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Why this topic?

• Because it explains

• How one selects investment management products

• How difficult the challenge really is

• The impediments posed by wholesalers, salespeople . . . and short-termism
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There are 4 types of products

• Alpha

• Beta

• Expensive false story

• Useful client behavior management tool
• Not alpha or beta

• Not cheap

• But useful for mitigating client-based behavioral biases
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Alpha  just 1%
Outperformance

Beat an appropriate benchmark over an appropriate period
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What is alpha

• Benefit that results from successfully harvesting an isolated mispricing in the market

• The very act of harvesting the mispricing . . . serves to eliminate the mispricing . . . thus 
eliminating the opportunity

• Therefore . . . such mispricings (opportunities) must be continuously renewed or the 
investment manager most move on to other markets (populated with different mispricings)



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

So to be a successful alpha manager . . . . 

• There must be mispricings in the market

• You have to be targeting those mispricings

• You have to be successful with your harvesting
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Alpha that works

• The fishing analogy . . . . if you want to catch fish

• Fish in the right place
• Lots of fish
• Or . . . Really really big fish
• Either quantity or size or both

• Use better equipment that the other fishermen
• You’ve got to have a meaningful edge or advantage over the competition

• Don’t face too much competition
• You don’t want to fish were everyone else is fishing
• Otherwise, there’s just not enough to go around

• Move on to a new location before all the fish are gone
• Always be preparing, in advance, to be moving on to a new fishing hole
• The simple act of fishing removes all of the fish
• So move on to a new location before all the fish are gone
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There are 4 types of products
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• Expense, over-priced, or hidden fees and expenses
• A fancy story with little to no chance of ever succeeding
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Alpha example # 1
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Alpha example # 2
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Alpha example # 3
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Alpha example # 4 

• Julex Capital ESG individual stock portfolio

• Julex Capital High Dividend individual stock portfolio
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Beta just 5%
Passive or Buy&Hold

Gain efficient cheap exposure to some asset category
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What is beta

• It’s a risk that can NEVER be diversified away . . . you can’t get rid of it
• Equity risk

• Interest rate risk

• Inflation risk

• Default risk

• Hurricane risk

• Earthquake risk

• Crop failure risk

• Rental income risk

• Because it’s impossible to eliminate this risk . . . the market rewards those investors 
who accept this risk

• So, beta is all about accepting risk . . . . and then being fairly compensated for taking on  
that risk . . . . in a sense, you are becoming an “insurance provider”
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So to be a successful beta manager . . . . 

• Identify a risk . . . that can never be diversified away

• Package up that specific risk
• Don’t dilute it . . . . maintain purity

• Stay ultra cost-effective and cheap

• Remain stable and unerringly consistent/constant in the delivery of this exposure

• Flawless transparency

• Gather sufficient assets fast enough
• Requires brutal economies-of-scale

• You need massive size to make the business work

• You’re building and selling the ugliest and meanest of commodities
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Beta that works

• The gasoline station analogy . . . . if you want to fill up your gas tank

• Is it gasoline and are they selling the grade you desire
• Pure, consistent, unvarying product
• Never any question or doubt about the consistency and dependability of the product
• Provide the choice (if any) that you desire

• What’s the price . . . . “price is only relevant in the absence of value”
• Is it cheap . . . is it the cheapest . . . . since there is “no value”
• It’s a commodity

• Is the gas station at a most convenient location
• Ease of use and convenience is all important . . . . since there is “no value”
• Quick in & out, low calorie burn
• Are there auxiliary benefits, support, or services

• Will the gas station be around for the long-run
• It’s all about economies-of-scale . . . . they need massive heft and scale
• Your vendor needs to dwarf everyone else . . . . or inevitably they will be gone
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Beta example # 1

High-level 

asset category

Ticker 

symbol
Narrowly-defined asset

High-level 

asset category

Ticker 

symbol
Narrowly-defined asset

XLY Consumer discretionary TLT 20+ year Treasury

XLE Energy IEI 3-7 year Treasury

XLF Finance IEF 7-10 year Treasury

XLV Health care TIP Inflation protected Treasury

XLI Industrials LQD Intermediate investment grade corp

IYR Real estate AGG Investment grade govt/corporate

XLK Technology VCLT Long-term investment grade corp

SHV Short-term Treasury

EWZ Brazil ZROZ Ultra long-term Treasury

EWC Canada

FXI China Junk bonds HYG High yield bonds

EWG Germany

INDA India GLTR Diversified precious metals

EWJ Japan GLD Gold

EWY Korea PPLT Platinum

EWU United Kingdom

EWT Taiwan

DBB Base metals

PDBC Diversified commodities

DBO Oil

Industrial and 

agricultural 

commodities

Precious 

metals

U.S. stocks
Investment 

grade U.S. 

bonds

Primary sources of growth Primary sources of protection

International 

stocks
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Beta example # 2
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Beta example # 3
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Beta example # 4

• Julex Capital tactical asset allocation series
• Dynamic series of TAA models

• Spanning investment time horizons from short (5-10 years) to long (21 years and greater)
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Expensive false story more than 93%
Expensive, over-priced, or hidden fees and expenses

A fancy story with little to no chance of ever succeeding

The next hot-story . . . or popular investment theme

Sexy stories
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Expensive false story more than 93%

• It’s understandable

• You’re trying to sell a commodity . . . but you need a fatter profit margin . . . or lack the 
economies-of-scale to make a go of it

• So . . . you make up a fancy story

• Draw inappropriate comparisons . . . misleading benchmarks and timeframes

• Hire talented sales folk . . . to push the false narrative

• Hire lawyers . . . to keep the regulators and litigators off your back
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Expensive false story example # 1

• ESG as a durable rewarded non-diversifiable risk factor

• ESG as a rewarded beta

• This is what we see when ESG is packaged up in an ETF

• The only way such a thing could work . . . is for those companies who pursue ESG to be 
inherently and fundamentally riskier and more likely to fail
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Expensive false story example # 2

• Cathy Woods
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Expensive false story example # 3
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Expensive false story example # 4

• Tax loss harvesting overlay managers

• All long-only portfolios very quickly become frozen (locked-up) preventing any tax 
loss harvesting

• It’s one of the more egregious shames . . . eventually attracting SEC enforcement
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Expensive false story example # 5

• Use of individual bonds instead of efficient bond ETFs and mutual funds

• The use of individual bonds has driven numerous cases of

• Congressional hearings . . . and subsequent regulatory actions

• SEC investigations

• FINRA actions

• The abuses bred the role of the “Bond Daddies”

• Their use can no longer be justified by a fiduciary . . . clear and unambiguous breach

• See   https://www.fa-mag.com/news/don-t-equivocate-on-bonds-17754.html

• VERY IMPORTANT NOTE . . . This does not apply to U.S. Treasuries

What a 
serious scam

https://www.fa-mag.com/news/don-t-equivocate-on-bonds-17754.html
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Useful client behavior management 
tool just 1%
Not alpha or beta

Not cheap

But useful for mitigating client-based behavioral biases
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Perhaps . . . . and yes, I think it is true

• Mitigating behavioral bias . . . . is the single greatest source of value-added . . . from 
the advisor to the client

• Reducing behavioral bias . . . this benefit dwarfs all others combined
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The insidious behavioral biases
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The insidious behavioral biases

Loss aversion
Irrational risk avoidance

Diversification
Not understanding the source of risk 

reduction

Media response
Listening to the news

Narrow framing
Restricting your information

Anchoring
Tying yourself to an initial perspective

Regret
Would of, could of, should of

Mental accounting
Treating different sources differently

Optimism
Overconfidence and lack  of humility

Herding
Following the crowd
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Useful client behavior management tool 

• Not alpha . . . it will never outperform

• Not beta . . . it’s not a cheap, dependable, transparent rewarded risk exposure

• It’s expensive, not cheap

• It will underperform

• It might even have rotten tax consequences

• BUT . . . . so what !!!

• If it gets your client to . . . better do what they need to do

• Then everyone is better off . . . everyone wins
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Useful client behavior management tool 

• It’s all about modifying behavior

• And if that costs more in terms of

• Taxes

• Fees

• Expenses

• Performance
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Useful client behavior management tool examples 

• Structured notes

• Immediate fixed annuity

• 5-year ladder of U.S. Treasury bonds

• Muni bonds

• Stock ETF with a built-in floor
• JP Morgan’s Hedged Equity Fund

• CBOE Vest U.S. Large Cap 10% Buffer Strategies Fund

• Private investments that aren’t marked to market
• Thus hiding market movements

• Venture capital is the perfect example . . . . and real estate limited partnerships

• Target Date Fund used inside of a 401k or 529 plan
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For more information contact

Jeff Megar, CFA

Email  jeff.megar@julexcapital.com

Office  781-772-1378

Liam Flaherty

Email  liam.flaherty@julexcapital.com

Office  781-489-5398
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Are bear markets shorter than in the past, 
and is TAA working more poorly? 
Friday 

December 2nd

11:00 a.m. EASTERN
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Important Disclosures

All data and statistics were provided by Global Financial Data, Inc. and NDR, Inc.  (unless otherwise indicated in the exhibit)

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.


