PERSPECTIVES ON TACTICAL ASSET ALLOCATION

(AKA SECTOR ROTATION)

Sometimes people just don’t fact-check
Some have falsely claimed that market cycles are getting shorter
Tactical Asset Allocation (TAA) relies on trending or momentum for its success. Some have falsely claimed that market cycles are
getting shorter, and therefore TAA no longer has the inherent advantage that it once did. Let’s fact-check this claim in order to
determine its truth or falsehood.
But first, let’s work to better understand this issue. The following graph shows two different market paths. Each starts and ends
at the same spot, and therefore both generate the same total return after many years.
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The black line represents a market experiencing long extended cycles (bulls and bears). In contrast, the blue line shows a lack of
market cycles, and instead just whipsaws back and forth as it moves ever higher. TAA has a large inherent advantage if the
market follows the black line, and is meaningfully disadvantaged if it follows the blue. Why is this? Because TAA’s reliance on
trending allows it to adopt a more beneficial dynamic asset mix, since the trends last for such extended periods of time (with the
black line).

Are stock market cycles shorter today?
There have been 16 bull markets for U.S. stocks since 1853. The table below shows the typical (median), average (mean), and the
current still ongoing bull markets.
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Cumulative percentage
gain, unannualized

Duration
in years

Median BULL market

176.7

Mean BULL market

Current BULL market,
not yet ended

Start
date

End
date
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Volatility, annualized standard
deviation of monthly returns

Percentage of monthly
returns that were positive
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The current bull market (still ongoing) is significantly longer than the typical or average bull. In fact, it is longer than 73% of all
past bull market cycles.

Are bond market cycles shorter today?
For solid and well understood macroeconomic and political reasons, bond bull and bear markets last considerably longer than
one finds for stocks. The table below identifies the typical, average, and just-ended bond bull markets.
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Duration
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Median BULL market
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Once again, the recent bond bull market (that ended in the third quarter of 2020) was significantly longer than the median or
average bull.

Are commodity market cycles shorter today?
The most recent commodity cycle was a bear, with inflation-adjusted commodity prices falling by -71% over nine years. The table
below provides the typical, average, and just recently ended commodity bear markets.
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Cumulative percentage
loss, unannualized

Duration
in months

Median BEAR market

-38.1

32.0

12.6

67

-16.4

Mean BEAR market

-46.3

44.6

12.6

72

-23.7

BEAR market just
ended

-70.6

108.0

15.5

56

-12.7

Start
date

Apr
2011

End
date

Apr
2020

Volatility, annualized standard
deviation of monthly returns

Percentage of monthly
Annualized return
returns that were negative during BEAR market
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As with bond and stock market cycles, the commodity cycle has not shortened. In fact, the commodity bear market that ended in
April 2020 was the longest commodity bear in all of history (since data first became available).

Conclusions
Fact-check and set the record straight - Contrary to the false claims made by some, stock, bond, and commodity cycles have
not become shorter. In fact, the recent bear or bull markets for each, have been measurably longer than the historical average.
This tendency towards longer-lasting market cycles serves to reinforce the inherent advantage of TAA strategies.
Trust but verify - One of our nation’s past presidents often used the phrase “trust but verify.” This is a prudent approach when
dealing with all investment strategies. Thankfully, the market cycles described above are fully transparent and readily confirmed.
And we will help anyone who would like to give it a try.

Next steps
Your financial advisor has a menu of possible investment solutions. The solution that is most appropriate to your unique needs
and circumstances can only grow out of a meaningful discussion with your advisor. Reach out to them, talk with your advisor.

Rob Brown, CFA, PhD
Julex Capital Advisory Board Member
Website www.robbrownonline.com
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Important disclosures
It is not possible to invest, directly, in an index.
It is not possible to invest, directly, in any index referred to in this document.
Past performance is not an indicator of future results.
All performance appearing in this document is hypothetical and back-tested. Any hypothetical back-tested information provided herein is illustrative only and
derived from a proprietary model designed with the benefit of hindsight based on certain data (which may or may not correspond with the data that someone
else would use to back-test the portfolio) and assumptions and estimates (not all of which may be specified herein and which are subject to change without
notice). The results obtained from different models, assumptions, estimates and/or data may be materially different from the results presented herein and such
hypothetical back-tested information should not be considered indicative of the actual results that might be obtained from an investment or participation in a
financial instrument or transaction referencing the portfolio.
Fees, internal embedded expense ratios, and sales charges have not been subtracted from any of the performance results appearing in this document.
The information in this document 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.
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. No strategy, including asset allocation and diversification, can assure success or protect against loss. Stock investing involves risk, including loss of
principal. Bonds are subject to market and interest rate risk if sold prior to maturity. Bond values will decline as interest rates rise and bonds are subject to
availability and change in price. International debt securities involve special additional risks. These risks include, but are not limited to, currency risk, geopolitical
and regulatory risk, and risk associated with varying settlement standards. These risks are often heightened for investments in emerging markets. International
debt securities involve special additional risks. These risks include, but are not limited to, currency risk, geopolitical and regulatory risk, and risk associated with
varying settlement standards. These risks are often heightened for investments in emerging markets. The fast price swings in commodities and currencies will
result in significant volatility in an investor’s holdings.
All information contained in this document 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.
The composition of a benchmark, index, or portfolio may not reflect the manner in which an Integrated Financial Partners 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 as to the reasonableness of the assumptions made herein.
The data underlying the results, is monthly total return index data. This data was provided by Global Financial Data, Inc., San Juan Capistrano, CA on 4/6/2021.
Global Financial Data, Inc. can be reached at www.globalfinancialdata.com.
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