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TAA  - what is it
What is it

Why does it work

What is it not
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TAA

• Tactical asset allocation

• aka “sector rotation” . . . . although this usually implies a narrower application of TAA

• Old investment strategy . . . that’s been around for many decades
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What is it
What’s under the hood?
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Passive

• It many ways, TAA is a passive strategy

• In the sense that . . . when properly done, it eschews
• Forecasting

• Prediction

• Guesses about the future

• Attempts to time the market
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An analogy

• S&P 500

• MSCI EAFE

• Bloomberg Barclays Aggregate Bond

• These are all passive indices

• But, taking the S&P as an example
• Sometimes it has 495 stocks, sometimes 508 stocks

• Its weights . . . change every single day

• It’s industry weightings . . . cycle through massive unprecedented swings

• It changes with the subjective human judgements of an ever-evolving committee
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Forecasting, prediction, estimations

• TAA, when done properly

• Is similarly passive to the S&P 500

• But it eschews subjective human judgement about what the future will bring
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Markets trend

• Markets trend

• All markets trend

• All markets have always trended

• All this means is that a strong tendency exists for those asset categories that 
were trending the most
• Strongly or favorably . . . to do so for just one more month

• Weakly or unfavorably . . . to do so for just one more month
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Average asset allocation

• It’s pretty darn similar

• The average asset mix of a TAA portfolio is remarkably similar to what a static 
Buy&Hold investor would use for a similar level of risk

• The two . . . just don’t differ that much

For example
• 30% US stocks
• 29% Int’l stocks
• 5% Treasuries
• 32% US Investment grade corporates
• 1 ½% International bonds
• 1 ½% Gold
• 1% Other commodities
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Aligned and attuned with what’s going on

• But, the TAA portfolio is adjusting to what’s working . . . and what is failing

• Continually adapting so as to stay aligned/attuned with Mr. Market’s current likes 
and dislikes

• This works unusually well during Bear Markets . . . . since these declines tend to 
continue for between 1 ½ to 2 years

• A similar observation can be made about Bull Markets
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Why does it work
It is never enough to say “Well it did work, so it will continue to work”
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No forecasting, no timing, no prediction

• It would not work if TAA tried to do these things

• Attempted to time market turning points

• Forecast the future

• Predicted the future path for interest rates, inflation, or GDP growth

• Build its portfolio around estimates of future corporate earnings growth
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Winners repeat  - continuing to win
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Losers repeat  - continuing to lose
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Why do market’s trend

• It just takes time

• Information to develop

• Get noticed

• Be interpreted

• Acted upon

• Different investor types . . . operate at different speeds
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What is it not
The curse of those who would over-promise and then subsequently under-deliver
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What is it not?  - this feels like a strange question to have to ask

• What is it not?

• Why do we even have to ask this question

• It is the curse of our industry

• Those who can’t stop themselves from over-promising and then under-delivering

• TAA in particular . . . has been troubled by this dysfunction
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TAA  - where is it used

• TAA is not an “institutional” product

• TAA is rarely offered by any investment manager with over $500 billion of $AUM

• Why not

• TAA is generally considered to NOT be commercially viable
• It won’t sell well

• It won’t retain assets well

• The objective of the industry is to grow . . . . i.e., gather and retain assets

• TAA is inherently at odds with the industry’s objective
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The industry’s objective  - is generally served by

• Performance that beat “the S&P” over the last 1-, 3-, and 5-years

• That’s how they gather and retain assets

• This implies something VERY important about “tracking”
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A way to beat the S&P 500  - No, TAA is a poor solution

• Short-run problem

• Episodic era problem

• It’s a crap shoot
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Tax efficient  - No

• TAA turns long-term gains into short-term gains

• It is highly tax inefficient

• Although maybe not as bad as a bond

• And . . . which would you rather have
• A loss and pay no taxes

• A gain and pay taxes
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Near-term needs

• Pretty darn bad for 0 to 6 years

• Don’t do it

• What’s the problem?

• TAA’s success depends on giving it enough time for the “trending phenomenon” to payoff

• Trending does not dependably payoff in the short-run . . . a year or two

• But . . . If you can give it eight, or nine, or ten years . . . the results are just brilliant
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Client-facing collateral on the topic
A Pretty Good Outcome

Why doesn’t BlackRock offer TAA?
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Client-facing collateral on the topic
A Pretty Good Outcome . . . very high probability of success if you give it time
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A Pretty Good Outcome
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A Pretty Good Outcome
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Client-facing collateral on the topic
Why doesn’t BlackRock offer TAA? . . . if it’s so good, then why doesn’t everyone offer it
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Why doesn’t BlackRock offer TAA?
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Why doesn’t BlackRock offer TAA?
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Why doesn’t BlackRock offer TAA?
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Why doesn’t BlackRock offer TAA?
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Why doesn’t BlackRock offer TAA?
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For more information contact

Jeff Megar, CFA

Email  jeff.megar@julexcapital.com

Office  781-772-1378

Bob Peatman

Email  bob.peatman@julexcapital.com

Cell  617-875-9316
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Important Disclosures

This information in this presentation is for the purpose of information exchange. This is not a solicitation or offer to buy or sell any security. You must do your own due 
diligence and consult a professional investment advisor before making any investment decisions. The use of a proprietary technique, model or algorithm does not 
guarantee any specific or profitable results. Past performance is not indicative of future returns. The performance data presented are gross returns, unless otherwise 
noted. 

The risk of loss in trading securities can be substantial. You should therefore carefully consider whether such trading is suitable for you in light of your financial condition. 
All information posted is believed to come from reliable sources. We do not warrant the accuracy or completeness of information made available and therefore will not be 
liable for any losses incurred.

Some part of the investment performance shown is HYPOTHETICAL. It is based on the back tests of historical data. Hypothetical performance results have many inherent 
limitations, some of which are described below. No representation is being made that any account will or is likely to achieve profits or losses similar to those shown. In 
fact, there are frequently sharp differences between hypothetical performance results and the actual results subsequently achieved by any particular trading program.

One of the limitations of hypothetical performance results is that they are generally prepared with the benefit of hindsight. In addition, hypothetical trading does not 
involve financial risk, and no hypothetical trading record can completely account for the impact of financial risk in actual trading. For example, the ability to withstand 
losses or adhere to a particular trading program in spite of trading losses are material points which can also adversely affect actual trading results. There are numerous 
other factors related to the markets in general or to the implementation of any specific trading program which cannot be fully accounted for in the presentation of 
hypothetical performance results and all of which can adversely affect actual trading results.

The composition of a benchmark index may not reflect the manner in which a Julex portfolio is constructed in relation to expected or achieved returns, investment 
holdings, portfolio guidelines, restrictions, sectors, correlations, concentrations, volatility, or tracking error targets, all of which are subject to change over time.

No representation or warranty is made to the reasonableness of the assumptions made or that all assumptions used to construct the performance provided have been 
stated or fully considered.


