has dominated headlines and 
has become emblematic for a tech boom 
that may have run its course. FAANG 
stocks have a history of both generous 
and disappointing returns, and their 
success is dependent on consumer 
spending. To some investors, their 
meteoric rise and seemingly unshakeable 
dominance are eerily reminiscent of the 
lead-up to the Dot.com bubble burst in 
2000. 



DO YOU NEED INCOME? 
RETIREMENT INCOME

Systematic Withdrawals For Retirement Income 
Hypothetical Initial Investment of $1,000,000 
$50,000 Annual Income Withdrawals* with a 2.5% Upward Adjustment Annually 
2000-2016

When you retire, your portfolio will need to generate income that keeps pace with inflation. Your portfolio will have to 
grow over time while keeping down market losses to a minimum. Managing a retirement strategy successfully can be 
one of the most difficult tasks for an investor or money manager. Over two decades ago, WBI developed the Retirement 
Income strategy to help investors retire successfully and achieve their goals in retirement.

Let’s see how WBI’s Retirement Income strategy fared against passive indexes over the last 17 years.

TAME THE BEAR. RUN WITH THE BULL.®

Data provided by Morningstar, Net of Fee, 2017. Blended Index: 50% MSCI World TR Gross Index/50% Barclays U.S. Aggregate Bond TR Index. Indices are unmanaged 
and may not be invested in directly. *Income withdrawals taken monthly.

Capital Preservation in Retirement
We feel that protecting capital in retirement is extremely critical to long-term success. Selling shares as prices decline can cause 
compounding to turn against investors by accelerating the liquidation of capital. Avoiding large losses during bear market declines 
reduces the need to sell an increasing number of shares as prices decline to generate income. WBI's Retirement Income Strategy is 
designed to provide investors with relatively high current income, a rising income stream to keep pace with inflation, and active risk 
management to protect capital from large losses in bear market cycles. 

$946,002

$772,020

$644,184

Past performance does not guarantee future results.
Performance is that of our Retirement Income Composite, comprised of three Retirement Income model strategies. Prior to 8/25/2014, the Composite includes only accounts 
invested in a model implemented through the use of individual securities. On 8/25/2014, the Composite added a model implemented through the use of 10 Affiliated ETFs (the 
“Initial ETFs”) but is otherwise substantially similar. On 7/25/2016, the Composite added a third model, also implemented through the use of the Initial ETFs, plus an 11th Affiliated 
ETF, and remaining substantially similar. The Affiliated ETFs do not have performance history of comparable duration; therefore, performance of the two models implemented 
through Affiliated ETFs could have been better or worse over the same time period and is not indicative of future performance.
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MSCI World Blended Index WBI Retirement Income SMA

WBI Retirement Income Blended Index MSCI Index

Total Income* $1,043,570 $1,043,570 $1,043,570

Ending Capital Value $1,086,727 $531,999 $5,068

Total Benefit $2,130,297 $1,575,569 $1,048,638

Ending Capital Value

$1,086,727

$531,999

$5,068

See Important Information on page 14.



IMPORTANT INFORMATION
Past performance does not guarantee future results. The views presented are those of Don Schreiber, Jr. and Matt Schreiber, and should not be construed as 
investment advice. This is not an offer to buy or sell any security. No security or strategy, including those referred to directly or indirectly in this document, is suitable for all 
accounts or profitable all of the time and there is always the possibility of loss. WBI Enhanced SMA® Program accounts are subject to investment risk, including the 
possible loss of principal amount invested. The ETFs used in WBI Enhanced SMA Program accounts may invest in other ETFs, mutual funds, and Exchange-Traded Notes 
(ETNs) which will subject the account to related additional expenses of each, and the risk of owning the underlying securities held by each. Investment risks may include 
but are not limited to: market, economic, political, interest rate, currency exchange, leverage, liquidity, credit quality, model, portfolio turnover, trading, REIT, 
nondiversification, concentration, commodities, options, new fund, and client specific restrictions. You should not assume that any discussion or information provided here 
serves as a substitute for personalized investment advice from WBI or from any other investment professional. If you have any questions regarding the applicability of 
specific issues discussed to your individual situation, please consult with WBI or your chosen professional advisor. This information is compiled from sources believed to be 
reliable, accuracy cannot be guaranteed. Information pertaining to WBI’s advisory operations, services, and fees is set forth in WBI’s Form ADV Brochure, a copy of which is 
available upon request.  
WBI has an inherent conflict of interest in investing in or recommending Affiliated ETFs as follows: 1) WBI and its affiliates receive management fees from Affiliated ETFs. To 
avoid receiving two layers of management fees in those situations where clients invest in Affiliated ETFs through SMA and Platform accounts, WBI will either: (i) waive the 
management fee charged at the account level; or (ii) credit the portion of the management fees paid by the Affiliated ETFs to WBI and its affiliates with respect to an 
account’s investments in Affiliated ETFs against the account-level advisory fees the account owes WBI, and 2) WBI’s affiliated broker-dealer, Millington Securities, Inc., 
receives commissions and other compensation (including payment for order flow) for transactions effected on behalf of the Affiliated ETFs. Trades WBI places through 
Millington will be subject to WBI’s duty of best execution and applicable law.  
Net of Fee Performance (NOFP) reflects actual performance after deducting investment management fees, brokerage commissions, and other expenses and includes 
reinvestment of dividends and other earnings. NOFP was restated effective December 31, 2014 to deduct only the highest investment management fee of 1.00% charged 
by WBI. NOFP no longer reflects the deduction of the additional asset-based service fees or other fees (of up to 1.50%) charged by solicitors or introducing advisors; when 
compounded over a period of years, these would decrease returns. Information about these additional asset-based fees is available through the client’s solicitor or 
introducing advisor.  
MSCI World TR Gross Index: captures large and mid-cap representation of 23 developed markets with 1,653 constituents, covering approximately 85% of free-float 
capitalization of each country. MSCI makes no express or implied warranties or representations and shall have no liability whatsoever with respect to any MSCI data 
contained herein. The MSCI data may not be further redistributed or used as a basis for other indexes or any securities or financial products. This report is not approved, 
endorsed, reviewed, or produced by MSCI. None of the MSCI data 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. Barclays U.S. Aggregate Bond TR Index: a component of the U.S. Universal Index and covers the USD‐
denominated, investment‐grade, fixed‐rate, taxable bond market of SEC‐registered securities. S&P 500 TR Index: includes a representative sample of large-cap U.S. 
companies in leading industries where all cash payouts (dividends) are reinvested automatically. P/E: Price-to-earnings ratio. 
Benchmark performance does not include the deduction of transaction and custodial charges, or the deduction of an investment management fee, which would likely 
reduce indicated historical performance results. Because the strategy involves active management of a potentially wide range of assets, no widely recognized benchmark is 
likely to be representative of the performance of any managed account. Therefore, WBI managed accounts may own assets and follow investment strategies which cause 
them to differ materially from the composition and performance of the benchmarks shown on performance or other reports. Benchmark indices are unmanaged and may 
not be invested in directly.  
WBI’s Retirement Income SMA is one of six separately managed accounts currently offered by WBI. Other strategies may have different results.  
This material has been prepared for informational purposes only, and is not intended to provide, and should not be relied on for tax, legal, or accounting advice. You are not 
permitted to publish, transmit, or otherwise reproduce this information, in whole or in part, in any format to any third party without the express written consent of WBI 
Investments, Inc. 

As of 9/30/17 1 Year 5 Year 10 Year Since Inception

Retirement Income 9.32% 4.10% 4.65% 5.93%

Blended Index 9.11% 6.88% 4.91% 6.83%
Source: Morningstar, Net of Fee, 2017. Annualized for periods of 1 year or more.4 Bloomberg, 2017. 
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