
IT ALL COMES TOGETHER WITH 
ACTIVE TRADER PRO

®

.

IDEA 
GENERATION 
TOOLS

DYNAMIC 
TRADE 
TICKET

ADVANCED 
CHARTING

CUSTOMIZABLE 
LAYOUTS 

STREAMING 
MARKET 
DATA

How do you trade? Trade up to the all-new Active Trader Pro® and get fully customizable layouts 
that let you see everything you need to discover, execute, and monitor your next big trading 
idea — all in one place. Or start with one of our prebuilt layout options and get trading in seconds.

Active Trader Pro. 
One more innovative reason serious investors are choosing Fidelity.

Get 200 free trades when you open an account.*Get 200 free trades when you open an account.*

800.FIDELITY  |  Fidelity.com/TryATP

 *  The 200 free trade offer applies to online purchases by new or existing Fidelity customers opening a Fidelity Brokerage Services 
LLC retail account and funding it with at least $50,000 in cash and/or eligible securities. Sell orders are subject to an SEC VO: 
assessment fee (of between $0.01 to $0.03 per $1,000 of principal) by Fidelity. See Fidelity.com/ATP200free for further details.

   Investing involves risk, including risk of loss.
   Fidelity’s Active Trader Pro PlatformsSM is available to customers trading 36 times or more in a rolling twelve-month period; those trading 120 times or more receive advanced 

charting with Recognia anticipated pattern and events and Elliot Wave analysis.
  Options trading entails signifi cant risk and is not appropriate for all investors. Certain complex options strategies carry additional risk. Prior to trading options, 

contact Fidelity Investments by calling 800-343-3548 to receive a copy of Characteristics and Risks of Standardized Options and to be approved for options trading. 
Supporting documentation for any claims, if applicable, will be furnished upon request.

  System availability and response times may be subject to market conditions.
Fidelity Brokerage Services, Member NYSE, SIPC. © 2013 FMR LLC. All rights reserved.  652588.3.0

Mobile
Retirement        Planning Trading   Investments

OPTIONS 
TRADING

130836_08_Ad_ATP_StckCommV2.indd   1 8/26/13   6:08 PMFidelity-1311.indd   1 9/17/13   1:52:05 PM

http://www.Fidelity.com/TryATP
http://www.Fidelity.com/TryATP


I work hard at my trading and 
want a platform that works as 
hard as I do. That’s why 

It not only lets me execute like 
a pro - their Ecosystem, 
support and training have 
me thinking like a pro too.

I chose NinjaTrader.

Featured Ecosystem Partners | to view more go to ninjatrader.com/partners

navitrader.com tradermakers.com mirusfutures.com

So what are you waiting for? Start trading like a pro today!
ninjatrader.com

Professional traders move through the markets with con�dence and precision. 
NinjaTrader’s extensive video library, partner Ecosystem and live training 
webinars provide you with the foundation to become a more con�dent trader. 
Our award winning software lets you execute trades with professional 
precision, and the best part is that getting started with NinjaTrader is FREE. 

I may not be a pro,
but I trade like one.

http://ninjatrader.com/LP/Pro/TradeLikeAPro_TASC.php?utm_source=TASC&utm_medium=DigitalArchive&utm_content=March2014&utm_campaign=TradeLikeAPro


Stocks & Commodities V. 32:1 (36-38, 54): Outperform The Market With Sector ETFs by Todd and Steven Winkler

Copyright © Technical Analysis Inc.

Here’s a long-term strategy that is similar to the dogs of 
the Dow strategy, except that it uses Select Sector ETFs. 
Find out how this strategy can be used to outperform the 
S&P 500.

by Todd D. Winkler and Steven A. Winkler

he dogs of the Dow is a well-known investment strategy 
that was originally introduced in 1991 by Michael B. 

O’Higgins and John Downes in their book Beating The Dow. 
The dogs of the Dow strategy involves the purchase of equal 
dollar amounts of the 10 Dow Jones Industrial Average (DJIA) 
stocks with the highest dividend yields and holding onto those 
companies for exactly one year. At the end of the year, the 
portfolio is adjusted as the cycle is repeated, the goal being 
to outperform the DJIA.

Whereas the dogs of the Dow strategy has proven itself to be 

The Select Sector Strategy

Outperform The Market 
With Sector ETFs

VI
C

TO
R

  L
  M

AR
C

H
AN

D
 

SECTORS

T

viable and robust, we are proposing a similar yet alternative stock 
investment method, which we call the Select Sector strategy. It 
invests in market sector exchange traded funds (ETFs), as op-
posed to individual stocks, in an effort to outperform its broader 
stock market benchmark, the S&P 500 index. This strategy 
may appeal to investors who are more comfortable investing 
in market sectors as opposed to a relatively small number of 
individual company stocks as with the dogs strategy, or who think 
that the Select Sector strategy is simply superior. Our research 
indicates that the Select Sector strategy has indeed been able to 
convincingly outperform a proxy of its benchmark, the SPDR 
S&P 500 ETF (SPY), as well as the dogs strategy.

The sTraTegy
Our portfolio of candidate ETFs is limited to the nine SPDR 
Select Sector ETFs underwritten by State Street Global 
Advisors. The complete list of these ETFs, along with their 
ticker symbols and accompanying percentage composition of 
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the S&P 500 index, are given in Figure 1. 
The nine sectors are as follows: materials, 
energy, industrial, financial, technology, 
consumer staples, utilities, health care, and 
consumer discretionary.

Specifically, our Select Sector strategy in-
volves the purchase of equal dollar amounts 
of the three worst-performing of these nine 
sectors in percentage terms from the prior 
year and holding them for one year. At the 
end of the year, the cycle is repeated with 
the portfolio adjusted accordingly. As with 
both this and the dogs strategy, the thought 
process is that there are repeating business 
cycles in which relatively weaker periods 
of stock performance are followed by 
relatively stronger periods.

resulTs
The nine SPDR Select Sector ETFs began 
trading on December 16, 1998; therefore, 
their first full calendar year of trading was 
1999. Thus, our trading results for the Select 
Sector strategy begin for the year 2000, in 
which the following three worst-performing 
sectors in 1999 were selected to trade — 
financials, consumer staples, and utilities. 
Figure 2 provides a complete listing of the 
yearly performance of each sector, as well 
as the three worst-performing sectors that 
were selected to trade for each of the given 
years from 2000 to 2012.

YearlY return (%) of Select Sector SPDrS

Year XLB XLE XLF XLI XLK XLP XLU XLV XLY Sectors traded

1999 21.22  16.07  1.32  20.48  65.12  (15.21) (6.92) 18.77  18.87

2000 (19.39) 22.52  24.21  5.61  (41.89) 24.01  17.99  (11.76) (17.61) XLF, XLP, XLU

2001 0.05  (19.55) (10.85) (11.36) (23.35) (11.06) (15.55) (1.10) 11.76  XLB, XLK, XLY

2002 (7.38) (16.37) (16.35) (25.67) (38.33) (21.50) (31.68) (1.48) (19.20) XLE, XLK, XLU

2003 34.53  23.38  27.86  29.97  37.70  9.23  21.83  13.56  36.26  XLI, XLK, XLU

2004 11.39  31.83  8.53  16.11  3.58  5.97  19.37  0.13  12.07  XLP, XLU, XLV

2005 1.85  38.52  3.73  1.13  (0.99) 0.91  12.71  5.07  (7.48) XLK, XLP, XLV

2006 14.96  16.54  16.01  11.43  11.29  12.15  16.98  5.58  17.49  XLK, XLP, XLY

2007 19.79  35.34  (21.26) 11.85  14.62  10.26  15.28  5.43  (14.75) XLI, XLK, XLV

2008 (45.47) (39.80) (56.72) (40.19) (42.20) (17.12) (31.42) (24.81) (34.04) XLF, XLV, XLY

2009 45.07  19.34  15.02  18.66  48.80  10.89  6.85  17.02  38.02  XLB, XLK, XLK

2010 16.43  19.72  10.76  25.48  9.86  10.73  1.03  1.38  25.66  XLF, XLP, XLU

2011 (12.78) 1.29  (18.50) (3.21) 1.03  10.85  14.81  10.13  4.30  XLK, XLU, XLV

2012 9.55  2.79  21.23  10.01  14.46  10.93  (1.83) 16.00  21.81  XLB, XLF, XLI

this strategy, which is transparent and 
easy to implement, has outperformed its 
benchmark index over the 13 years that 
it has been tradable.

figure 1: funD naMeS anD ticKerS. Here you see the nine SPDR Select Sector ETFs used along 
with their ticker symbols and percentage composition of the S&P 500 index. The nine sectors are materials, 
energy, industrial, financial, technology, consumer staples, utilities, health care, and consumer discretionary. 

figure 2: YearlY returnS. Here you see the yearly performance of each sector as well as the three worst-performing sectors that were selected to trade 
for each of the given years from 2000 to 2012.

funD naMeS & ticKerS

Ticker ETF Fund % of S&P 500 index

XLB Materials Select Sector SPDR Fund 3.41%

XLE Energy Select Sector SPDR Fund 10.97%

XLI Industrial Select Sector SPDR Fund 10.04%

XLF Financial Select Sector SPDR Fund 15.92%

XLK Technology Select Sector SPDR Fund 20.93%

XLP Consumer Staples Select Sector SPDR Fund 11.01%

XLU Utilities Select Sector SPDR Fund 3.52%

XLV Health Care Select Sector SPDR Fund 12.61%

XLY Consumer Discretionary Select Sector SPDR Fund 11.60%

SPY SPDR S&P 500 ETF 100%
Percentage is the estimate weight of the index components in the S&P 500 as of this writing.

Holdings and weightings are subject to change.

Note: The Materials Select Sector SPDR was known as the Basic Industries Select Sector SPDR  
until June 24, 2002.
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The results of the Select Sector strategy, its benchmark 
SPY, and the dogs of the Dow strategy are all provided in 
Figure 3. Cumulative and compounded annual percentage 
returns are provided. For the sake of academic interest, results 
were also calculated for a strategy in which the three best-
performing sectors from the prior year were selected. This 

hypothetical strategy is dubbed “3 Best” in the tables you see 
in this article. The yearly percentage returns for each strategy 
do not take into account the result of reinvesting dividends. In 
addition to providing comparative percentage returns for each 
strategy and the benchmark, we included Figure 4 to show 
the growth of an initial investment of $10,000 into each of 
the four (benchmark and the strategies). All computations for 
results of the “dogs” were used with stock prices as reported 
on www.dogsofthedow.com.
 Reviewing the data, it is apparent that the Select Sector 
strategy was successful in achieving its goal of outperforming 
the market as a whole, as represented by the SPY. The strategy 
achieved a cumulative return of 70.56%, far outpacing its SPY 
benchmark, which lost 3.21% over the 13 full-year periods that 
all available instrument vehicles have been trading. Although 
the goal of the Select Sector strategy wasn’t necessarily to 
outperform the dogs of the Dow strategy as much as it was 
inspired by it, the strategy greatly outpaced it as well. Inter-
estingly, the dogs and the hypothetical 3 Best sector strategy 
achieved virtually identical returns, cumulatively gaining 
6.21% and 6.40%, respectively. On an annual compounded 
basis, the Select Sector strategy gained 4.19% per year, whereas 
its benchmark SPY lost 0.25% per year. The Select’s annual 
gain was approximately nine times greater than the dogs 
and 3 Best annual gains of 0.46% and 0.48%, respectively.

annual returnS (%)

Year Sectors SPY Dogs 3 Best

2000 21.81% (10.68)% 0.92% (18.56)%

2001 (5.48) (12.87) (6.80) (13.82)

2002 (28.52) (22.81) (12.58) (9.35)

2003 29.21  26.12  25.69  25.32

2004 7.79  8.62  (0.35) 9.01

2005 2.06  3.01  (7.40) 10.72

2006 14.19  13.74  21.45  13.03

2007 10.21  3.24  (1.66) 11.95

2008 (37.45) (38.28) (40.32) (38.90)

2009 38.78  23.49  12.30  11.59

2010 9.48  12.84  17.33  17.32

2011 9.19  (0.20) 12.95  0.79

2012 11.64  13.27  4.98  8.36

Cumulative 70.56 (3.21) 6.21 6.40

Compound
annual 4.19 (0.25) 0.46 0.48

figure 3: annual returnS. In addition to the annual results of the three strategies, 
you also see the cumulative and compounded annual percentage returns. A strategy 
where the three best-performing sectors from the previous year were selected was 
also included. This is referred to as the “3 Best” strategy.

figure 4: Value of a $10,000 inVeStMent. As you can see, the Select Sector strategy was successful in achieving its goal of outperforming the market as a whole 
as represented by the SPY. The strategy achieved a cumulative return of 70.56%.
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Reviewing the data in a more macro context, the Select 
Sector’s outsized gains compared to its benchmark and the 
other strategies listed herein can be largely attributed to its 
performance surrounding the last two major market draw-
downs. During the bursting of the dotcom bubble in 2000, 
the Select Sector strategy actually gained 21.81% that year, 
while its benchmark SPY lost 10.68%. Then, following the 
banking crisis of 2008 in which both the Select Sector strategy 
and the SPY each lost 37.45% and 38.28%, respectively, the 
Select Sector strategy rebounded more aggressively both in 
the immediate aftermath of 2009 and then over the subsequent 
three years in aggregate.

ConClusion
The Select Sector strategy is a transparent and easy-to-
implement stock investing strategy that has been able to 
outperform its broad market benchmark index over the 13 
years that it has been tradable. The individual holdings of the 
nine potential market sector ETFs in which it invests can and 
have changed over time, so it might be difficult to do more 
extensive backtesting of the strategy. In its 13-year history, 
however, it has proven itself resilient through two separate 
and significant market downturns during the years 2000 and 
2008. The evidence thus far suggests that the Select Sector 

Select Sector tracKer

The Sector Tracker available at http://www.sectorspdr.com/
sectorspdr/tools/sector-tracker gives you an overview of the 
performance of the various sectors, making it easy to spot the 
best and worst performers in various time frames. 

strategy may be a viable stock trading method, but that of 
course depends on your investment goals.

Todd D. Winkler received both his bachelor’s degree in physi-
ological optics and his doctorate in optometry from The Ohio 
State University. He is also a former commodity trading advisor 
who now trades strictly for his own accounts.

Steven A. Winkler is an accounting major at Miami Uni-
versity and is a member of the honors business fraternity 
Beta Alpha Psi.

FurTher reading
O’Higgins, Michael, and John Downes [1991]. Beating The 

Dow, HarperCollins.
• www.dogsofthedow.com
‡State Street Global Advisors     
‡See Editorial Resource Index
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