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How to Talk to Your Clients About .... Smart Beta

There has been so much talk lately about “smart beta,” it’s easy for
investors to be confused. Beta is a measure of whether an investment is
more or less volatile (i.e. “risky”) than the overall market. Pursuing “smart
beta” means trying to achieve returns that are commensurate with the
overall market at a comparatively low cost, such as by using ETFs. So how
can investors capture smart beta?

e ETFs that are not market-cap weighted can be an efficient way to
capture beta rather than simply replicating an index.

e Smart beta ETFs are created by apply certain “rules” to a universe of
stocks—e.g., identifying stocks that are low volatility, have dividends
higher than X percent, are classified as growth (or value) stocks, etc.

e Applying these rules (known as “factors”) is not a new strategy; it’s
been done in mutual funds for years to create funds that fit within
specific “style boxes.” Now, this strategy is being applied in ETFs,
allowing investors to pursue smart beta, while gaining the
transparency, liquidity, and cost-efficiency associated with ETFs.

At Astor, we use “smart beta” ETFs as we construct portfolios using our
fundamentally driven approach. Based on the prevailing economic trend, as
determined by the Astor Economic Index®, we increase or decrease equity
(beta) exposure in our portfolios as we pursue our objective of deliver
smoother, solid returns across the economic cycle.
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