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“I have a friend who’s a fisherman he 

says, ‘I have a simple rule for success in 

fishing. Fish where the fish are.’ You want 

to fish where the bargains are. That 

simple. If the fishing is really lousy 

where you are you should probably look 

for another place to fish.”

Charlie Munger
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TAA - How to separate the good 
from the bad
What are the criteria you should look at . . . or look for

The determine which are the good TAA models, and which are the bad
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Key criteria

• External cost

• Internal cost

• Playing field

• Balance between opportunity and risk

• Built for sales . . . or built for results

• Transparency and understandability

• Foundation

• Whipsaw

• Testable

• Subjective overlay

• Macroeconomic overlay
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External cost
Fee charged by the investment manager and/or platform provider
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External cost

• What’s the fee?

• Charged by the investment manager or the platform provider

• If you’re paying 75bps

• You’re being taken advantage of
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Internal cost
Impact of trading

. . . . Not talking about trade commissions
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Internal cost

• This is a serious and a valid complaint by the honest researchers who have 
evaluated TAA strategies

• Internal costs are the indirect trading impact costs

• They result from
• Turnover
• Using ETFs with poor bid/ask spreads

• It is relatively easy to destroy all of the benefits of TAA with inadequate attention 
to internal costs

• Solution
• Don’t trade too much
• Only use ETFs with super tiny bid/ask spreads
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Playing field
Asset categories being drawn from

Board enough?

Different enough?
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Playing field

• Playing field is hyper important

• Need it to be

• Broad enough

• Different enough

• Broad enough
• Span the full range of return opportunities and risk mitigants

• Different enough
• Each asset category needs to be different from the others
• Example . . . Smallcap and midcap are just too similar
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Playing field
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Balance between opportunity 
and risk
Success can only be derived by equal focus on realizing return and mitigating risk
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Balance between opportunity and risk

• Balance is critical

• Equal emphasis must be maintained on

• Opportunities for return

• Risk mitigation

• Overemphasis on either can quickly turn disastrous



For internal use only, do not share with clients or prospects

Built for sales . . . or built for results
Most/many are just built for sales . . . and the results WILL suffer
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Built for sales . . . or built for results

• Rotate between a narrow definition of U.S. industry sectors

• Perhaps 7 or 8 sectors

• And cash

• Classic example of being built for sales . . . . instead of results

• Violates all of the critical elements defining a robust TAA model
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Transparency and understandability
Are they trying to hide something?

Do they actually understand what they’re doing?
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Transparency and understandability

• If its not 100% transparent . . . Then they are trying to hide something important

• If its not fully understandable (OK, so you do need to invest a little time yourself) . . . then 
they probably 
• Don’t understand what they themselves actually built

• And/or are trying to hide something



For internal use only, do not share with clients or prospects

Foundation
Market trend, they have momentum
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Foundation

• The only foundation of every TAA model is
• Markets trend

• ALL markets trend

• ALL markets have always trended

• There exist serious good/solid reasons why markets trend

• The foundation upon which every valid TAA model is built is that markets trend
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Whipsaw
All TAA models suffer from whipsaw  - all of them
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Whipsaw

• Every TAA model will suffer from whipsaw

• This is because they are built on trending

• The task of a “good” TAA model is to mitigate (not eliminate) this deficiency

• The simplest and most straightforward way to reduce whipsaw is to reduce the 
interval between trades

• TAA models that use weekly trading . . . can be a disaster
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Testable?
If not . . . . that’s pretty bad
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Testable?

• The beauty of TAA models is that they generally follow testable quantitative rules

• This is mission critical

• Because it allows one to ask and answer how the model would have performed in 
different environments

• AND . . . To get an honest reliable answer back
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Subjective overlay?
If so . . . . that’s pretty bad
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Subjective overlay?

• If there is a human subjective overlay . . . 

• Just turnaround and walk the other way

• With a human subjective overlay . . . Absolutely anything can and will happen

• This turns the strategy into nothing more than undisciplined “market timing”
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Macroeconomic overlay?
How to make it better
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Macroeconomic overlay?

• Many TAA models take a modest step beyond or in addition to piggybacking off of the 
fact that markets trend

• They attempt to enhance and improve the
• Trend following
• Trend reversal
• Whipsaw

• This is all to the good

• BUT
• It must not go to far
• Must never become human subjective overlay
• Unduly undermine the testability of the model
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Key criteria

• External cost

• Internal cost

• Playing field

• Balance between opportunity and risk

• Built for sales . . . or built for results

• Transparency and understandability

• Foundation

• Whipsaw

• Testable

• Subjective overlay

• Macroeconomic overlay
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Key criteria  - Applying them to the failed F-Squared

• External cost

• Internal cost

• Playing field

• Balance between opportunity and risk

• Built for sales . . . or built for results

• Transparency and understandability

• Foundation

• Whipsaw

• Testable

• Subjective overlay

• Macroeconomic overlay

X

X

X
X
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Investment Library collateral
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Investment Library collateral
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Time  - Can be your best friend
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Time  - Can be your best friend
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Why TAA?

• Because “Modern Portfolio Theory” is so much crap

• It is such a gross over-simplification of the real world

• It abstracts far to much from the real world

• Mean variance optimization works in “the lab” . . . but not in the real world

• How do we understand this observation ?
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Mean variance optimization is crap
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Mean variance optimization is crap
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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.


