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Our Cash Indicator methodology acts as a plan in case of an emergency. This is analogous to 
the multiple safety systems in a modern automobile, which include an airbag.  

We manage risk tactically over the short-term by investing across a broad array of themes 
and asset classes including cash. We can either invest opportunistically or defensively de-
pending on the environment. 

Risk is managed within our strategic, long-term allocations based on diversification across 
equity, fixed income, and alternative assets and a focus on more attractive relative values.  

OUR THREE LAYERS OF RISK MANAGEMENT 

Asset allocation is the diversification of a portfolio across low and noncorrelated asset classes. While it is 
the primary tool for managing risk and forms the basis for Modern Portfolio Theory (MPT), asset allocation 
is just the starting point for us. Our investment philosophy incorporates subsequent breakthroughs in be-
havioral finance and risk management. 

WHERE STANDARD ASSET ALLOCATION CAN FALL SHORT 

There are several challenges to the basic assumptions of asset allocation modeling that we address as 
part of our process.  

Standard asset allocation requires 
long time horizons of a decade or 
more for the true benefits of diver-
sification and reversion to the 
mean. While this is appropriate for 
institutional investors, market pric-
es and outcomes can vary greatly 
over short periods. Individuals and 
families may not have the time to 
wait for markets to act like their 
long-term averages.  

The usual method of develop-
ing asset allocation looks 
backward for return, correla-
tion, and volatility assump-
tions to project forward. Over 
shorter-term periods, such as 
late in the business cycle, 
these assumptions may not 
adequately express how to be 
best prepared for a changing 
market environment.  

Asset allocation generally relies 
on low or noncorrelated asset 
classes whose combination re-
sults in the optimal blend of risk 
and return. That optimization can 
only be achieved when correla-
tions are stable. We understand 
that correlations are not always 
stable and risk mitigation is com-
promised when high correlation 
events occur.  

Individuals are not institutions: Looking in the rearview mirror 
to drive forward: 

Stable correlations: 



 

To address the challenges inherent in standard asset allocation, we focus on a 75%|25% combination 
of a 3- to 5-year strategic outlook and a 6- to 18-month tactical outlook as well as overlay our Cash 
Indicator. This approach is designed to potentially provide more consistent risk-adjusted returns and 
give us the ability to manage risk in real time.  

Many investment managers 
take a 10-20 year outlook 

THREE LAYERS OF RISK MANAGEMENT: INNOVATIVE SOLUTIONS 

WE COMBINE STRATEGIC AND TACTICAL TO FOCUS ON SHORTER TIME HORIZONS 

~75% Strategic: 3-5 year outlook 

~25% Tactical: 6-18 month outlook 

0       5       1 0       1 5       2 0       

We believe our innovative Strategic approach focuses our team on a shorter timeframe that has 
greater visibility when creating our forward-looking assumptions. Our approach helps us allocate 
accordingly across equities, fixed income, and alternative investments beyond the traditional style box. 

Our Tactical allocation allows us to increase or decrease risk based on current conditions. We can  
take advantage of near-term opportunities, invest more defensively, or a combination of both. 

THE CASH INDICATOR: OUR “AIRBAG” CASH RAISE METHODOLOGY 

We utilize our Cash Indicator methodology to address high correlation events using certain vola-
tility indicators related to the equity and fixed income markets. We have found that excessive cor-
relation of these indices provides us with an early warning. 

CASH INDICATOR  

50% Cash 
Raise: 100 

25% Cash 
Raise: 54 

Long-Term 
Median: 25 
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Past performance is no guarantee of future results. The material contained herein is not an offer or solici-
tation for the purchase or sale of any financial instrument. It is presented only to provide information on 
investment strategies, opportunities and, on occasion, summary reviews on various portfolio performanc-
es. Returns can vary dramatically in separately managed accounts as such factors as point of entry, style 
range and varying execution costs at different broker/dealers can play a role. The material contains the cur-
rent opinions of the author, which are subject to change without notice. Statements concerning financial 
market trends are based on current market conditions, which will fluctuate.  

References to specific securities and issuers are for illustrative purposes only and are not intended to be, 
and should not be interpreted as, recommendations to purchase or sell such securities. Forecasts are inher-
ently limited and should not be relied upon as an indicator of future results. There is no guarantee that 
these investment strategies will work under all market conditions, and each advisor should evaluate their 
ability to invest client funds for the long-term, especially during periods of downturn in the market. Some 
products/services may not be ordered at certain broker/dealer firms. 
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