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STaTE oF ThE Economy

Fears of a new COVID-19 variant sparked a furious selloff in the financial markets in the short 
session after Thanksgiving, as the Dow Jones Industrial Average tumbled 905 points. Oil prices and 
government-bond yields also fell after South Africa raised alarms about the arrival of the Omicron strain. 
This news came after a series of positive economic news releases seemingly had shown an economy that 
was back on track following an unimposing third quarter in which GDP had risen by a pedestrian 2.1%.  

Some recent economic reports now may have less meaning, as they reflect business conditions in place 
before the appearance of this new virus strain. As for such data, they featured surveys showing rising 
personal income and personal consumption expenditures. Such releases, along with supportive metrics on 
the leading economic indicators and weekly jobless filings, had suggested possible growth of 4%-5% in 
the current quarter. Now, given the Omicron strain and comments by Fed Chair Jerome Powell that the 
bank may accelerate measures to flight inflation, that upbeat forecast is in question. 

Other problems linger. Indeed, prior to Omicron, infections had been climbing stateside, while parts of 
Europe had seen new lockdowns. Then, there is inflation, which is still problematic, with sharp gains in 
personal consumption expenditures (excluding food and energy) being seen. This so-called core pricing 
barometer is a measure the Federal Reserve takes seriously. For its part, the Fed thinks the new variant 
poses downside risks to the economy.      

However, investors need to be careful not to overreact. To that point, the stock market staged a modest, 
albeit unconvincing, rebound during the session following the 905-point Dow meltdown. The consensus 
among business and political leaders was that despite the risks of the new viral strain, this was a time for 
concern not panic, as stock prices often recover after a time.   

So watchful waiting might be the best policy. In fact, as long as the fundamentals (e.g., the economy, 
interest rates, and earnings) remain favorable, stocks should hold their own.

Conclusion: We continue to suggest that investors hold their positions, in spite of the elevated level of the 
market, as the business outlook should prove relatively sound. 
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Recommended ETF Selection

SPDR S&P aERoSPacE & DEFEnSE ETF (XaR) 

In this installment of Value 
Line Select: ETFs, we evaluate 
the investment prospects of the 
aerospace and defense sectors, 
recommending the SPDR 
S&P Aerospace & Defense 
ETF (XAR). The security 
is passively managed with a 
0.35% expense ratio, which is 
slightly below average for this 
kind of vehicle. The portfolio 
holds 32 stocks with a heavy 
concentration in the top 10 
positions, which account for 
approximately 45% of XAR’s 
total assets. No single equity 

exceeds a 5% share of the portfolio, thus limiting company-specific concentration risk.

In the early months of the pandemic, the ETF performed exceptionally well, thanks in large part 
to its defensive characteristics, nearly doubling in price from its March 2020 trough to hit an all-
time high of $136.44 in June of 2021. Since the summer, however, XAR’s price has pulled back a 
bit. The retreat was likely prompted by a combination of rising concerns about supply chain issues, 
inflation, potential spending cuts, and the United States military withdrawal from Afghanistan. 
These factors probably compelled investors to take some profits. Although defense firms weren’t 
initially on our radar given the perception that the Biden Administration would seek to reduce 
federal spending here, we think recent events in the Middle East, Europe, and the Asia-Pacific 
region have changed the paradigm. In fact, all signs now point to Congress approving a hefty 
increase in U.S. defense spending. Other nations have signaled similar ambitions, which augurs 
well for the companies in this space. 

Locking and Loading

In September, the House of Representatives, by an overwhelming margin, passed a $768 billion 
military spending bill. When the Senate votes, it is likely to raise that figure. In fact, two Senate 
committees already have approved $778 billion for U.S. military programs – a 5% increase over 

TABLe 1: SPDR S&P Aerospace & Defense eTf (XAR)    

Inception Date: 9/29/2011

Primary Exchange: NYSE Arca

Issuer: SSGA Funds Management

Index Provider: S&P Global

Geography: Global

Investment Philosophy: Passively Managed

Underlying Index: S&P Aerospace & Defense Select 
Industry Index

Index Composition: Equal Weighted

Asset Class: Equity

Capitalization: Broad/Multi-Cap

Style: Blend

Sector: Aerospace/Defense
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the preceding year. These actions were taken despite the fact that, excluding wartime periods, 
current U.S. military spending, after adjusting for inflation, is the highest since World War II. The 
uptick in military expenditures is likely a reflection of current geopolitical tensions, with Russia 
threatening to invade Ukraine and China eying reunification with Taiwan. 

Meanwhile, on a global scale, defense markets are expected to remain stable as military projects 
continue to be strategic priorities. Global defense spending has been on an upswing in recent years 
led by the resurgence of great power competition among the United States, China, and Russia. 
The rapid build-up of military capabilities by these countries, alongside rogue states like Iran and 
North Korea, has led to a sharp uptick in defense spending across the developed world. In fact, 
global military spending hit $1.98 trillion in 2020, an increase of 2.6% from the preceding year, 
and will likely rise another 2.5%-3.0% once 2021 is in the books. 

Adversaries Grow Bolder

To understand why we expect military expenditures to grow pretty steadily in the years ahead, look 
no further than China’s recent successful test of a hypersonic missile system. This technological 
accomplishment is viewed as part of a program to create new threats for U.S. defenses. According 
to NATO officials, China fired such a missile in July that traveled around the globe in a low-earth 
orbit before releasing a “glide vehicle”. That glide vehicle then reportedly fired a projectile of its 
own—a feat that tests the boundaries of widely accepted physics.

Another area of contention in the Far East is the ongoing disputed status of Taiwan. Although the 
island nation’s sovereignty has been an issue for almost three quarters of a century, more recently, 
this debate has escalated from a tolerable source of friction between the United States. and China 
to a potential flashpoint. Taiwan’s economy has grown sharply over the past half century to become 
a critical supplier of semiconductors. It is also regarded as a close ally of our country. Needless to 
say, the almost daily campaign of intimidating military exercises, patrols and surveillance that falls 
just short of armed conflict is of material concern to the United States and its allies. 

Flying Commercial

Emerging trends in commercial air travel and customer order activity are much more favorable than 
in the earlier post-COVID period, which is a positive sign for the industry. Global distribution 
of vaccines is helping to clear a path toward normalization of air travel, most recently marked 
by the U.S. decision to reopen its borders for vaccinated visitors. However, the emergence of the 
Omicron variant is something we’ll be monitoring closely in the days and weeks ahead. Early 
indications suggest that the new, heavily mutated strain may be more infectious than the now-
dominant Delta variant. Scientists also have said that Omicron’s spike protein mutations could 
make it more resistant to vaccines now on the market. While it will take some time to confirm 
these hypotheses, early data from airlines and travel agencies suggest a waning of demand since 



6 Value Line Select: ETFs Volume 6, Issue 1

TABLe 2: XAR Key facts

as of 12/1/2021

Expense Ratio: 0.35%

12-month ETF return 7.60%

Shares Outstanding 9,750,000

Assets in Top 10 44.30%

Price-to-Earnings Ratio 21.7

Price-to-Book Ratio 3.05

Price-to-Sales Ratio 2.55%

30-Day SEC Yield 0.35%

Number Of Holdings 32

Legal Structure
Open-End 
Investment 
Company

Average Market Cap $28.5 billion

Net Asset Value $1,114,210,000 

news of the variant first came to light. If Omicron does prove to be more contagious and virulent 
than previous coronavirus strains, that could lead to a further weakening of passenger demand and 
eventually reverberate to planemakers like Boeing and Airbus. However, for now, it is too early to 
tell how all of this will play out. 

Conclusion

From an investment perspective, despite some near-term uncertainty on the commercial aviation 
front, we believe XAR will benefit from a number of secular trends in the defense and aerospace 
industries. Rising geopolitical tensions worldwide augur well for military equipment makers, 
which are broadly represented in this ETF. In addition, even if the Omicron variant hits the 
aerospace industry hard, new vaccines and treatments ought to come onto the market in short 
order, and the pandemic should eventually recede. What’s more, if Omicron turns out to be more 
bark than bite, the recent price dip in XAR should turn out to be a good buying opportunity. 
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InDuSTRy FocuS: DEFEnSE/aERoSPacE

The Aerospace/Defense Industry consists of companies that design, develop, and manufacture 
commercial, private, and military aircraft, as well as advanced space systems and ground defense 
products. These include missile defense systems and vehicles for businesses and governments 
around the globe. Those with extensive government relationships tend to hold brighter prospects, 
given the near-perpetual focus on building out national militaries to better compete with other 
countries. Additionally, an ongoing shift toward cutting-edge, technologically capable solutions 
has historically driven performance here. Over the last few months, stocks within the Aerospace/
Defense sector have represented somewhat of a mixed bag. This has a lot to do with new quality 
concerns that have arisen for certain aircraft manufacturers. Impediments related to the global 
supply chain also have weighed on results. The good news is that the recovery taking place in 
commercial air travel seems to be sticking, for now, while concerns over the Biden Administration 
and its willingness to expand the defense budget have largely been put to rest. 

Aerospace

Commercial flight activity has continued to recover over the past few months, prompting solid 
revenue results from aircraft manufacturers and aftermarket parts suppliers. The improvement has 
been driven in large part by demand for leisure travel, since many businesses are still operating 
in a remote capacity in the wake of the pandemic. Additionally, cargo transport has provided 
supplementary relief, with a rise in digital commerce and delays associated with other less-expensive 
forms of shipping spurring demand. International travel is still stunted, as many countries have 
opted to keep their borders heavily restricted. Heading into 2022, airlines and their suppliers are 
hoping that the continued distribution of vaccines will allow them to resume operations in most 
areas. However, the emergence of the Omicron variant may throw a wrench into those plans. As we 
went to press, scientists were still trying to figure out if the variant has the ability to evade some of 
the immune protection afforded by vaccines. If that turns out to be the case—and Omicron also 
proves to be highly transmissible—travel restrictions will probably intensify and the recovery for 
aerospace manufacturers will likely be pushed back—again. 

Defense

The United States’ withdrawal from Afghanistan took some investors by surprise, and it positioned 
many defense contractors, who were uncertain of the support they would receive under the current 
Administration, to experience weaker revenues. Lockheed Martin, for example, is now expecting 
to realize fewer domestic deliveries of its F-35 fighter jets, and the headwind may persist for some 
time. Meantime, despite the Afghanistan withdrawal, certain facets of the U.S. defense budget are 
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likely to remain unaffected, and may even increase in the near term based on global tensions. These 
include developments in ground-based strategic deterrents, drones, and satellites. Indeed, space 
systems are growing more vital than ever with governments now forced to deal with autonomous 
vehicles and hypersonic missile technology. And although forces like supply-chain disruptions and 
labor shortages have the potential to impede business to an extent, these projects should remain 
well-funded for the better part of the next decade. This is not only true for domestic operations, 
but internationally, as well. 

Our Prediction 

Although supply chain challenges and lingering travel restrictions are expected to weigh on near-term 
results here, we believe the long-term outlook for aerospace and defense companies is bright, with 
military spending poised to increase as nations compete with one another to build military strength 
and commercial plane deliveries likely to rebound once the pandemic recedes. To take advantage of 
such trends—as well as minimize concentration risk and volatility—we suggest investors consider 
broad-based participation through the SPDR S&P Aerospace & Defense ETF (XAR).
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TABLe 4: XAR HoLDingS: 32 comPonenTS (onLy ToP 10 SHown)

Company 
Name Symbol

Stock 
Price

P/E 
Ratio Weight Currency

Region/
Country Sector

Heico Corporation  HEI $140.99 NMF 4.86% USD
North America / 
United States

Aerospace/Defense

Spirit 
AeroSystems SPR $39.31 NMF 4.59% USD

North America / 
United States

Aerospace/Defense

Textron  TXT $73.01 21.8 4.52% USD
North America / 
United States

Aerospace/Defense

Aerojet 
Rocketdyne AJRD $42.60 20.9 4.48% USD

North America / 
United States

Aerospace/Defense

Raytheon 
Technologies  RTX $83.79 18.1 4.39% USD

North America / 
United States

Aerospace/Defense

Northrop 
Grumman  NOC $357.40 14.1 4.39% USD

North America / 
United States

Aerospace/Defense

Lockheed Martin  LMT $342.25 12.5 4.35% USD
North America / 
United States

Aerospace/Defense

Axon Enterprise AXON $179.52 NMF 4.32% USD
North America / 
United States

Aerospace/Defense

General 
Dynamics  GD $194.89 16.5 4.21% USD

North America / 
United States

Aerospace/Defense

Hexcel 
Corporation HXL $53.14 41.5 4.20% USD

North America / 
United States

Chemicals 
(Divserified)

ToP 10 hoLDIngS
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KEy hoLDIng: gEnERaL DynamIcS (gD)

General Dynamics continued to experience a recovery for aerospace operations in the 
September quarter. Revenues from that segment advanced about 5%, year over year, to $2.07 
billion, while the operating margin expanded to 12.7% and EBITDA checked in at $262 million. 
The company also delivered 31 Gulfstream aircraft and significantly expanded its order book 
during the period. It is now 
looking to deliver some 40 
aircraft in the fourth quarter, 
and anticipates more positive 
margin momentum, driven 
by better efficiency at its 
Gulfstream business jet service 
centers. 

A more intriguing profit 
margin story is taking place 
in the Combat Systems 
division. Over the first nine 
months of this year, operating 
earnings are up more than 
7%, to $786 million, despite a 
modest 4% gain on the top line. 
Such leverage may continue to 
build with demand for General 
Dynamics’ Abrams tanks and 
Stryker vehicles holding firm. 
There are also opportunities 
available to enhance the top 
line via work with overseas 
governments, particularly as 
military tensions increase in 
Europe and Asia. 

The marine and electric boat businesses should remain key growth drivers in the year ahead. 
Taking global supply chain concerns into account, we are looking for General Dynamics to achieve 
4% revenue growth in 2022. Governments should continue to require ship repairs supplementing 
work on Virginia-Class and Columbia-Class submarines. Capital investments in the Marine 
segment also seem poised to take a step down, driving profitability higher. 

Value Line Ranks and Projections

Recent Price: $194.89 

Safety Rank: 1

Financial Strength: A++

2024–’26 Target Price 
Forecast $245-$300

company Data

Industry: Aerospace/Defense

Ticker Symbol: GD

Options: Yes

Exchange: NYSE

Actual EPS for                    
Fiscal Year 2020: $11.00 

Estimated EPS for           
Fiscal Year 2021 $11.55 

Estimated EPS for           
Fiscal Year 2022: $12.35 

Current P/E Ratio: 16.5

*Relative P/E Ratio: 0.83

Dividend Yield: 2.45%

Shares Outstanding: 279,222,830

Market Capitalization: $54.4 billion

Incorporated: Delaware

Address: 2941 Fairview Park Drive, Suite 100,  
Falls Church, VA 22042

Telephone: 703-876-3000

Internet: www.generaldynamics.com
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GENERAL DYNAMICS 

Annual Rates of change Per Share

Past 10 Years Past 5 Years

Projected Growth 
Rates from 2018 - 2020 

through 2024- 2026 

Revenues: 5.0% 7.0% 4.5%

Cash Flow: 6.0% 8.0% 6.0%

Earnings: 6.0% 7.5% 6.0%

Dividends: 10.0% 10.5% 9.0%

Book Value: 4.0% 5.0% 12.5%

The equity continues to provide investors with a decent dividend yield. Notably, General 
Dynamics has a long history of increasing the payout to compete with other players in the industry. 
At the recent quotation, the dividend yield offered widely surpasses the Value Line median. 

General Dynamics’ stock seems reasonably valued, in our view. We anticipate high-single-
digit annualized earnings growth over the coming 3 to 5 years, reflecting strong demand for the 
company’s military equipment and Gulfstream business jets.  Investors should also note that GD 
stock possesses our highest rank for Safety (1), an A++ rating for Financial Strength, and above-
average total return potential out to 2024-2026.
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GENERAL DYNAMICS 

Revenues (in millions)

Mar. 31 Jun. 30 Sep. 30 Dec. 31 Full Yr.

2018 7535.00 9186.00 9094.00 10378.00 36193.00

2019 9261.00 9555.00 9761.00 10773.00 39350.00

2020 8749.00 9264.00 9431.00 10481.00 37925.00

2021 9389.00 9220.00 9568.00 10753.00 38930.00

2022 9450.00 9900.00 10300.00 10800.00 40450.00

Quarterly Revenue growth (year-to-year)

Mar. 31 Jun. 30 Sep. 30 Dec. 31 Full Yr.

2019 22.91% 4.02% 7.33% 3.81% 8.72%

2020 -5.53% -3.05% -3.38% -2.71% -3.62%

2021 7.32% -0.47% 1.45% 2.60% 2.65%

2022 0.65% 7.38% 7.65% 0.44% 3.90%

Quarterly earnings Per Share

Mar. 31 Jun. 30 Sep. 30 Dec. 31 Full Yr.

2018 2.65 2.62 2.89 3.07 11.22

2019 2.56 2.77 3.14 3.51 11.98

2020 2.43 2.18 2.90 3.49 11.00

2021 2.48 2.61 3.07 3.39 11.55

2022 2.75 2.80 3.20 3.60 12.35

Quarterly earnings growth (year-to-year) 

Mar. 31 Jun. 30 Sep. 30 Dec. 31 Full Yr.

2019 -3.40% 5.73% 8.65% 14.33% 6.77%

2020 -5.08% -21.30% -7.64% -0.57% -8.18%

2021 2.06% 19.72% 5.86% -2.87% 5.00%

2022 10.89% 7.28% 4.23% 6.19% 6.93%

Quarterly Dividends Paid (per share)

Mar. 31 Jun. 30 Sep. 30 Dec. 31 Full Yr.

2017 0.760 0.840 0.840 0.840 3.280

2018 0.840 0.930 0.930 0.930 3.630

2019 0.930 1.020 1.020 1.020 3.990

2020 1.020 1.100 1.100 1.100 4.320

2021 1.100 1.190 1.190
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iShares Virtual Work and Life Multisector ETF (IWFH)

The iShares Virtual Work and Life Multisector ETF got off to a rocky start as the economy 
accelerated in November and investors reduced bets on stay-at-home stocks such as Zoom Video 
Communications, which make up the core of IWFH’s holdings. However, the emergence of the 
Omicron variant has the potential to change the economic paradigm. If this new strain proves to 
be more transmissible and/or virulent, forcing the economy and individuals to pull back from in-
person activities, IWFH could once again become an investor darling. Buy.

First Trust NASDAQ Global Auto Index ETF (CARZ)

The First Trust NASDAQ Global Auto Index ETF had been on a steady upward trend since our late 
September recommendation, until it pulled back more recently as investors digested news about 
the Omicron variant’s emergence. While the new strain could exacerbate supply chain headwinds 
that have kept a lid on vehicle sales volumes, we believe the fundamentals are still intact here and 
would urge investors to take advantage of the recent price weakness. Buy.

Vanguard Health Care ETF (VHT)

The Vanguard Health Care ETF has struggled in recent weeks as investors fret over drug proposals 
being debated on Capitol Hill. Democrats’ across-the-board idea to allow Medicare to negotiate 
directly with pharmaceutical companies appears to be off the table, though we still expect some sort 
of slimmed-down price-control mechanism to make it into the final bill. Until that happens and 
investors can fully assess the legislative impact, we expect VHT to continue to tread water. Hold. 

iShares Cloud 5G and Tech ETF (IDAT)

The iShares Cloud 5G and Tech ETF has been on a tear in recent weeks, led by strong quarterly 
results and upbeat guidance from top holdings like NVIDIA, Microsoft, and Taiwan Semiconductor, 
among others. The fund offers diversified exposure to the burgeoning fields of cloud computing, 
5G, improved mobile communications infrastructure, and semiconductor manufacturing, and we 
continue to view it as a core holding with considerable long-term upside potential. Buy.

uPDaTES on ouR PREVIouS SELEcTIonS
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SPDR S&P Pharmaceuticals ETF (XPH)

The SPDR S&P Pharmaceuticals ETF has struggled to gain traction since our January 
recommendation, even as the pharmaceutical industry as a whole remains on track to post record-
breaking profits in 2021. We are somewhat surprised by the lack of investor enthusiasm here, 
especially given how well the sector performed during the COVID-19 pandemic. Nevertheless, we 
feel as though the aforementioned VHT offers enough exposure to the pharma/biotech industries, 
and advise investors to sell XPH at this time. Sell.

SELL REcommEnDaTIon

 Price-to-Earnings Ratio: Refers to the ratio for valuing a company that measures its current share 
price relative to its earnings per share (EPS).

 Price-to-Book Ratio: Refers to the measure that compares a firm’s market capitalization to its book 
value. It’s calculated by dividing the company’s stock price per share by its book value per share 
(BVPS).

 Relative P/E: Compares the current absolute P/E to the comparable stock market index.

 Net Asset Value: Represents the total value of all securities held by the ETF, including cash. 

 Market Capitalization: Refers to the total dollar market value of a company’s outstanding shares.
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