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Investment Strategy and Process 
The George Mason University Student Managed Investment Fund operates under a value-based 
investment approach. The Fund currently manages roughly $250K and is diversified across six 
sectors that provide a benchmark for comparative analysis against the S&P 500 Total Return, our 
funds benchmark index. The Fund’s investment strategy seeks to preserve and enhance assets 
over time by outperforming the benchmark index, while minimizing risk and transaction costs. 
The Fund’s goal will be met by assessing future economic conditions, including inflation and 
interest rate levels when determining investment positions within the portfolio. 

The fund is actively managed by both the investment and risk committees alongside student 
analysts and we aim to change our positions only at the end of each semester, as stated by our 
Investment Policy Statement. Our process begins at the beginning of the semester when student 
analysts are assigned a specific sector within the S&P 500. Once each sector has been assigned to 
a team of analysts, the semester starts with each group analyzing the performance of the holdings 
picked within their sectors from the previous semester. This allows our analysts to become familiar 
with the methodology of previous analysts as well as identify key drivers within their sectors. This 
preliminary research gives our analysts the opportunity to begin to identify holdings that they 
may wish to remove.  

Once past performance has been sufficiently reviewed, our analysts will conduct a macro-level 
analysis of their individual sectors, the S&P 500, and various global markets. This process gets 
each team more familiar with their respective sectors and allows them to identify domestic and 
global macro-economic risks to be used in future analysis. This allows analysts to identify key 
catalysts within their sectors that will help them avoid firms that may remain undervalued for 
long periods of time. At this point our analysts begin to identify potential firms that they may wish 
to add to the portfolio at the end of the semester. 

After each team of analysts concludes which holdings they would like to remove from their sectors, 
and their respective replacements, they will present their findings to the class. At this point the 
class will then vote whether to accept the changes proposed by each sector, or to hold the current 
position. Additionally, the class can vote to move the position into a sector ETF if they do not find 
the current position, nor the proposed changes made by the presenting team to be in-line with our 
investment objectives. Holdings being added to the portfolio cannot represent more than a 5% 
weight of our total holdings as stated by our Investment Policy Statement.  
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Financial Highlights 
The GMU SMIF performed remarkably well over the past 6 months, thanks especially to a strong 
Q3 2019. Strong jobs reports, earnings, and deescalating trade tensions enabled our portfolio to 
continue to capitalize on this ten-year bull market. Our portfolio had a standard deviation of 
11.95%, a Sharpe ratio of 1.88, and a Treynor measure of 0.246. The portfolio had a beta of 0.910, 
demonstrating a decrease in overall systematic risk. The portfolio exhibited a more normal 
distribution of returns than its benchmark, the two having a skewness of -0.919 and -1.060, 
respectively. This paints a picture of the S&P 500 over the past year, witnessing more frequent 
marginal gains, coupled with few but heavy losses. The portfolio recorded a Jensen alpha of 5.40%, 
indicating that the fund performed very well relative to its benchmark on a risk-adjusted basis. As 
far as risk is concerned, the GMU SMIF has a VaR of $2,552.96, which indicates we are 90% 
confident that our worst daily loss will not exceed $2,552.96. The fund closed the year with a 
market value of $264,776, compared to its value of $238,228 on July 1. 

Performance Analysis 
Overall, we outperformed our benchmark by about 130 basis points over the period 7/1/19-12/31/19, 
as the fund returned 11.34%, in comparison to 10.05% for the S&P 500. The biggest contributor to 
this outperformance was our Industrials sector, as it saw a 9.76% increase over the period, 
compared to its benchmark’s (XLI) return of 6.30%. Raytheon (+29.81%) and Kansas City Southern 
(+24.86%) played a large part in this sector’s success. Other notable contributors to our 
outperformance were the Utilities (+15.43% vs. benchmark’s +10.52%) and Consumer 
Discretionary (+7.70% vs. benchmark’s +4.11%) sectors. The worst performing industry was 
Information Technology, as it posted a 10.76% gain compared to the benchmark’s 16.58%. Cisco (-
13.35%) was the biggest contributor to this underperformance, and its poor earnings call resulted 
in us having to remove the position from the portfolio. 

 

 

  



       

  GMU SMIF 
2019 SEMI-ANNUAL REPORT 

Investment Outlook 2020:  
 
U.S. Economy has returned to slower growth, but should avoid recession in 2020. The greatest risk 
of downturn possibility is centered around reduced hiring, trade uncertainty, and slow growth 
outlook. 2020 poised to be a volatile year for the markets dominated by political risk in the United 
States and abroad.   
  
US Stocks had a fantastic year in 2019, with the S&P 500 climbing 29% but the performance came 
with high volatility and uncertainty for the Student Managed Investment Fund. The market has 
been fluctuating drastically in recent months, for a few plausible reasons. One attribute that has 
led to high volatility is the US China Trade deal. Trade talk and uncertainty around a deal have 
confirmed that the trade headlines continue to drive large market swings. Despite signs of de-
escalation in trade war with a phase one deal, the threat of tariff hikes will remain through 2020, 
reducing imports, exports, and investment spending. 
  
In addition to the trade war with China, what happens in Washington will have an impact on the 
economy in 2020. Regarding the 2020 US elections when selecting a Democratic nominee for 
president, investors will be interested in the candidate’s proposal on corporate tax, regulations, 
and health care. Much of this year investors will be anticipating the November election for both 
the presidency and control of congress. 
  
Another component that has widely impacted the market is the Federal Reserve’s 2019 rate cuts 
should support stock prices, as well as rate sensitive areas in the economy. We expect the Federal 
Reserve Chairman, Jerome Powell to leave rates unchanged throughout this year. The Fed’s 
determination to ignore political pressures in the face of administration criticism provide a further 
rationale of no policy change during the election year. 
  
The GDP per capita is $55,100.00, the highest it has ever been. The U.S. GDP Growth estimate is 
1.8% in 2020, versus an estimated 2.3% in 2019 on a 4Q basis. The pace of U.S. growth is stable 
but slowing after years of above average expansion. Slow economic growth should translate into 
slow employment growth, with monthly job gains of around 130,000 in 2020 compared to 170,000 
in 2019. The strongest part of the U.S. economy should continue to be consumer spending. We 
expect disposal income to climb around 2%, as investment spending will remain slow moving as 
companies deal with uncertainty in trade tensions and a slowing economy. 
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GMU SMIF Sector Reports: 
GMU SMIF is comprised of six sectors that represent the benchmark for a comparative analysis. 
Each sector is tightly analyzed below in the following reports. These reports include current 
holdings, sector performance during the analyzed period, along with statistical highlights and 
upcoming investment expectations. The six sectors represent the benchmark are: energy, 
consumer, healthcare, industrials, financial, and technology presented in that order in the 
following six pages.  
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 Energy & Utilities Sectors 
Written By: Sufia Abdul Rauf 

 

Sector Performance 

Due to our active selection of stocks, the fund was able to reduce the impact of the downturn in the energy sector by 
25bps compared to market. The overweight on utilities while reducing our holdings in energy allowed us to 
outperform the energy and utilities sectors by 5.17%. 

Sector Summary 

The energy and utilities sectors make up 7.93% of the portfolio. The fund sold off ConocoPhillips and Occidental 
Petroleum, substituting with .29% of Philips 66 as well as 1.04% of XLE to conform with the IPS. For utilities, we 
overweighed our portfolio compared to XLU; buying the Virginia-based utility company Dominion Energy and 
increasing our holdings of NextEra to counter the dismal year in the energy sector. 

Upcoming Investment Expectations 

With the culmination of the trade war between China and the USA, we expect oil prices to stabilize which presents 
an opportunity for oil companies to perform well in the coming months. The aforementioned political environment 
compounded with several oil companies repurchases of stocks reaffirms our belief that there is an opportunity 
within the energy market to be found. Utilities sector on the other hand is a defensive sector and the uncertainty of 
the upcoming presidential election makes this a safe sector to invest in. We are holding an overweight defensive 
portfolio within these sectors until we can find an opportunity we feel confident in investing in within the noise of 
political election. 

Statistical Highlights: 

Sector Value: $ 19,965.20 
% of Portfolio Allocated: 7.93% 
 

Energy & Utilities Sector  Weight HPR 
PHILLIPS 66 0.29% -1.00% 
ENERGY SELECT SECTOR SPDR 1.04% -7.27% 
DOMINION ENERGY INC 2.92% 9.99% 
NEXTERA ENERGY INC 3.68% 20.01% 
Total 7.93%  
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 Consumer Sector 
Written By: Ryan Morris  

 

Sector Performance 

Over the period 7/1/2019-12/31/2019, the fund’s Consumer Discretionary Sector outperformed its benchmark by 
3.59% (+7.70% vs. XLY’s +4.11%), while our Consumer Staples Sector underperformed its benchmark by 5.07% 
(4.27% vs. XLP’S +9.33%). Within the Consumer Discretionary Sector, Lennar (+16.21%), TJX (+9.92%), and 
Tapestry (+5.97%) posted solid gains, whereas Amazon (-3.87%) was the only position to underperform the index. 
Within the Consumer Staples Sector, Constellation Brands (-6.99%) serves as the primary reason for our 
underperformance, as Walmart (+8.44%) and Costco (6.28%) posted respectable gains. 

Sector Summary 

Over the period 7/1/2019-12/31/2019, the fund’s consumer sector as a whole outperformed the S&P 500 by 29 basis 
points. This outperformance was limited in large part by Constellation Brands. Although Constellation Brands was 
one of our top performers in the first half of 2019, its investment in Canopy Growth caused its stock value to 
plummet in October and November. Although we were optimistic that this investment would eventually turn 
around, its stock eventually dropped below 20% relative to the S&P 500 and XLP, so the entire position was sold. 
Lennar, Corp. was the sector’s best performer, as its price rose 16.21% over the period. Walmart, Inc. was another 
strong performer (8.44% over the period), but we sold 40% of our position in order to lock in gains and further 
diversify our Consume Staples Sector. In December, we sold our position in TJX and purchased shared of Tapestry, 
Inc., on the belief that the market was overreacting to the trade tensions with China, and pricing in the worst-case 
scenario as a result. 

Upcoming Investment Expectations 

With global uncertainty near an all-time high, we are significantly more bullish in the Consumer Discretionary 
Sector than we are in the Consumer Staples Sector. Investors have fled to less-risky investments over the past year, 
and as a result have driven up the price in Consumer Staples. We believe that our large concentration in XLP will 
limit underperformance in this sector and will be looking for an undervalued company in Consumer Staples over the 
following months. In the Consumer Discretionary Sector, we are confident that the rollback of Chinese tariffs will 
have a positive impact on Tapestry’s earning call in February, which should result in solid gains.  

Statistical Highlights: 

Sector Value: $41,777 
% of Portfolio Allocated: 16.5% 
 

Consumer Sector Weight HPR  
AMAZON.COM, INC 4.2% -3.87% 
LENNAR, CORP. 4.2% 16.21% 
SPDR CONSUMER STAPLES 
SELECT 3.0% 3.12% 
TAPESTRY, INC. 3.0% 5.97% 
WALMART, INC. 2.1% 8.44% 
Total 16.5%  
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 Healthcare Sector 
Written By: Sufia Abdul Rauf and Mike Braaten 

 

Sector Performance 

It is our belief that political forces; reforms to the insurance ecosystem, scrutiny of the pharmaceutical industry, 
amongst other forces, have contributed to recent underperformance of the health care sector. Nonetheless, we were 
able to greatly outperform the market by 12.78% to a total of 23.95% return due to active management with the 
return making up 1.36% of the fund’s total portfolio return. 

Sector Summary 

The SMIF discarded Pfizer and UnitedHealth Group, buying XLV as a stop-gap measure to be in line with the 
clauses outlined in our IPS. We invested 2.4% of the portfolio into Stryker Corporation (SYK). The medical 
technology firm presented an opportunity to gain exposure to an industry that we feel is sheltered from political 
headwinds affecting the health care sector in the United States and present stable, long term growth opportunities 
as an aging population begins to require more health care services. 

Upcoming Investment Expectations 

Health care is a highly regulated industry that has significant exposure to political risk in the United States in the 
form of major shifts in government policy. Uncertainty in the outcome of the 2020 election cycle, and the subsequent 
regulatory changes should a power shift occur, have led to mis-pricings in the market. Given that the election is 
almost a year away and the binary outcome is impossible to predict with any certainty, we cannot recommend 
investment in the insurance or pharmaceutical industries and recommend that the health care sector allocation 
within the SMIF remain underweight with respect to the benchmark (14% in S&P500 versus 10% in SMIF). 
However, we believe that exposure to the Health Care Equipment and Supplies industry in the health care sector 
has potential for benchmark-beating performance with respect to health care sector performance over the next six to 
twelve months. 
 

Statistical Highlights: 

Sector Value: $26,436.28 
% of Portfolio Allocated: 10.5% 
 

Health Care Sector Weight HPR  
BRISTOL-MYERS SQUIBB CO 3.6% 41.38% 
STRYKER CORP 2.4% 3.60% 
HEALTH CARE SELECT 
SECTOR 4.5% 15.94% 
Total 10.5%  
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 Industrials & Materials Sectors 
Written By: Sufia Abdul Rauf  

 

Sector Performance 

The industrials and materials sectors have brought a total 13.4% return correlating to a 1.37% addition to the 
portfolio return. The industrials sector has outperformed its market counterpart by 3.46% while materials return 
deviated by 6bps within their respective holding periods. 

Sector Summary 

Fund analysts redistributed the weightings within these two sectors to better reflect market conditions. As these 
sectors are oligopolistic in nature, we reduced Boeing’s weight, and sold the Sector ETF in its entirety to fund our 
stock buy of TransDigm. TransDigm was bought to hedge against Boeing and limit our downside risk from company 
specific concerns that have been attached to Boeing. We further invested 2.3% of our portfolio into Royal Gold, a 
mining royalties company as an investment in the materials sector. 

Upcoming Investment Expectations 

Since the beginning of the China-United States trade-war on January 22nd, 2018, the overall volatility as depicted 
by the VIX Index has increased and appears inversely correlated to the returns of the Industrials sector and the 
Materials sector. With tariffs, quotas, and general cost competition, companies within these manufacturing heavy 
sectors are impacted by these macro-level decisions from the trade war. Furthermore, these sectors could be 
impacted by funding mandates implemented by the winning Presidential party in the upcoming elections. 
Consequently, an increase or decrease in Department of Defense spending will have an impact on the Aerospace and 
Defense subsector. Historically, Presidential elections have benefited the Aerospace and Defense subsector and 
companies within the subsector have had positive gains. 

Statistical Highlights: 

Sector Value: $38,100.05 
% of Portfolio Allocated: 15.1% 
 

Industrials & Materials Sector Weight HPR  
BOEING CO/THE 2.2% -7.5% 
HONEYWELL INTERNATIONAL 
INC 2.5% 1.1% 
KANSAS CITY SOUTHERN 3.4% 24.9% 
RAYTHEON COMPANY 3.0% 29.8% 
TRANSDIGM GROUP INC 1.8% 4.8% 
ROYAL GOLD INC 2.3% 3.6% 
Total 15.1%  
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 Real Estate & Finance Sectors 
Written By: Sufia Abdul Rauf  

 

Sector Performance 

The Real Estate & Finance Sectors have given a 28.22% return within the holding period. We have gained excess 
returns of 5.89% within the real estate market which led to outperformance of 9.42% across the two sectors. This 
gain was driven by overweighting the real estate sector and active selection of stocks. 

Sector Summary 

The Real Estate & Finance Sectors represents 20.3% of the current SMIF portfolio. We have done a major 
redistribution within the Real Estate & Finance Sectors. We minimized our positions as described in the stock 
allocation table below:  

Stock Allocation 
Purchased Weights Minimized Divested 
Life Storage Inc CBRE Group Goldman Sachs 
Crown Castle Essex Property Trust Inc  
American Express Co Healthpeak Properties Inc  
 Synchrony Financial  

 

Upcoming Investment Expectations 

We project stable returns within the self-storage subsector due to increased demand for self-storage, trend of 
positive rentals and negative homeownership, and self-storage subcategory resiliency to market turbulences. 
Additionally, REITs are an attractive subcategory of the real estate sector as it provides great dividend yield and 
stable growth. With foreseeable 5G advancements, increased server storage needs, and other advancements 
requiring infrastructures, the REIT market is one that we believe will be steady amidst the volatility other equities 
exhibit, which prepares us for the uncertainties we face in the market. 

Statistical Highlights: 

Sector Value: $50,486.41 
% of Portfolio Allocated: 20.3% 

 

  

Real Estate & Financials Sector Weight HPR  
 CBRE  1.8% 16.61% 
 ESSEX PROPERTY  0.6% 3.60% 
 HCP   1.6% 11.53% 
 CROWN CASTLE 0.5% 6.25% 
 LIFE STORAGE 1.2% 0.02% 
 AMERICAN EXPRESS COMPANY 0.3% 5.25% 
TRUIST 3.0% 15.68% 
 CITIGROUP   3.0% 14.57% 
 JPMORGAN CHASE  2.3% 24.49% 
 PNC  4.2% 16.07% 
 SYNCHRONY  1.7% 1.05% 
Total 20.3%  
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 Technology & Telecoms Sector 
Written By: Sufia Abdul Rauf  

 

Sector Performance 

We have underperformed the Technology & Telecoms Sector ETF’s by 2.73% due to underweighting them by 3.76% 
and .35% respectively. The trade war had created much volatility within the market in 2019 due to tariffs which 
consequently led to decreased profit margins. As these international trade situations are resolved, the profit 
margins should generally increase, creating value in the companies within these sectors. 

Sector Summary 

The SMIF discarded Cisco and Western Digital to conform with the 20% underperformance rule within the IPS. We 
invested 3.8% of our portfolio in Advanced Micro Devices, Inc and increased our Disney exposure to a total of 5.1%. 

Upcoming Investment Expectations 

We believe there is an opportunity to capitalize on investment opportunities with the upcoming 5G revolutionary 
within the telecoms sector. With the new technology, new infrastructures need to be made, and consumers will need 
compatible devices. Hence, we project increased sales and device shipments as 5G technology becomes commonplace.  

Statistical Highlights: 

Sector Value: $74,691.35 
% of Portfolio Allocated: 23.2% 
 

Industrials & Materials Sector Weight HPR  
ALPHABET INC-CL C 5.3% 21.8% 
VERIZON COMMUNICATIONS INC 2.1% 10.7% 
WALT DISNEY CO/THE 5.1% 3.4% 
ADVANCED MICRO DEVICES 3.8% 15.8% 
FORTINET INC 4.9% 38.3% 
MICROSOFT CORP 3.1% 14.0% 
PAYPAL HOLDINGS INC 5.4% -6.0% 
Total 29.7%  
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Contact Information  

 

Derek Horstmeyer 
Associate Professor 
Phone: 703-993-9761 
E-mail: dhorstme@gmu.edu 
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Assistant Professor 
Phone: 703-993-5496 
E-mail: trequeij@gmu.edu 
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George Mason University School of Business  
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