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Summary of Month’s Action: 
 
The S&P 500 declined 2.4% in February, giving back a portion of January’s gains. The only characteristic 
showing any outperformance for the month was smaller capitalization equities. The information 
technology sector posted a positive performance in February, while energy, utilities and real estate were 
the biggest laggards. 
 
Lincoln Capital’s tax-exempt model underperformed in February. The biggest detractors from relative 
performance for the month were not owning NVIDIA and Tesla, each of which increased by more than 
18%. JPMorgan, Advanced Micro Devices and Charles Schwab all helped performance, each with 
positive, though unspectacular gains. It has thus been a difficult year for Lincoln Capital’s portfolio.  For 
2023 to date, large positions in UnitedHealth and Dollar General have been the biggest detractors, while 
again, not owning Tesla and NVIDIA round out the top four relative performance drags. In general, we 
attribute the bulk of the underperformance to our defensive positioning. 
 
Momentum stocks – those that have performed the best over the past year – have performed the worst 
recently. This made sense in January as there was growing evidence of disinflation and the prospect of a 
softening Fed. However, throughout February, inflation has been firmer across the globe and interest 
rate expectations pressed to recent highs. At the start of February, the market placed a 1.5% probability 
that the Federal Funds rate would be above 5% by year’s end; today, that probability is 96%, along with 
a 40% chance it rises above 5.5%. It is puzzling why momentum stocks would do poorly in both dovish 
and hawkish environments. 

 
Looking ahead, we believe maintaining our defensive stance – with overweights in health care, utilities, 
and a large Dollar General position – makes sense for two reasons: 

 
The first reason is that there are more attractive valuations for defensive equities. For example, XLU, the 
S&P 500 Utilities ETF, traded at a premium valuation to the market last year, as investors paid up for the 
certainty of regulated earnings and dividend growth. Today, XLU trades at a discount to the market.  
Similarly, Dollar General traded at a 25% premium in 2022 versus a 6% premium today. Both XLU and DG 
are likely to grow earnings no matter the economic environment in 2023.   

 
Secondly, it is tough to see the market post abnormally strong returns in 2023, while downside risks 
remain. Equity returns can be deconstructed into dividend yield, multiple expansion/contraction and 
earnings growth. The S&P 500’s dividend yield is 1.8%—that’s the easy one. The forward P/E multiple is 
17.7x, which is in-line with its five-, ten-, and twenty-year average (18.5x, 17.2x, and 16.3x, respectively).  
Interest rates and earnings growth are key inputs to valuation multiples. It is difficult to say the next 5-
year earnings growth profile for the market will be better than the last. More importantly, government 
bond yields haven’t been this high since before the financial crisis. Given this, the case for a higher 
multiple is difficult, while a lower multiple seems more likely. The last part of the equation is earnings, 
and there the outlook is also underwhelming. For 2023, analysts are expecting 2% EPS growth from the 
S&P 500.  Earnings surprises have been narrower than history and intra-quarter estimate revisions have 



 
been worse than average.  As we move through the year, negative EPS growth for 2023 will be an 
increasingly likely outcome. 

 
Hopefully these details provide insight into our defensive positioning. We will not be dogmatic in this 
stance and will continue to monitor incoming data closely. 

 
 
 
 
 
 
 

  
 
  
  
 
 
 
 



 

 

Portfolio Holdings (02/28/2023)

Name Weight
Forward 

P/E Sector

Goldman Sachs ETF Trust - Goldman Sachs ActiveBeta U.S. Large Cap Equity ETF (ARCA:GSLC) 18.67% - Financials
Microsoft Corporation (NasdaqGS:MSFT) 8.68% 25.19 Information Technology
UnitedHealth Group Incorporated (NYSE:UNH) 7.71% 19.09 Health Care
iShares Trust - iShares MSCI USA Quality Factor ETF (BATS:QUAL) 7.18% - Financials
JPMorgan Chase & Co. (NYSE:JPM) 5.04% 11.26 Financials
The Charles Schwab Corporation (NYSE:SCHW) 4.71% 17.54 Financials
T-Mobile US, Inc. (NasdaqGS:TMUS) 4.67% 20.94 Communication Services
Dollar General Corporation (NYSE:DG) 4.53% 19.21 Consumer Discretionary
The Select Sector SPDR Trust - The Utilities Select Sector SPDR Fund (ARCA:XLU) 4.52% - Financials
Amazon.com, Inc. (NasdaqGS:AMZN) 3.80% 65.16 Consumer Discretionary
Apple Inc. (NasdaqGS:AAPL) 3.67% 23.78 Information Technology
AmerisourceBergen Corporation (NYSE:ABC) 3.63% 13.20 Health Care
iShares Trust - iShares MSCI USA Momentum Factor ETF (BATS:MTUM) 3.25% - Financials
Alphabet Inc. (NasdaqGS:GOOGL) 2.85% 17.65 Communication Services
Advanced Micro Devices, Inc. (NasdaqGS:AMD) 2.80% 25.80 Information Technology
Mondelez International, Inc. (NasdaqGS:MDLZ) 2.63% 20.58 Consumer Staples
CarMax, Inc. (NYSE:KMX) 2.57% 26.26 Consumer Discretionary
Emerson Electric Co. (NYSE:EMR) 2.35% 19.59 Industrials
CVS Health Corporation (NYSE:CVS) 1.95% 9.45 Health Care
Ross Stores, Inc. (NasdaqGS:ROST) 1.70% 22.52 Consumer Discretionary
Textron Inc. (NYSE:TXT) 1.66% 14.52 Industrials
US Dollar (USD) 1.43% - Cash

Total 100.00%

Sector Weights Relative to the S&P 500:

Tax-Exempt Models

Portfolio Benchmark
Market Capitalization (mm) (mm) 514,824.07 461,454.71
Forward P/E 18.17 17.90
P/Diluted EPS Before Extra 21.01 19.96



 

 

Portfolio Holdings (02/28/2023)

Name Weight
 Forward 

P/E Sector

Goldman Sachs ETF Trust - Goldman Sachs ActiveBeta U.S. Large Cap Equity ETF (ARCA:GSLC) 18.65% - Financials
Microsoft Corporation (NasdaqGS:MSFT) 9.62% 25.19 Information Technology
UnitedHealth Group Incorporated (NYSE:UNH) 7.83% 19.09 Health Care
iShares Trust - iShares MSCI USA Quality Factor ETF (BATS:QUAL) 5.63% - Financials
JPMorgan Chase & Co. (NYSE:JPM) 5.08% 11.26 Financials
Dollar General Corporation (NYSE:DG) 4.65% 19.21 Consumer Discretionary
The Charles Schwab Corporation (NYSE:SCHW) 4.58% 17.54 Financials
The Select Sector SPDR Trust - The Utilities Select Sector SPDR Fund (ARCA:XLU) 4.56% - Financials
Apple Inc. (NasdaqGS:AAPL) 4.38% 23.78 Information Technology
T-Mobile US, Inc. (NasdaqGS:TMUS) 4.32% 20.94 Communication Services
Amazon.com, Inc. (NasdaqGS:AMZN) 3.81% 65.16 Consumer Discretionary
Ross Stores, Inc. (NasdaqGS:ROST) 3.43% 22.52 Consumer Discretionary
AmerisourceBergen Corporation (NYSE:ABC) 3.15% 13.20 Health Care
CVS Health Corporation (NYSE:CVS) 2.69% 9.45 Health Care
Mondelez International, Inc. (NasdaqGS:MDLZ) 2.64% 20.58 Consumer Staples
Advanced Micro Devices, Inc. (NasdaqGS:AMD) 2.58% 25.80 Information Technology
iShares Trust - iShares MSCI USA Momentum Factor ETF (BATS:MTUM) 2.47% - Financials
Alphabet Inc. (NasdaqGS:GOOGL) 2.28% 17.65 Communication Services
CarMax, Inc. (NYSE:KMX) 2.27% 26.26 Consumer Discretionary
Emerson Electric Co. (NYSE:EMR) 2.25% 19.59 Industrials
Textron Inc. (NYSE:TXT) 1.65% 14.52 Industrials
US Dollar (USD) 1.48% - Cash

Total 100.00%

Sector Weights Relative to the S&P 500:

Taxable Models

Portfolio Benchmark
Market Capitalization (mm) (mm) 537,044.34 461,454.71
Forward P/E 18.23 17.90
P/Diluted EPS Before Extra 21.29 19.96


