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Financial product innovation continues for global investors, and 
2017 has been a highly successful year for the continued launch of 
“smart beta” investment products. 

In February 2016, I discussed the explosive growth of passive 
investing in an article titled “The ETF Phenomena.” Smart beta 
exchange-traded funds straddle active (“alpha” strategies) and passive 
(“beta” strategies) investment management and enable different risk/
return factors and results.

The contemporary investor appetite is voracious as firms such as 
BlackRock, Franklin Templeton, Goldman Sachs and others rush to 
market with smart beta investment options. It is estimated that 
smart beta funds account for nearly $571 billion of the 
$4 trillion invested in the global ETF market. The 
first smart beta funds were launched in 2003, 
although institutional investors have been 
applying this strategy since the 1970s.

The ETF industry traditionally has been 
dominated by products based on market 
capitalization weighted indexes (“beta” 
products) that are designed to represent 
the broader market or a particular segment 
of the market. Smart beta indexes attempt to 
select stocks that might have better risk-return 
performance than the overall market by using various 
fundamental screens and factors such as sales, earnings, 
book value, dividends, cash flow and stock price volatility to create or 
improve on the traditional indices. The goal of applying these factors 
is to design a smart beta product that will outperform “simple beta” 
market cap weighted funds, such as the S&P 500 ETF.

The merits of including smart beta ETFs in a portfolio include:
• Efficiency. It enables investing in thousands of stocks with a 
particular risk/return profile in a simpler and less-costly manner 
than using mutual funds and other actively managed funds, which 
have higher costs and higher probability of underperforming the 
broader market.

• Different investment outcomes. Traditional ETFs (“beta” 
products) weight the inclusion of stocks based on their market value 
or by market capitalization. Instead of ranking stocks by market cap, 
smart beta ETFs construct indexes based on certain traits or factors 

that include volatility, quality, value, momentum and company size. 
By applying these factors, outcomes such as reducing risk and/or 
enhancing returns can result.

• Investment costs. Fees for smart beta products are considerably 
lower than actively managed strategies and mutual funds but typically 
slightly higher than traditional ETFs.

• Diversification. Smart beta ETFs are nimble investments that can 
provide broader exposure to various sectors but also apply certain 

factors such as reducing stock price volatility, enhancing stock 
yields in an efficient manner.

• Pre-specified risk/return attributes. Smart 
beta products create customizable risk/return 

for portions of a portfolio. For example, smart 
beta research concludes that constructing an 
index of lower-volatility stocks actually can 
outperform the higher-volatility stocks, over 
certain market periods. Considerable academic 

research has been conducted since the 1970s 
by firms such as Barra studying the impact of 

factors on long-term equity performance. This 
exhaustive research serves as the analytical rationale 

for incorporating smart beta strategies into portfolios. 

Use a knowledgeable investment advisory team to explore the fit 
of smart beta strategies into a portfolio. Risk/return attributes need to 
be understood to set investor expectations, as smart beta investments 
can underperform during certain market conditions, and not all smart 
beta strategies will deliver superior investment results. There are 
currently more than 500 smart beta investment products with new 
ones being created regularly, requiring careful research and guidance 
in the selection process. Smart beta solutions might be quite smart for 
your portfolio, with proper advice and guidance. ¿
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You lead your organization. You have many stakeholders, 
people you serve, people you rely on.

One question we love to ask is, “Who comes fi rst?” A lot of 
folks say the customer does. “Without the customer, we don’t 
have cash. No cash, no one gets paid. Focus on the customer!”

Others say the shareholder. “We answer to the shareholder. 
They invested in us. They deserve a great return. When we 
want to expand, we need them. Focus on the shareholder!”

At SFBW’s latest “CEO Connect” event, we were 
entertained and motivated by Teddy Morse. There he was, 
in front of other leaders—potential customers; it was at the 
Cadillac dealership—and he suggested that his priority was 
clear. He said he focuses on his team. Without them, his 
company wouldn’t have, serve or keep its customers. Without 
customers, shareholders see no return. And he didn’t apologize.

Rock on, Teddy.
Think about it: When we do business with another company, 

what does that mean? Who or what is that company? The cars? 
The buildings? The statements/invoices? The replacement 
parts? No, that company is the people we interact with—the 
human beings who let us know who they are, how they are 
treated, and how they feel about the company they work for, 
by the way they treat us.

The dean of personal development trainers, Zig Ziglar, 
said this at a seminar I attended 35 years ago: “Show me how 
your people are being treated, and I will show you how your 

customers are being treated. Show me how your customer is 
being treated, and I will show you how your people are being 
treated.” 

In today’s world of low-overhead, direct-to-consumer 
marketing, one of the key metrics for all businesses is customer 
acquisition. That’s not an area of my expertise, but common 
sense tells us that keeping existing clients is a lot less costly than 
acquiring new customers. And research suggests that people 
who suffered a bad interaction were 50 percent more likely to 
share it than those who had good experiences and 52 percent 
more likely to share it on an online review site such as Yelp.

What makes those experiences? Your people. 
As Morse said, he rarely sells or services a car these 

days. But his team sold $1.6 billion worth of cars in 2016. 
They served the customers in many ways—sales, service, 
accounting, keeping the spaces clean, and more.

Great businesses become great from the inside out. The 
founder has a vision and a mission. His or her people share 
that vision. As the business grows, it must fi nd ways to have 
that mission and passion be refl ected in all that it does for its 
customers and shareholders. The business is its people. They 
create sustained success from the inside out.  

Who’s on fi rst? Your people. Without them, no one scores. ♦
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