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What are risks to relying on buy and hold 60 40 or target date
investing options that are so popular these days?

Relying on traditional buy-and-hold, 60/40 portfolios, or target-date funds can expose investors to
several key risks, despite their popularity. Here are some potential pitfalls:
1. Interest Rate and Inflation Risk

e The 60/40 portfolio (60% stocks, 40% bonds) heavily depends on bonds for stability. When

interest rates rise, bond prices fall, hurting returns.

¢ [nflation can erode real returns on fixed-income investments, making them less effective for

preserving purchasing power.

2. Sequence of Returns Risk

* This is especially concerning for retirees withdrawing funds. If the market experiences a sharp

downturn early in retirement, a buy-and-hold approach may force selling assets at a loss.

* Target-date funds gradually shift to more bonds over time, but in periods of high inflation or rising

rates, those bond-heavy allocations can underperform.

3. Market Timing Risk

¢ A set-it-and-forget-it strategy doesn’t account for market cycles. A long-term investor may

experience decades of underperformance if they enter the market at high valuations.

¢ The 2000s and 1970s showed that even diversified portfolios could have extended periods of weak

performance.

4. Changing Market Correlations

* The 60/40 model assumes stocks and bonds are inversely correlated (bonds rise when stocks fall).
However, during periods of high inflation or fin:l.’,|al stress (e.g., 2022), both asset classes can fall

together.

5. Lack of Flexibility

* Target-date funds do not adapt to changing market conditions. They follow a fixed glide path that

may not be suitable for all investors.

* During periods of extreme market volatility, more dynamic strategies (e.g., tactical asset allocation

or alternatives) may offer better risk-adjusted returns.

6. Demographic & Structural Risks

¢ Baby Boomers retiring en masse means a shift toward bond-heavy portfolios, which could create

demand issues and push yields lower.

¢ Target-date funds can overexpose investors to traditional assets, ignoring other opportunities like

real assets. commodities. private eauitv. or alternatives.



7. Underperformance in Low-Yield Environments

e A 60/40 portfolio depends on bonds providing stability and income, but in a world of low or rising

interest rates, bonds may not provide the same cushion they did in the past.

* Investors relying on historical returns may be disappointed by lower future returns.

Alternatives to Consider

¢ Diversification beyond stocks and bonds (e.g., commodities, real estate, private equity,

alternatives).
s Active risk management instead of strict buy-and-hold.
¢ Factor-based investing (value, momentum, qus¢ 3 low volatility).

¢ |Inflation-hedging assets like TIPS, commodities, or real estate.

Would you like insights on alternatives that fit your specific risk tolerance and financial goals?

What about the psychological risk that people panic and sell at a
low point? | know someone about to retire that sold at the bottom
of the 2008 GFC that effectively cut his nest egg in half, and
another person that decided stocks were to risky and got into even
more risky and bad investments.

You're absolutely right—psychological risks are often bigger threats to an investor's long-term success
than market risks. Many people panic and make emotionally-driven decisions, which can cause
significant financial damage. Here's a deeper look at the behavioral risks associated with buy-and-hold,

60/40 portfolios, and target-date funds:

1. Panic Selling at Market Lows
* In bear markets (e.g., 2008, 2020, 2022), investors often sell out of fear at the worst possible time.

® The person you know who sold in 2008 at the bottom effectively locked in losses instead of

participating in the recovery.

* Buy-and-hold strategies assume investors will stay disciplined, but many don't—especially in

retirement when they fear losing everything.
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2. Overreacting and Abandoning Stocks

* Some investors see a market crash and conclude that stocks are too risky forever.

¢ |Instead of a reasonable shift in strategy, they often make extreme changes, such as:

¢ Moving everything into cash or CDs, missing long-term growth.

¢ Chasing high-risk speculative investments (crypto, options, penny stocks).



* Falling for scams or Ponzi schemes (e.g., Bernie Madoff's victims included risk-averse investors

who fled stocks).

3. Loss Aversion & Fear of Re-Entry
* Studies show that people feel the pain of losses twice as much as the joy of gains.

e After selling in a downturn, many investors are too afraid to get back in—even when markets

recover.

e This leads to missing rebounds, compounding losses over time.

4. Target-Date Funds & Set-It-and-Forget-It Risks

¢ Target-date funds are meant to reduce emotional decision-making but can give a false sense of

security:
* In acrash, many investors are shocked that their target-date fund still lost 20-30% (e.g., 2022).
* Some panic and move to cash, ruining long-term returns.

¢ The gradual bond allocation increase may not suit everyone, leading to disappointment and

bad timing moves.

5. Recency Bias & FOMO (Fear of Missir\L1 Out)

* Investors often assume the recent past will continue indefinitely:

e After long bull markets (like 2009-2021), they become overconfident and take on too much

risk.

* After crashes, they assume more losses are coming and avoid investing, even when it's the

best time.

* Some jump into trendy investments near the peak (tech stocks in 2000, real estate in 2007,

crypto in 2021) and suffer big losses.

6. Sequence of Returns Risk in Retirement

* A retiree withdrawing money in a down market may panic and sell more than necessary,

accelerating their losses.

* Example: If someone retired in 2008, 2020, or 2022 and panicked, they could have destroyed their

financial plan.

* The solution isn't just a 60/40 portfolio—it's having a cash bucket strategy or other risk-managed

withdrawal plans.

How to Overcome These Psychological Risks
Education & Historical Perspective
¢ Remind investors that market crashes are normal and recovery is common.

¢ Show examples of previous market crashes and recoveries.



Pre-Commitment to a Plan N2

¢ Writing down a rules-based investing strategy (e.g., "l will not sell stocks in a panic”) can help

prevent emotional reactions.

¢ Having an investment coach or advisor can act as a behavioral guardrail.

Risk-Adjusted Portfolio (Beyond 60/40)
¢ Adding dividend stocks, alternatives, commodities, and real assets can smooth volatility.

s A “Risk Parity” or all-weather portfolio can reduce emotional whiplash.

Bucket Strategy for Retirees
® Keep 2-3 years of cash for short-term needs so there's no pressure to sell stocks in downturns.

¢ Maintain a balanced mix of growth assets and defensive hedges.

Tactical Adjustments Instead of Panic Selling

¢ |Instead of all-in/all-out decisions, consider partial shifts (e.g., gradually reducing equity exposure

over time instead of all at once).

¢ Use strategies like trend-following or hedging rather than binary choices.

Bottom Line

The biggest risk to buy-and-hold or target-date investing isn't just market losses—it's investor
behavior. The best strategies are worthless if emotions override discipline. A mix of proper planning,

risk management, and psychological safeguards can help investors avoid panic-driven mistakes.

Would you like help thinking through a better risk-i ¥ .aged approach for yourself or someone you

know?

Tell me more about investor behavior and the effect on market
returns. I've heard of studies where investors produce low returns
even when all the assets they might invest in go up, or where a
particular fund manager earned outsized returns but the average
investor into that same fund earned low returns because of the
sequence of returns earned by that fund.

You're touching on one of the most important, yet often overlooked, aspects of investing: behavioral
finance and its impact on real investor returns. Many studies confirm that investor behavior often leads

to lower returns than the assets they invest in. Here are some of the key findings and insights:

1. The “Behavior Gap” - Why Investors Underperform Their



Own Investments

* The “behavior gap” refers to the difference between the returns of an investment and the returns

of the investors in that investment.

e Research from Dalbar Inc. consistently shows that the average investor significantly underperforms

the market due to poor timing decisions.

Dalbar Study Results (Annualized Returns Over 20-Year Periods)

Investment Type Market Return Avv. age Investor Return Behavior Gap
S&P 500 ~8-10% ~3-5% -4% to -6%
Bonds ~5-6% ~0-2% -3% to -5%

Why does this happen?
* Investors tend to buy high (chasing recent winners) and sell low (panicking in downturns).
¢ They jump in and out of funds instead of staying invested.

¢ They react emotionally to news, economic fears, and political events.

2. The “Investor Return” vs. “Investment Return” Problem

® Case Study: Peter Lynch’s Magellan Fund (1977-1990)
¢ Lynch's Fidelity Magellan Fund returned ~29% annually.

¢ However, the average investor in the fund earned far less than that—some estimates say as

little as 5%—7% annually.

e Why? Investors bought in after good years and sold after bad years, missing much of the

compounding.
* More Recent Example: ARK Innovation ETF (ARKK)
e ARK's ETF skyrocketed in 2020 (up 150%) and attracted billions of dollars.
¢ Many investors piled in near the top and then sold as it crashed in 2021-2022.

* As aresult, the average investor in ARKK likely lost money, even though the ETF had strong

performance in earlier years.
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3. “Chasing Performance” - The Cycle of Buying High &
Selling Low

* Investors love to buy what’s been winning and abandon what's heen losing.

s Many investors switch funds at the wrong time, going into sectors that just had a great run.

¢ Morningstar’s study on investor flows shows that investors underperform by ~2% per year just

from bad timina decisions.



Example: The Tech Bubble (1999-2000)
* In 1999, tech stocks soared, and investors poured money into tech funds.
¢ When the bubble burst in 2000-2002, many sold at a loss and fled to “safer” investments.

¢ By the time the market recovered, they had already missed out on much of the gains.

Example: The Great Financial Crisis (2008-2009)
¢ In 2008, markets crashed, and people panicked and sold.
* Many stayed in cash and missed the 2009+ recovery.

e By the time they felt comfortable re-entering, stocks were already much higher.

4. Sequence of Returns Risk - I . w Timing Affects Outcomes
¢ Even if an investment produces strong long-term returns, an investor’s experience depends on
when they invest.

¢ If an investor gets in near a peak and sells near a bottom, they may never see the long-term

gains.

Example: Two Investors in the Same Fund
Imagine two people invest in the same mutual fund:
¢ Investor A starts investing in 2005.
* They experience the 2008 crash and panic-sell at a loss.
* They don't reinvest until 2012, missing much of the recovery.
¢ Their real return is only 3% per year, despite the fund returning 8% per year.
* |nvestor B starts investing in 2009 (at the bottom).
* They ride the bull market up, staying invested.

¢ They earn the fund's full 8% per year.

Same fund, totally different investor experience.

5. The Role of Emotions in Investing

¢ Loss Aversion — Investors feel the pain of losing $1 twice as much as the joy of gaining $1.
® Recency Bias — Investors assume that recent trf¢;ds will continue forever.
¢ Herd Mentality — Investors follow the crowd (FOMO buying at highs, panic-selling at lows).

* Overconfidence — Many think they can time the market hetter than they actually can.



Real-World Example: COVID-19 Crash (March 2020)
* The S&P 500 dropped 30%+ in just weeks.
e Many investors sold out of fear, convinced things would get worse.
¢ The market rebounded within months, hitting new highs by the end of 2020.

* Those who stayed invested recovered, while panic-sellers locked in losses.

6. How to Avoid These Mistakes & Improve Investor Returns

Use a Rules-Based Strategy
¢ Instead of relying on emotions, use a systematic approach for buying and selling.
e Examples:
* Dollar-cost averaging (DCA) — Invest a fixed amount regularly to avoid bad timing.
¢ Rebalancing — Sell high-performing assets and buy underperforming ones to stay diversified.

¢ Trend-following — Adjust exposure based on market conditions.

Behavioral Coaching / Accountability

¢ Having a financial advisor or plan can prevent emotional mistakes.

The best advisors often act as behavioral coache= rather than just stock pickers.

Build an All-Weather Portfolio

¢ Many investors panic in downturns because they are too concentrated in stocks.

Adding diversifiers (bonds, commodities, alternatives, real assets) can reduce volatility and

improve staying power.

Understand Market Cycles & Have a Long-Term View
¢ Remember: Every crash in history has been followed by a recovery.

* Instead of timing the market, focus on time in the market.

Have a Plan for Market Downturns
¢ Know ahead of time what you will do in a bear market.
e Strategies:
¢ Have cash reserves so you don't have to sell at bad times.
¢ Consider “buckets” of money (short-term, medium-term, long-term).

¢ Use dividend stocks or other income sources to weather downturns.

Bottom Line



¢ Many investors hurt their own returns by reacting emotionally to markets.

¢ Studies confirm that the average investor underperforms their own investments due to bad timing

decisions.

N

* The key to success isn't just picking the right st.™ .s or funds—it's controlling your own behavior.

Would you like me to run some simulations showing how different investor behaviors affect long-term

returns?

Tell me more about trend following, how it works and what the
sources of return are for the portfolio that is managed with trend
following

Trend Following: How It Works & Sources of Return

Trend following is a systematic investment strategy that seeks to capitalize on persistent price trends
across different asset classes. Unlike traditional buy-and-hold investing, trend-following strategies

dynamically adjust exposure to markets based on observed price trends.

1. How Trend Following Works

Trend-following strategies:
¢ |dentify trends using past price movements.
* Go long (buy) assets that are trending up.
* Go short (sell or hedge) assets that are trending down.

¢ Exit when the trend reverses.

. : . N : . :
It is a rules-based, systematic approach that ignores . undamental analysis (e.g., earnings, valuations, or
macroeconomics) and instead relies purely on market price action.
Common Trend-Following Indicators

* Moving Averages (MA): Buy when price is above its moving average (e.g., 50-day or 200-day MA)

and sell when it falls below.
* Breakouts: Buy when price hits a new high (e.g., 3-month, 12-month high); sell if it breaks a low.
¢ Momentum Indicators: Rank assets based on past returns and allocate to the strongest performers.

¢ Relative Strength: Shift capital into asset classes that outperform others.

2. What Are the Sources of Return in Trend Following?



Trend-following strategies earn returns from several sources:

A. Capturing Momentum in Markets
¢ Markets tend to trend due to behavioral biases (e.g., herd behavior, fear, greed).
¢ Trend-followers profit from both bull and bear markets by riding sustained price movements.

* Example: During a prolonged rally, trend-following strategies stay invested in strong markets and

avoid weak ones.

B. Crisis Alpha - Benefiting from Market Crashes

¢ Unlike buy-and-hold portfolios, trend-following adapts to downturns by moving into defensive

assets or shorting. ¢
¢ Many trend-following funds made money in 2008 and 2022 when markets fell.
e Example: In 2008, trend-following strategies shorted equities and went long in bonds, profiting
from the decline in stocks.
C. Diversification Benefits
¢ Trend-following is often applied across multiple asset classes:
* Stocks
* Bonds
¢ Commodities (gold, oil, wheat, etc.)

e Currencies
e Because trends occur in different markets at different times, trend-following provides low
correlation to traditional 60/40 portfolios.
D. Positive Skewness — Making Big Gains in Large Trends
* Trend-following strategies tend to lose small amounts often but make hig gains in strong trends.

* This results in a positively skewed return profile (occasional big wins offset smaller losses).

¢ Example: A trend-follower may take many small losses in choppy markets but make a huge gain in

a strong bull run or crash.

3. Historical Performance of Trend Following

Examples of Strong Performance Perio.V

Trend-following strategies have performed well during crisis periods when traditional portfolios

struggle:

* 2008 Global Financial Crisis: Many trend-following funds made double-digit gains while stocks
dropped ~50%.

e 2014-2015 Energy Collapse: Trend-followers profited by shorting oil and energy stocks.



¢ 2022 Bear Market: Stocks and bonds both fell, but trend-followers made positive returns by

shorting bonds and stocks.

When Trend Following Struggles
s Sideways/Choppy Markets: Frequent trend reversals lead to false signals and losses.

¢ Low Volatility Periods: Markets without strong trends make it harder to generate returns.

4. Trend-Following Portfolio Construction

A well-designed trend-following portfolio typically:
* Monitors many global assets (stocks, bonds, commodities, currencies).
¢ Uses both long and short positions.
¢ Applies strict risk management (cutting losses quickly).

¢ Uses multiple timeframes (short, medium, and long-term signals).

Example Portfolio

%
Asset Class Current Trend Portfolio Action
S&P 500 Up Long
U.S. Treasury Bonds Down Short
Gold Up Long
Qil Down Short

5. How to Implement Trend Following
There are several ways to apply trend-following:
A. Systematic Rules-Based Strategies

¢ Moving Average Crossovers: Invest when the price is above a long-term average.

¢ Breakout Trading: Buy when price reaches a new high; sell when it falls to a new low.

B. Managed Futures Funds (CTAs)

* Many hedge funds & Commodity Trading Advisors (CTAs) specialize in trend-following strategies.

e Example: AQR, Man AHL, Dunn Capital, Winton, and Aspect Capital run trend-following funds.

C. Trend-Following ETFs & Mutual Funds

s Examples of Trend-Following ETFs:

¢ KMLM (KFA Managed Futures Strategy ETF)



¢ DBMF (iMGP DBi Managed Futures ETF) K

* TFPNX (AQR Managed Futures Fund)

6. Trend Following vs. Buy & Hold: Pros & Cons

Factor Trend Following Buy & Hold

Crisis Protection Strong (can short or exit markets) Weak (suffers in crashes)
Return Drivers Market trends (up & down) Market growth (long only)
Volatility Can be lower (with proper risk management) Higher in crashes
Behavioral Benefits Reduces emotional decision-making Can cause panic selling
Best Environment Trending markets (bull or bear) Long-term bull markets
Worst Environment Choppy, sideways markets Bear markets

7. Who Should Consider Trend Following?

Trend following is not for everyone, but it can be a great portfolio diversifier for: Investors looking
to reduce drawdowns in bear markets.

Those who want to profit from both bull & bear trends.

Investors who want diversification beyond stocks & bonds.

People who struggle with emotional decision-making in investing.

However, it may not be ideal for: ){ Investors who want 100% certainty or passive strategies.

N

X Those who dislike periods of small losses (tren. Y Lllowing requires discipline).

Final Thoughts

Trend following is a powerful risk-managed approach that has historically:
¢ Provided strong returns in market crashes.
¢ Delivered positive skewness (occasional large wins).

¢ Offered low correlation to traditional portfolios.

Would you like help running backtests or examples of how trend-following would have performed in

different market periods?

What are specific behavioral dynamics of investors and their
trading strategies that can enhance the momentum anomaly that is
a significant factor in trend following portfolio performance.



Behavioral Dynamics That Enhance the Momentum Anomaly in Trend
Following

The momentum anomaly—where past winners continue to perform well and past losers continue to
underperform—exists largely due to behavioral biases and investor trading strategies. These behaviors
create persistent price trends, which trend-following strategies seek to exploit. Here are some key

behavioral dynamics that reinforce momentum:

1. Herding Behavior (FOMO)

¢ Investors tend to follow the crowd rather than act independently.
* When an asset rises, more investors pile in, reinforcing the uptrend.
¢ Conversely, during downturns, investors panic-sell, reinforcing downtrends.

¢ Example: The Dot-Com Bubble (1999-2000) saw massive herding into tech stocks, amplifying the

momentum effect before the crash.

- Effect on Momentum: Creates strong price trends that trend-followers capitalize on.

2. Disposition Effect (Holding Losers, Selling Winners Too
Soon)

* Investors are reluctant to sell losing positions because they don’t want to admit failure.
¢ At the same time, they sell winners too soon, fearing the gains will disappear.

¢ This causes underreaction to good news (delayed price appreciation) and overreaction to bad

news (prolonged declines).

~ Effect on Momentum: Winners continue rising as more investors slowly recognize the upside, while

losers keep falling as investors gradually give up.
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3. Recency Bias (Overweighting Recent Performance)

* [nvestors assume recent trends will continue indefinitely.
¢ They overweight short-term performance rather than considering fundamentals.

* This causes assets that have recently risen to attract even more capital, reinforcing the momentum.

- Effect on Momentum: Investors chase recent winners, leading to price persistence and stronger

trends



4. Slow Reaction to New Information (Underreaction)

* Many investors are slow to process new information due to cognitive biases or risk aversion.

* Positive news (earnings growth, innovation, macro tailwinds) leads to gradual price increases rather

than instant price jumps.
e Example: Amazon's stock price in the 2010s kept rising as investors slowly appreciated its dominant

market position.

- Effect on Momentum: The slow diffusion of information allows trend-following strategies to ride

trends longer.

v

5. Overreaction to Extreme Events

¢ Panic selling during crises (e.g., COVID-19 crash in March 2020) creates overshoots to the
downside.

¢ Similarly, euphoria in bull markets (e.g., Tesla’s surge in 2020-21) leads to overextended uptrends.

¢ These moves tend to persist beyond fundamental justification.

- Effect on Momentum: Trends last longer than expected, benefiting trend-followers who hold

positions until the reversal.

6. Institutional Constraints (Delayed Reactions)

e  Many large investors (pension funds, endowments) take months or years to adjust portfolios.
¢ Institutional rebalancing extends the duration of price trends as capital flows in gradually.

* Example: Hedge funds and institutions rotating into tech stocks over multiple quarters in the early
2010s.

- Effect on Momentum: A prolonged trend as institutional investors slowly build positions, allowing

trend-followers to ride the wave.

7. Leverage & Forced Liquidatio\hs

* Hedge funds and traders using leverage can be forced to sell during downturns, accelerating price

drops.



* This results in forced unwinding of positions, pushing trends further.

e Example: In 2008, hedge funds facing margin calls had to sell, deepening the crash.

= Effect on Momentum: Forced selling extends downtrends, which trend-followers can profit from by

shorting.

8. Algorithmic & High-Frequency Trading (HFT)

¢ Many trading algorithms reinforce existing momentum by detecting and exploiting trends.
¢ Quant funds and HFT firms increase buying in rising assets and short falling ones.
¢ Example: Renaissance Technologies’ Medallion Fund profits heavily from momentum-based

signals.

- Effect on Momentum: Automated trading amplifies trends, making momentum strategies even

more effective.

9. Crowding & Performance Chasing

e Fund managers face career risk—if they underpzl./.orm, they might get fired.

¢ This leads to groupthink and trend-following behavior, as managers allocate capital to what's

already working.

¢ Example: The rise of ESG investing caused huge inflows into tech and clean energy stocks,

reinforcing the trend.

- Effect on Momentum: Capital inflows chase recent winners, prolonging uptrends.

Summary: How Behavioral Biases Drive Momentum

Behavioral Bias Investor Action Effect on Momentum

Herding (FOMO) Piling into winners, selling losers Strengthens trends

Disposition Effect Holding losers too long, selling winners Extends trends beyond fair value
early

Recency Bias Overweighting recent performance Keeps trends alive

Slow Information Gradual price movement after good/bad Allows trends to persist

Processing news

Overreaction Panic selling or buying euphoria Extends price moves

Institutional Constraints Slow-moving large investors Prolongs trends



Leverage & Forced Selling Margin calls, liquidations Exaggerates price moves

Algorithmic Trading Momentum-based algos reinforce trends Increases trend-following
efficiency
Performance Chasing Investors allocate to what'= working Strengthens existing trends

Why This Matters for Trend Following
Trend-following exploits these behavioral dynamics by systematically:

1. Going long on assets in strong uptrends (benefiting from performance chasing, slow institutional
flows, and FOMO).

2. Shorting assets in downtrends (profiting from forced liquidations, overreactions, and panic selling).

3. Holding positions as long as trends persist and exiting when trends reverse.

This creates persistent sources of return that have historically allowed trend-following strategies to

deliver crisis alpha and uncorrelated returns to traditional portfolios.

Would you like to see historical case studies of trend-following success during major market events?

%

Are there ways investors can implement trend following without
spending too much time tracking and computing stocks or
investing in funds that implement trend following but may have a
high fee that dampens returns

Yes! Investors can implement trend-following strategies in a relatively passive way without spending
too much time monitoring stocks or paying high fees for hedge funds and managed futures strategies.
Here are some cost-effective, simple methods to incorporate trend-following into an investment

portfolio: +

1. Moving Average Strategies (DIY Trend Following)

A simple and effective way to follow trends without active trading is to use moving averages as signals.

Basic Moving Average Rules:
¢ 200-Day Moving Average (Long-Term Trend)
¢ Buy when an asset is above its 200-day moving average.
¢ Sell or move to cash when it drops below the 200-day moving average.
e 50-Day & 200-Day Crossover ("Golden Cross / Death Cross")

a Rinrwhan tha RN_Aawv MA fraceae ahava thae 2NN_Aav MA (Riullich)
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¢ Sell when the 50-day MA crosses below the 200-day MA (Bearish).

Pros:
* Requires checking only once per month or quarter.
e  Works for broad market ETFs (e.g., S&P 500, Nasdaq, international markets).

¢ Easy to implement with free charting tools (TradingView, StockCharts, Yahoo Finance).

@ Cons:
¢ (Can result in whipsaws in choppy markets (false signals).

* May lead to being out of the market during short-term dips.
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* Best For: Passive investors who want a rules-based strategy without frequent trading.

2. Momentum-Based Asset Rotation (ETF Trend Following)

Another hands-off approach is rotating between asset classes based on recent performance

(momentum).

How It Works:
¢ Every month or quarter, rank asset classes by past 3-12 month returns.
¢ Invest in the top-performing ETFs.

* Avoid or short the worst performers.

Example Portfolio (Momentum Rotation)

Asset Class ETF Example Trend Action

US Stocks SPY (S&P 500) Buy (strong trend)

Bonds TLT (Long-Term Treasuries) Avoid (weak trend)

Gold GLD (Gold) Buy (strong trend)

Commodities DBC (Commaodities Index) Avoid (weak trend)
Pros:

¢ No daily monitoring—just update once per month or quarter.
e (Can use low-cost ETFs (fees ~0.03% to 0.50% vs. expensive hedge funds).
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e Provides built-in risk management (avoids asse ¥ .n downtrends).

@ Cons:
* Underperforms when trends reverse quickly.

* May miss sudden sharp rallies after a correction.

¢ Best For: Investors who want low-maintenance trend-following with ETFs.



3. Dual Momentum Strategy (Stock vs. Bonds)

Developed by Gary Antonacci, Dual Momentum is a simple trend-following method using relative and

absolute momentum.

How It Works:
* Compare stocks vs. bonds performance over 12 months.
¢ Invest in the stronger one.

¢ |f neither is positive, go to cash or short-term bonds.

Example Dual Momentum Portfolio
¢ |f S&P 500 outperforms bonds, invest in stocks (SPY).
¢ |f bonds outperform stocks, invest in bonds (TLT).

¢ |f both are weak, move to cash or short-term bonds.

Pros: 3
¢ Extremely simple (one trade per month).
¢ Historically outperforms buy-and-hold with lower risk.

* No stock-picking required—uses broad indexes.

@ Cons:
¢ May lag in strong bull markets.

¢ Could underperform if switching too frequently.

* Best For: Investors who want trend-following without frequent trades.

4. Using Low-Fee Trend-Following ETFs

If you don’t want to manage trades manually, some low-cost ETFs implement trend-following

strategies:

Top Low-Cost Trend-Following ETFs

Expense
ETF Name Ticker Ratio Strategy
KFA Managed Futures ETF KMLM 0.92% Trend-following across stocks, bonds,
commodities.
iMGP DBi Managed Futures DBMF 0.85% Mimics hedge fund trend-following strategies.

ETF

Cambria Global Momentum GMOM 0.59% Rotates into strona trends across dlobal assets.
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Pacer Trendpilot US Large Cap PTLC 0.60% Moves between S&P 500 & cash based on trends.
Pros:

¢ Fully automated trend-following with low-cost ETFs.

¢ No need to track markets daily.

* DBMF and KMLM track managed futures (without high hedge fund fees).

@ Cons:
¢ Slightly higher fees than basic ETFs (but far lower than hedge funds).

e Performance may lag pure trend-following funds.

+ Best For: Investors who want hands-off exposure to trend-following at reasonable fees.

5. Trend-Following With Options (Protecting Against Market
Crashes)

* Protective Puts: Buy put options on major indexes when momentum turns negative.

¢ Trend-Based Hedging: If S&P 500 breaks below the 200-day moving average, hedge with inverse
ETFs (SH) or short positions.

e Collar Strategies: Limit downside risk while staying invested.

Pros:
¢ Protects against major market drawdowns. N2

¢ Doesn't require fully selling stocks.

@ Cons:
* Requires understanding options & hedging.

* Options decay can be expensive if used improperly.

¢ Best For: Investors seeking downside protection without fully exiting markets.

Which Strategy Is Best for You?

Strategy Effort Level Cost Best For
200-Day Moving Average Low (check monthly) Free Passive trend-followers
Momentum Rotation ETFs Low (monthly updates) Free Investors wanting ETF-based

trend investing

Dual Momentum (Stocks vs. Very Low (1-2 trades Free Conservative investors



Bonds)

Trend-Following ETFs (DBMF,
KMLM, GMOM)

Options-Based Hedging

Final Thoughts

per year)

None (fully automated) 0.59% - Set-it-and-forget-it investors
0.92%

Medium (managing Medium Risk-conscious traders

puts)

You don’t need to actively trade stocks or pay high hedge fund fees to implement trend-following.

Some of the best low-maintenance approaches include:

1. Using the 200-day moving average rule for long-term trend detection.

2. Rotating into top-performing asset classes (momentum-based ETFs).

3. Investing in low-cost trend-following ETFs like DBMF & KMLM.

4. Using a simple "dual momentum” model (stocks vs. bonds).

Would you like a backtest of these strategies or help setting up a rules-based trend-following plan for

your portfolio? €7

have you heard of services like allocateSmartly.com that help users
follow systematic trend following strategies that reduce

psychological dangers of investment switching? answer succinctly

Yes, AllocateSmartly.com is a platform that helps investors follow systematic trend-following strategies

with data-driven portfolio models. It reduces psychological pitfalls (e.g., panic selling, performance

chasing) by providing rules-based asset allocation and hacktested strategies.

Key Benefits:

¢ Automates trend-following and tactical asset allocation.

* Reduces emotional decision-making.

e Provides backtested data and portfolio analytic-

¢ Supports strategies like dual momentum, moving averages, and risk parity.

+ Best For: Investors who want systematic, rule-based investing without manual tracking.

Would you like a comparison of AllocateSmartly vs. other similar platforms? g7

Gold is often sold as another alternative to stock investments as a
way to hedge against inflation and maintain purchasing power.
What are the pros and cons of investing in gold as a diversification
mechanism?



Pros and Cons of Investing in Gold for Diversification & Inflation Hedging

Gold is often marketed as a safe-haven asset that protects against inflation, currency devaluation, and
economic uncertainty. However, while it has diversification benefits, it also comes with drawbacks.

Here's a balanced view:

Pros of Investing in Gold

1. Inflation Hedge & Currency Protection
* Gold has historically maintained purchasing power over the long term.

¢ When fiat currencies lose value (e.g., during high inflation or central bank money printing), gold

tends to hold or increase in value.
e Example: Gold prices surged in the 1970s durir.}l’ gh U.S. inflation and again in the 2008 financial
crisis.
2. Portfolio Diversification (Low Correlation to Stocks)

¢ Gold has a low or negative correlation with stocks and bonds, making it a good portfolio

diversifier.
e [t often rises when markets crash, providing a hedge during downturns.

¢ Example: During the 2008 crisis, gold rallied 24%, while the S&P 500 dropped ~37%.

3. Safe-Haven Asset in Crises

¢ In times of geopolitical turmoil, economic crises, or banking instability, investors rush to gold as a

store of value.

¢ Example: During the Russia-Ukraine war (2022) and the COVID-19 market panic (2020), gold
prices spiked.

4. No Counterparty Risk

e Unlike stocks or bonds, gold is a tangible asset that doesn't depend on any company or

government.

e [f banks fail or markets collapse, physical gold still holds value.

5. Global Demand & Limited Supply
e Central banks, institutional investors, and individuals continue to buy gold.

¢ Gold's finite supply means it cannot be printed like fiat currency, preventing devaluation.

X Cons of Investing in Gold



1. No Yield or Income Generation
¢ Unlike stocks (dividends) or bonds (interest payments), gold doesn’t produce cash flow.

¢ This makes it less attractive in environments where interest rates are rising (because bonds and

cash become more appealing).

2. Volatility & Speculative Nature
e Gold can experience wild price swings, making it unreliable as a short-term hedge.

¢ Example: Gold hit $1,900 in 2011, then fell to $1,050 by 2015 before recovering.

3. Long-Term Returns Lag Stocks
¢ Over long periods, gold has underperformed stocks.
e Example: Since 1980:
e S&P 500 annualized return: ~10%
* Gold annualized return: ~4-5%

¢ Holding too much gold can reduce a portfolio’s growth potential.

4. Inflation Hedge Is Not Always Immediate
¢ While gold is often seen as an inflation hedge, its price doesn’t always move in sync with inflation.

* Example: During the 1980s-90s, inflation was high, but gold underperformed.

5. Storage & Security Costs (For Physic | 30ld)

¢ Storing physical gold requires safekeeping (bank vault, home safe), which adds costs and risks
(theft, loss).

¢ |nvestors can avoid this by using gold ETFs (GLD), gold mining stocks (GDX), or gold futures.

Gold as a Portfolio Allocation: How Much to Own?
Financial experts often recommend 5-10% gold allocation for diversification, but not more due to its
lack of income and underperformance vs. equities.
Best Used For:
¢ Hedging market risk (but not as a primary growth asset).
» Crisis protection (inflation spikes, banking collapses).

¢ Diversification (reducing stock market correlation).

@ Not Ideal For:
¢ Long-term wealth accumulation (stocks have higher returns).
* Passive income investors (no dividends/interest).

* Short-term inflation hedging (not always immediate).



Would you like an analysis of how gold performs in different economic environments? 7

For today's stock 0 ‘ket, given high CAPE ratios, what is the
projected 10 year return stocks are likely to experience?

The Cyclically Adjusted Price-to-Earnings (CAPE) ratio, developed by economist Robert Shiller, is a
valuation measure that divides the current price of the S&P 500 by the average inflation-adjusted
earnings of the past ten years. Historically, a high CAPE ratio has been associated with lower subsequent

10- to 20-year stock returns, while a low CAPE ratio has indicated higher future returns.  enwikipediacig

As of March 2025, the CAPE ratio stands at approximately 36, significantly above its 20th-century
average of 15.21. This elevated level suggests that future stock returns may be lower than historical
norms. For instance, Goldman Sachs projects an annualized nominal total return of just 3% for the S&P
500 over the next decade, a notable decrease from the 13% return observed over the past ten years.

enwikipedia.org +2 nypost.com

Similarly, a recent study by Thomas Phillips and Adam Kobor introduces an alternative forecasting
model that predicts an annualized 10-year return of 4.1%, compared to the CAPE model's 5.5%. Both
projections indicate that, while stocks are expected to outperform inflation, the anticipated returns are

modest relative to historical averages.  marenuatch.com

It's important to note that while high CAPE ratios have historically been linked to lower future returns,
they do not precisely predict short-term market movements. Investors should consider these valuations

as one of many factors when making long-term investment decisions.

High CAPE Ratios Signal Modest Future Stock Returns

@& nypost.com

Goldman Sachs forecasts S&P 500 returns of just 3% over next decade - depending on

these stocks’ gains

W marketwatch.com v — .

This neat trick makes it simpler to forecast a decade of stock-market returns . -

WsJ The Wall Street Journal

Markets Are Way Out of Line With Reality, According to These Measures

Sources W/
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Some commentators suggest we are in a period of permanently
high asset prices, possibly due to wealth inequality, passive
investing inflows from 401k savers, high liquidity and availability of
capital due to central bank policy or declining marginal
productivity of capital that makes returns on existing capital
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comparatvely nigner. vvnat are couid Pe causes OT Toaays nign r/t
and CAPE ratios and what could cause a high asset priced market
bubble to pop despite secular trends.

Causes of Today's High P/E and CAPE Ratios

Several structural factors contribute to persistently high price-to-earnings (P/E) ratios and Cyclically
Adjusted Price-to-Earnings (CAPE) ratios in today's market. While some argue this represents a "new
normal” of permanently elevated asset prices, history suggests that even high-priced markets can face

corrections. Here's a breakdown of the major drivers:

1. Passive Investing & 401(k) Inflows

¢ Automatic buying pressure: The growth of passive investing (ETFs, index funds) leads to constant

inflows into stocks, regardless of valuation.

¢ 401(k) contributions: Steady retirement savings inflows from defined contribution plans support

demand for equities.

¢ Reduced price sensitivity: Passive strategies buy everything in the index, allowing valuations to

rise without a focus on fundamentals.

@ Risk: If inflows slow down or reverse (e.g., boomer retirements triggering outflows), stock demand

could weaken.

2. Ultra-Low Interest Rates & Central Bank Liquidity
¢ Discount rate effect: Low rates boost asset valuations by making future earnings more valuable.

¢ Cheap leverage: Companies and investors borrow cheaply to invest, driving up demand for stocks,

real estate, and private equity.

¢ Central bank interventions: QE (quantitative easing) and liquidity injections artificially support

asset prices.

® Risk: If rates stay high (as in 2022-2023), stock valuations could reset lower as capital reallocates to

bonds and debt financing becomes expensive.

3. Wealth Inequality & Capital Concentration

¢ Top-heavy investing: A large portion of market gains are held by wealthy individuals, institutions,

and corporations, who reinvest rather than spend.

e Low velocity of money: If capital is hoarded instead of circulating in the economy, it drives asset

inflation rather than waae/income arowth.



@ Risk: If redistribution policies increase taxation on wealth, capital may flow out of financial markets.

4. Declining Marginal Productivity of Capital

¢ Economic stagnation: In a world of slowing productivity growth, new capital has fewer attractive

places to go.

¢ Return on capital remains high: If businesses lack high-yielding investments, they prefer

buybacks, dividends, and acquisitions—keeping stock prices elevated.

@ Risk: If productivity unexpectedly accelerates, capital may shift from financial assets to real

investments.

5. Corporate Buybacks & Financial Engineering
¢ Stock buybacks: Companies reduce share coui ¥ oosting EPS and inflating valuations.

¢ Debt-driven growth: Many firms issue debt to repurchase stock, artificially boosting stock prices.

@ Risk: Rising interest rates increase corporate debt costs, leading to lower buybacks and weaker

earnings.

6. Market Psychology & Speculative Behavior
¢ Fear of missing out (FOMO): Investors keep buying, believing "this time is different.”
¢ Narrative-driven bubbles: Al, tech, crypto, and other sectors create hyped-up valuations.

* Low volatility complacency: Long periods without crashes lead to overconfidence.

@ Risk: A sudden sentiment shift (earnings disappointments, geopolitical shocks) bursts the bubble.

What Could Cause a Market Bubble to Pop?

Even with strong secular tailwinds, high asset prices are vulnerable to shocks. Here are key risks that

could trigger a correction:

1. Interest Rate Shock & Liquidity Withdrawal

¢ |f the Fed or global central banks tighten liquidity (like in 2022), stock valuations must adjust

lower.



* Rising rates increase bond yields, making equi < less attractive.
¢ Corporate debt refinancing becomes expensive, leading to layoffs, lower profits, and falling stock
prices.
2. Earnings Growth Disappointment
¢ Markets assume strong earnings growth will justify high P/E ratios.

¢ |f economic growth slows or companies miss profit expectations, valuations may contract.

3. Inflationary Surprises

¢ Persistent high inflation could force central banks to maintain higher-for-longer rates, damaging

high-multiple growth stocks.

¢ Inflation raises costs, squeezing corporate profit margins.

4. Global Geopolitical Crisis
¢ War, trade disruptions, or supply chain shocks could cause panic selling.
* Example: A Taiwan-China conflict could disrupt semiconductor supply, leading to a tech sector
crash.
5. Demographic & Structural Changes
¢ |f Boomers start selling 401(k) assets in retirement, passive inflows could reverse.

¢ Declining birth rates & slowing population growth reduce long-term economic expansion.

6. Black Swan Event (Unforeseen Shock)
¢ A financial contagion (e.g., bank failures) could trigger a rapid de-risking.

s A technological or structural disruption (e.g., Al displacing entire industries) could cause sector-

wide value destruction.

Final Thoughts

Markets can remain expensive for long periods, but no bull run is permanent. While secular trends

support high asset prices, vulnerabilities like rising rates, earnings disappointments, and black swan

events could cause a major reset.

Would you like an analysis of historical market bubbles and how they compare to today’s conditions?
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