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Investors looking to improve the after-tax returns of their US 
equity portfolios may want to consider a sector replication 
strategy. Disaggregating the market and investing in the  
11 GICS sectors, with their year-over-year (YoY) differences 
in performance, can offer more tax-loss harvesting 
opportunities than just a single broad US equity exposure. 

And when those GICS sectors are combined, and held at 
their respective market-cap weights, they can help replicate 
that broad beta exposure — seeking to avoid market drift 
while targeting increased tax-loss harvesting opportunities.

Tax-loss harvesting means selling investments in taxable accounts that have lost value to offset 
capital gains elsewhere in your portfolio and help reduce taxes owed. When you sell a position 
that has lost value:

• The loss offsets capital gains from selling securities at a profit during the year, as well as 
annual capital gain distributions of mutual funds. 

• If capital losses exceed gains at year-end (or if there are no gains), losses can offset up to 
$3,000 in non-investment income, which is often taxed at a higher rate than capital gains. 

•  You can carry forward losses above $3,000 to offset capital gains and ordinary income over 
your lifetime.

Notably, the Internal Revenue Service’s Wash-Sale Rule prohibits claiming a loss on the sale of 
an investment if the same or “substantially identical” investment is purchased either 30 days 
before or after the sale date. Instead, a “tax swap” can serve as a placeholder to maintain 
exposure to the asset class for 30 days. After 30 days, you can decide whether to switch back 
to the original holding.

Insights
Sector
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Sector Dioperoion 
Meano More 
HarveotinE 
Opportunitieo

Why choose sectors to pursue a more tax-efficient portfolio? The GICS sectors historically have 
had a wide dispersion of returns. 

The average dispersion of returns across sectors, based on trailing 1-year returns, is 44% (Figure 1). 
One-month, three-month, and six-month return dispersion is, on average, 29%, 20%, and 11%, 
respectively.1 This compares to 6%, 4%, and 2% for Growth and Value style exposures over those 
same time frames,2 suggesting that a sector replication strategy could be more valuable than a 
stylistic one when seeking to harness dispersion trends. 

Source: SPDR Americas Research calculations based on data from Bloomberg Finance L.P., as of November 27, 2023. 
Rolling 1-year returns based on monthly frequencies. Based on return information from 1989 to 2023 and the eleven GICS 
sectors of the S&P 500® Index. Paot performance io not a reliable in icator of future performance. Index returns are 
unmanaged and do not reflect the deduction of any fees or expenses. Price return benchmarks were used.

Figure 1 
Sector Returno Can Be 
MeaninEfully Different

  Trailing 12-month 
Dispersion

  Average

These differentiated sector return trends hold over different time frames as well as co-movement 
metrics too. Sectors’ 90-day average pairwise correlation of 59% compares to styles’ 92%3 — 
and the lack of co-movement across sectors varies based on market regimes (Figure 2). Wide 
dispersion and non-stationary correlations indicate sector returns can be meaningfully different, 
a potential benefit when seeking to harvest losses frequently across multiple market cycles.

Source: SPDR Americas Research calculations based on data from Bloomberg Finance L.P., as of November 27, 2023. 
Rolling 90-day correlation of daily returns. Based on return information from 1998 to 2023. Paot performance io not a 
reliable in icator of future performance. Index returns are unmanaged and do not reflect the deduction of any fees or 
expenses. Price return benchmarks were used.

Figure 2 
Sector Returno 
Can txhibit Little  
Co-Movement

  Average Sector Pair-wise 
90-Day Correlation

 Median

Returns (%)
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Source: SPDR Americas Research calculations based on data from Bloomberg Finance L.P., as of November 27, 2023. Rolling 
1-year returns based on monthly frequencies. Based on return information from 1989 to 2023. Paot performance io not a 
reliable in icator of future returno. Index returns are unmanaged and do not reflect the deduction of any fees or expenses. 

Figure 3 
Sectoro Can Be 
Down While the 
Maraet Io Up

  # of Sectors with 
Negative Return

  # of Sectors with 
Negative Return while 
S&P 500 Positive

  Average # with 
Negative Return

  Average # with 
Negative Return while 
S&P 500 Positive

Tax-loss harvesting opportunities obviously depend on when investors buy a fund, as that 
establishes the cost basis for tax purposes. Rebalancing frequency also could impact tax lots. 

To quantify tax-loss harvesting opportunities beyond identifying a wide dispersion of returns and 
low pairwise correlations, we calculated US sectors’ return path from 1989 to 2023 to find sectors 
with negative trailing 1-year returns and negative trailing 1-year returns, when the S&P 500® itself 
had a positive return over the same time frame.

Calculated monthly, we found that, on average: 

• At least three sectors had a negative 1-year return at once. 

• During sizeable market downturns, all sectors tended to be in the red (Figure 3). 

• All sectors weren’t up when the market was up. Roughly two sectors, on average, were down 
while the market was up over the prior year. 

In sum, over the 399 months analyzed, at least one sector had a negative return in 288 of those 
months, or 72% of the time. Expanding the frequency to daily increased the probability to 73% of 
the time (6,315 over 8,651 days) a sector was at a loss over the most recent one-year period. 

More specifically, if you had implemented a sector replication strategy at the start of 2022, you 
could have harvested Tech sector positions seven times and Communication Services sector 
ten times.4 Only one sector, Energy, didn’t offer any harvesting opportunities.5

QuantifyinE Tax-
Looo HarveotinE 
Opportunitieo

CreatinE a Broa  
Maraet txpooure 
with Sectoro

To construct a disaggregated market-cap weighted exposure, you need a reference market and 
associated weights. 

We used the S&P 500 Index and its historical sector weights on a monthly, quarterly, and semi-
annual basis going back to 1998, which captures numerous market cycles and systemic events, 
from the dot-com bubble to the Global Financial Crisis and COVID-19 pandemic. We used the 
same periods as the assumed rebalancing time frames for the sector portfolio blend. 

The frequency of rebalancing is important. 
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https://www.ssga.com/us/en/intermediary/etfs/insights/tax-loss-harvesting-in-down-markets


Gain a Tax-efcient t Ee an  Broa  Maraet Beta with Sectoro   4

More frequent rebalancing means less market drift, but also potentially higher transaction costs 
that can cut into returns. While quarterly rebalancing aligns with the S&P 500 Index, there is no 
definitive “best” rebalancing period. In a real-world setting, rebalancing could be market driven, 
based on a sector position trading at a loss. 

You might ask: Why not buy and hold the sectors at their respective weights in 1998 and never 
rebalance? After all, if the sectors themselves are market-cap weighted, shouldn’t the composure 
change as it would in the broad S&P 500, so the sector weights at all times match the S&P 500 
based on the broad sector’s own return path? There are no sector constraints in the S&P 500 
after all. 

Importantly, this approach would not have captured the restructuring of the GICS map in 2016 
and 2018 when new sectors were created. It also would not reflect corporate actions or additions 
and deletions to the S&P 500 that change the sector weights over time (e.g., if a Technology firm 
is removed from the S&P 500 and a Financial firm is added, the sector weights change). 

While the probability of having more opportunities to harvest losses and reduce taxes supports using 
sectors and regularly rebalancing to mirror the market, investors don’t want to sacrifice returns.

To that end, we ran a blended portfolio of sector exposures with the historical weights and 
assumed rebalancing periods from 1998 to 2023 versus the S&P 500 (Figure 4). Across all three 
rebalancing types, the sector returns mirrored the return on the S&P 500 Index quite closely. 
Both the correlation and beta sensitivity of the portfolios were 16 and the volatility profiles were 
also similar. For example, on the monthly rebalanced sector S&P 500 portfolio, the standard 
deviation of returns was 14.9% versus 15.3% for the S&P 500 Index over this 25-year time frame.7

ReplicatinE Broa  
Beta with Sectoro

Sector —  
Monthly (%)

Sector —  
Quarterly (%) 

Sector —  
Semi-Annual (%)

S&P 500 
(%)

Cumulative Return 306 301 294 272

Annualize  Return 5.8 5.7 5.6 5.4

Source: SPDR Americas Research calculations based on data from Bloomberg Finance L.P., as of December 4, 2023. Based 
on return information from 12/1998 to 12/2023. Paot performance io not a reliable in icator of future performance. Index 
returns are unmanaged and do not reflect the deduction of any fees or expenses. Index returns are price returns and do not 
reflect all items of income, gain and loss and the reinvestment of dividends and other income.

Figure 4 
Sector Returno Clooely 
Mirror S&P 500 (December 
1998 to December 2023)

Of course, annualized figures can overshadow the inter-return period dispersion, based on 
slippage resulting from slight weighting differences. Examining both monthly return variances 
and rolling return periods can determine if the deviations are outsized. After all, dispersion can be 
friend and foe with this process. 

But the median monthly return difference for the monthly rebalanced portfolio to the S&P 500 
Index was just -0.01%. And when there were larger variances, particularly during a crisis or market 
event, they tended to mean-revert month-over-month (Figure 5).
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Source: SPDR Americas Research calculations based on data from Bloomberg Finance L.P., as of December 4, 2023, for 
the monthly rebalanced portfolio. Based on return information from 12/1998 to 12/2023. Paot performance io not a reliable 
in icator of future performance. Index returns are unmanaged and do not reflect the deduction of any fees or expenses. 
Index returns are price returns and do not reflect all items of income, gain and loss and the reinvestment of dividends and 
other income. 

Source: SPDR Americas Research calculations based on data from Bloomberg Finance L.P., as of December 4, 2023, for the 
monthly rebalanced portfolio. Based on return information from December 1998 to December 2023. Paot performance 
io not a reliable in icator of future performance. Index returns are unmanaged and do not reflect the deduction of any 
fees or expenses. Index returns are price returns and do not reflect all items of income, gain and loss and the reinvestment of 
dividends and other income.

Figure 5 
Sectoro’ Monthly 
Return Differenceo to 
S&P 500 In ex

  Monthly Return 
Difference

 Median

Figure 6 
Sectoro’ RollinE 
12-Month Return 
Differenceo 
Reflect a Normal 
Diotribution Pattern

Additionally, the average 12-month difference in return was just 0.3% (median 0.2%) over 289 
analyzed rolling 12-month periods. Here, too, differences tended to mean revert upon the next 
rebalance. More in-depth statistical analysis indicates the return differences largely follow a 
normal distribution pattern (2% standard deviation) with a slight positive right skew of 0.1 and 
minor negative kurtosis (-0.36) (Figure 6). A negative kurtosis implies a distribution with less 
extreme possible data values (i.e., there are no massive outliers of these return differentials).
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Why Choooe 
Sector tTFo

Investors looking to gain an edge, without taking on substantial additional risk or slippage in 
their US equity portfolios, may want to consider the relative performance benefits of a sector 
replication strategy. When regularly rebalanced, a blended sector portfolio may offer more 
opportunities to harvest tax losses, potentially improving after-tax performance. 

Using sector ETFs with their liquidity, market access, and transparency makes it easy to compare 
market coverage and underlying stock weights with the S&P 500 Index and implement a sector 
replication strategy. 

Check out our ETF education hub to learn more about topics like ETF due diligence, trade 
optimization, and portfolio construction. Or for more on sector investing trends and approaches, 
explore our latest sector insights.

https://www.ssga.com/us/en/institutional/etfs/capabilities/sector-investing
https://www.ssga.com/us/en/institutional/etfs/resources/education/etf-education
https://www.ssga.com/us/en/intermediary/etfs/insights?g=investment-topics%3Asector-investing
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1 Bloomberg Finance L.P., as of November 27, 2023. Based on return information from 1989 to 2023 for the eleven GICS 
sectors of the S&P 500® Index.

2 Bloomberg Finance L.P., as of November 27, 2023. Based on return information from 1989 to 2023 for the S&P 500® 
Growth and S&P 500® Value Index. 

3 Bloomberg Finance L.P., as of November 27, 2023. Based on return information from 1989 to 2023 for the S&P 500® 
Growth and S&P 500® Value Indexes.

4 SPDR Americas Research calculations based on data from Bloomberg Finance L.P., as of December 4, 2023.
5 SPDR Americas Research calculations based on data from Bloomberg Finance L.P., as of December 4, 2023.
6 SPDR Americas Research calculations based on data from Bloomberg Finance L.P., as of December 4, 2023. 

Based on return information from December 1998 to December 2023. Paot performance io not a reliable in icator of 
future performance.

7 SPDR Americas Research calculations based on data from Bloomberg Finance L.P., as of December 4, 2023.  
Based on return information from December 1998 to December 2023. Paot performance io not a reliable in icator of  
future performance.

tn noteo

Gloooary Dot-Com Bubble The speculative stock-
market run-up of the late 1990s that grew 
out of excitement about the potential of the 
Internet. While companies such as eBay and 
Amazon were born in this period, countless 
other start-ups with vague business plans 
and no profits were funded by investors 
dreaming of winning big. The fervor peaked on 
March 10, 2000, and a nearly three-year bear 
market followed.

GICS A financial-industry guide for 
classifying industries that is used by investors 
around the world. The GICS structure consists 
of 11 sectors, 25 industry groups, 74 industries 
and 163 sub-industries, and Standard & 
Poor’s (S&P) has categorized all major public 
companies into the GICS framework.

Global Financial Crioio It refers to the 
economic upheaval of 2007–2009 that is 
generally considered the largest downturn 
since the Great Depression of the 1930s.  
This crisis was triggered largely by the 
subprime mortgage crisis that led to the 
collapse of systemically vital US investment 
banks such as Bear Stearns and Lehman 
Brothers. An aggravating factor was the 
speculative spike in energy that lifted oil 
prices to almost $150 a barrel in the summer 
of 2008, and which surely contributed to  
the economic slowdown.

NeEative Kurtooio If a distribution has 
negative kurtosis, it is said to be platykurtic, 
which means that it the curve is flatter at the 
peak and the tails are thinner than they would 
be in a normal distribution. This tells us that 
more data values are located near the mean 
and less data values are located on the tails.

Tax-Looo HarveotinE A strategy designed 
offset capital gains tax liabilities by selling 
securities at a loss. Selling at a loss allows 
investors to accrue tax credits that can be 
matched with tax liabilities, thereby reducing 
an overall tax bill. The strategy is most often 
used to offset liabilities of short-term capital 
gains, which are taxed at a higher rate than 
long-term gains, i.e., gains on assets held a 
year or more.

Tax Swap A method of realizing 
capital losses for tax purposes by selling 
losing positions and then buying similar 
companies or market sectors that have 
similar fundamentals.

Waoh-Sale Rule The IRS rule that prevents 
claiming a loss for tax purposes on sales 
of securities if selling investors purchase 
a “substantially identical” security within 
30 days of that sale. Investors sometimes 
manage the restrictions of the wash-sale rule 
by purchasing a related security within the 
30-day period — such as a S&P 500® ETF in 
place of a single company within that index.
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Important Risk information

The views expressed in this material are the 
views of the SPDR Research and Strategy team 
through the period ended February 22, 2024, 
and are subject to change based on market and 
other conditions. This document contains 
certain statements that may be deemed 
forward-looking statements. Please note that 
any such statements are not guarantees of 
any future performance and actual results or 
developments may differ materially from 
those projected.

Unless otherwise noted, all data and statistical 
information were obtained from Bloomberg 
Finance, L.P., Morningstar and SSGA as of 
November 27, 2023. Data in tables have been 
rounded to whole numbers, except for 
percentages, which have been rounded to 
the nearest tenth of a percent.

The information provided does not constitute 
investment advice and it should not be relied on 
as such. It should not be considered a 
solicitation to buy or an offer to sell a security. 
It does not take into account any investor’s 
particular investment objectives, strategies, 
tax status or investment horizon. You should 
consult your tax and financial advisor.

Information represented in this piece does 
not constitute legal, tax, or investment advice. 
Investors should consult their legal, tax, and 
financial advisors before making any 
financial decisions.

All information is from SSGA unless otherwise 
noted and has been obtained from sources 
believed to be reliable, but its accuracy is not 
guaranteed. There is no representation or 
warranty as to the current accuracy, reliability 
or completeness of, nor liability for, decisions 
based on such information and it should not be 
relied on as such. 

The whole or any part of this work may not be 
reproduced, copied or transmitted or any of its 
contents disclosed to third parties without 
SSGA’s express written consent. 

Investing involves risk including the risk of loss 
of principal.

Past performance is not a reliable indicator 
of future performance.

Equity securities may fluctuate in value and can 
decline significantly in response to the activities 
of individual companies and general market and 
economic conditions.

Because of their narrow focus, sector investing 
tends to be more volatile than investments that 
diversify across many sectors and companies.

Concentrated investments in a particular sector 
or industry tend to be more volatile than the 
overall market and increases risk that events 
negatively affecting such sectors or industries 
could reduce returns, potentially causing the 
value of the Fund’s shares to decrease. 

ETFs trade like stocks, are subject to 
investment risk, fluctuate in market value 
and may trade at prices above or below the 
ETFs net asset value. Brokerage commissions 
and ETF expenses will reduce returns. 

The S&P 500® Index is a product of S&P Dow 
Jones Indices LLC or its affiliates (“S&P DJI”) 
and have been licensed for use by State Street 
Global Advisors. S&P®, SPDR®, S&P 500®, US 
500 and the 500 are trademarks of Standard & 
Poor’s Financial Services LLC (“S&P”); Dow 
Jones® is a registered trademark of Dow Jones 
Trademark Holdings LLC (“Dow Jones”) and has 
been licensed for use by S&P Dow Jones 
Indices; and these trademarks have been 
licensed for use by S&P DJI and sublicensed for 
certain purposes by State Street Global 
Advisors. The fund is not sponsored, endorsed, 
sold or promoted by S&P DJI, Dow Jones, S&P, 
their respective affiliates, and none of such 
parties make any representation regarding the 
advisability of investing in such product(s) nor 
do they have any liability for any errors, 
omissions, or interruptions of these indices.

© 2024 State Street Corporation. 
All Rights Reserved. 
ID2038611-6421016.2.2.AM.RTL 0324
Exp. Date: 02/28/2025

Our clients are the world’s governments, institutions and financial advisors. To help them achieve 
their financial goals we live our guiding principles each and every day:

• Start with rigor
• Build from breadth 
• Invest as stewards 
• Invent the future 

For four decades, these principles have helped us be the quiet power in a tumultuous investing 
world. Helping millions of people secure their financial futures. This takes each of our employees 
in 29 offices around the world, and a firm-wide conviction that we can always do it better. As a 
result, we are the world’s fourth-largest asset manager* with US $4.13 trillion† under our care.

* Pensions & Investments Research Center, as of December 31, 2022. 
†   This figure is presented as of December 31, 2023 and includes approximately $64.44 billion USD of assets with respect 

to SPDR products for which State Street Global Advisors Funds Distributors, LLC (SSGA FD) acts solely as the marketing 
agent. SSGA FD and State Street Global Advisors are affiliated.

http://ssga.com
https://www.ssga.com/uk/en_gb/institutional/etfs/footer/state-street-global-advisors-worldwide-entities
https://www.ssga.com/uk/en_gb/institutional/etfs/footer/state-street-global-advisors-worldwide-entities

