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Executive Summary

●     Six years of difficult markets have produced portfolio investment performance well below that predicted by historical 
average market returns, and client financial plans may be underperforming their original accumulation/ retirement projections. 

●     Research shows that financial markets go through long-term advances and declines typified by expanding and contracting 
price-to-earnings ratios, called "secular" bull and bear markets. The study of these periods may provide advisors with a 
different perspective on investment strategy than they would have if they were focusing solely on long-term average 
market returns and assumed that any shorter-term variations were mere "market noise." 

●     Research on secular markets suggests that we may be in a secular bear market, and that historically P/E ratios would have 
to decline substantially before the market could enjoy another secular bull market. 

●     Market strategies such as passive strategic allocation that are successful in secular bull markets (such as the 1982–2000 
time period) are not necessarily desirable in secular bear markets. 

●     Alternative strategies for secular bear markets include designing concentrated portfolios, sector rotation, alternative 
investments, and tactical asset allocation. 

●     Using different investment management strategies in a secular bear market may be a way for financial planners to 
differentiate themselves, better attract and retain clients, and help clients achieve financial planning goals.

Kenneth R. Solow, CFP®, CLU, ChFC, is a founding partner and the chief investment officer of Pinnacle Advisory Group Inc., 
a private wealth management firm located in Columbia, Maryland. He can be reached directly at ksolow@pinnacleadvisory.com.

Michael E. Kitces, MSFS, CFP®, CLU, ChFC, REBC, RHU, CASL, is a speaker, writer, and editor, and is the director of 
financial planning for Pinnacle Advisory Group Inc. He can be reached directly at michael@kitces.com.

As a profession that has spent decades establishing itself in the midst of one of the greatest bull markets in history, it 
is understandably difficult for financial planners to conceive of the possibility that the markets of the future might be 
fundamentally different from those of the past. Although we all have repeated the ubiquitous phrase, "past performance is not 
an indicator of future results," we produce financial plans that are predicated on historical average market returns, and then try 
to design portfolios that will be most likely to match those long-term averages. 
  
However, since March of 2000, it is probable that most financial planners have delivered a level of investment performance that 
is far below the assumptions made in their clients' financial plans at that time, even if the planner had used "reasonable" 
historical averages rather than the remarkable returns of the 1990s. Many in the industry would answer that although 
portfolios have underperformed in the short term, clients realize that their balanced portfolios have significantly outperformed 
the absolute losses of the stock markets, especially the Nasdaq. Many advisors believe that while clients may be trailing 
their original assumptions, most clients are grateful that their capital has been reasonably preserved over this period with 
their diversified strategic portfolios. While this may be true, the numbers are appalling. Assuming that by March of 2000 
clients were still choosing balanced asset allocations, a simple, passive, strategically allocated portfolio may have delivered 
the returns shown in Table 1 through December 31, 2005.
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Over the same time period, annual inflation, as measured by the Consumer Price Index, was 2.55 percent, so 
planners (assuming that our balanced portfolio is somewhat realistic) have delivered an annualized real return of only 
1.33 percent for their clients (3.88 – 2.55), before fees and expenses. Assuming an average asset management or brokerage 
trail fee of 1 percent a year, and a conservative 50 basis points for all other sub-advisor, mutual fund, and transaction fees, 
then the total fees and expenses would have been 1.5 percent. Subtracting this from the 1.33 percent real returns indicates 
that the real portfolio returns would have been negative for the 70-month period. Furthermore, these returns do not include 
the negative impact of taxes. 
  
Unless the planner had the ability to achieve superior returns through either excellent security or manager selection, or 
other active management strategies, the portfolio performance of clients is probably considerably lagging the planner's initial 
real-return projections. If planners used historical data for their asset class performance assumptions, it would not have 
been unusual to run the client's financial projections using portfolio returns in a range from 8 percent to 10 percent while using 
3 percent as the inflation assumption. At the time, those assumptions were considered to be fairly conservative. But over the 
past six years, real returns of 5 to 7 percent on assets have not been realized, and planners have had to review and possibly 
alter client financial plans to accommodate the reality of this significant underperformance. 
  
This article proposes that strategic asset allocation is not the most desirable strategy for portfolio management during 
secular bear markets. During these periods of long-term market returns that underperform historical averages, the 
traditional passive strategic "rules" for managing client portfolios must be reconsidered. The authors will present evidence 
that suggests long-term market cycles do, in fact, exist. The article will then present four alternative active management 
strategies that are currently considered to be "high risk" strategies by the planning community (often because they 
"risk" substantially underperforming their relative benchmark), but may actually deliver significantly better returns for clients 
in difficult markets. Finally, the authors will discuss the phobic response to active management strategies in the 
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advisor community and consider the financial planning and business implications of a secular bear market.

Curious Lack of Discussion

There is no doubt that strategic asset allocation is well entrenched in the planning community. Proponents know that 
modern portfolio theory is used by many of the largest institutional investors. Passively and strategically managing portfolios 
with regular rebalancing is the accepted standard for managing portfolios, and is taught to all CFP practitioners and 
other investment professionals as the best way to achieve "predictable" long-term returns within manageable constraints for 
risk and volatility. This body of work has withstood the test of years of rigorous academic debate. Furthermore, many 
advisors feel that their clients are not asking for more return than what an efficient, diversified portfolio can deliver, regardless 
of the market climate and despite the dismal returns that negative market years may produce for passive portfolios. Why 
should successful business owners and experienced financial professionals get sidetracked by worrying about changing 
asset management strategies that are already "proven" and accepted by the industry? 
  
We posit that it is necessary because an extended period of flat or negative investment returns could have significant 
adverse implications for all firms that provide investment guidance, as they struggle simultaneously with their ability to grow 
their asset base and the revenues it produces, to provide investment solutions to clients that may forsake traditional 
asset classes, and to retain clients that may eventually become dissatisfied if there have been "too many" continued years 
of weak returns. Furthermore, the financial planning consequences of an extended period of difficult markets on clients' 
retirement plans may be dire if clients' portfolios run out of money before the "good" returns bring the overall market back 
to average for the entire retirement period. 
  
Secular Bear Markets

With the S&P 500 Index remaining well below its March 2000 high, many economists and market commentators are 
speculating that the financial markets have entered a new era that is significantly and fundamentally different from the 
market environment of the 1980s and 1990s. They characterize this new market environment as a secular bear market. 
  
Secular bear markets can be formally defined as a period of years, or even decades, when general stock market index prices 
are either flat or falling, and can be contrasted with secular bull markets where index prices steadily rise. Secular bull and 
bear markets have been as short as 4 years or as long as 24 years, and can be characterized as periods of rising and 
falling price-to-earnings (P/E) ratios, respectively. 
  
According to Crestmont Research, which is a highly recommended source of information on secular market cycles, there 
have been eight secular market cycles since 1901, not counting the 2000–2005 market cycle, as shown in Table 2.¹
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During secular bear markets and secular bull markets, there are often counter-trend rallies that can last several years. 
These shorter-term market moves are called cyclical bull and bear markets. In this context, the recent stock market rally 
from October of 2002 to the present would be considered a cyclical bull market within a secular bear market. But until the 
S&P 500 exceeds its March 2000 high of 1527, the market would still be considered a secular bear. An example of the 
cyclical markets within the most recent secular bear market is shown in Figure 1. There were approximately 16 cyclical 
moves within the 1965–1982 secular bear market period.
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A detailed analysis in Table 3 of all of the cyclical markets within three secular bear market periods shows that the cyclical 
bull markets typically last one to two years, producing substantial positive returns, followed by cyclical bear markets of 
similar length that produce severe market downturns. Although the average gains appear to be much larger than the 
average losses, this occurs primarily because the gains are accrued from a lower starting point; when the index moves from 
100 to 50, it is a 50 percent loss, but it takes a 100 percent gain to get an index from 50 back to 100. The net result of this is 
that the market tends to spin sideways within a fixed range of highs and lows, often with high volatility, while P/E ratios 
contract as continued economic growth increases earnings over time. 
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Planners steeped in the Ibbotson statistics, which express historical market returns in terms of rolling period returns in 
different time series from 3 to 20 years, may be surprised at the dispersion of stock market returns when viewed in the context 
of secular bull and bear markets. Data from Crestmont Research analyze the price data for the Dow Jones Industrial 
Average (DJIA) within these cycles in Table 4. 
 

http://fpanet.org/journal/articles/2006_Issues/jfp0306-art7.cfm?renderforprint=1
 (6 of 14) [6/2/2008 12:48:15 PM]



FPA Journal - Understanding Secular Bear Markets: Concerns and Strategies for Financial Planners

 
  
The data show that there are dramatic differences in the number of positive and negative years, average gains and losses, 
and the total returns when viewed in the context of secular market cycles. It should be obvious that virtually all of the price 
gains in the DJIA during the past century have been accumulated during secular bull markets. 
  
It is interesting to note that the vast majority of financial planning firms were created or experienced most of their growth 
and development during the secular bull market between 1982 and March of 2000. Consequently, most planners have 
no experience managing client wealth during a secular bear market. Much of what they do know has been learned during 
an unprecedented period of rising stock prices and expanding P/E ratios. 
  
Unfortunately, the facts about secular market cycles do not easily fit into the strategy of passive strategic rebalancing. 
Optimizer inputs that are derived using long-term average returns will not reflect the wide and significant differences in 
expected asset class returns during secular bull or bear markets. For example, the typical suggested input for an optimizer 
using historical data is currently about 10 to 11 percent for U.S. large-cap equity returns, and approximately 5 percent for U.
S. bonds. These are roughly the same inputs planners have used for these asset classes over the past 20 years, despite the 
fact that the market has substantially deviated from them in recent years. Unfortunately, making even minor adjustments 
to expected stock returns to account for market cycles will result in dramatically distorted portfolios when run through 
an optimizing program. This often results in the planner "constraining" the resulting asset allocations so that they are palatable 
to both the client and planner. 
  
Respected academics make the case that over the long run, equity returns are determined by the growth of corporate 
earnings, the change in the P/E multiple, and the current dividend yield. Since corporate earnings are at an all-time high 
relative to the U.S. economy as a whole, and P/E multiples are still arguably higher than historic averages, it is difficult to 
project that earnings will continue to grow faster than the economy in the future or that P/E multiples will dramatically expand 
from these levels. Robert D. Arnott and Peter Bernstein published a paper in the March/April 2002 Financial Analysts 
Journal (Arnott 2002) on the subject of expected market returns for equities. In the abstract to their paper, titled "What 
Risk Premium Is 'Normal'?" they comment on investor perceptions that stocks "normally" produce an 8 percent real return 
and have a 5 percent risk premium over bonds:
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Both figures are unrealistic from current market levels. Few have acknowledged that an important part of the lofty real returns 
of the past has stemmed from rising valuation levels and from high dividend yields which have since diminished. As this 
article will demonstrate, the long-term forward-looking risk premium is nowhere near the 5 percent of the past; indeed, it may 
well be near-zero today, perhaps even negative. Credible studies, in the US and overseas, are now challenging this 
flawed conventional view, in well-researched studies by Claus and Thomas [2001] and Fama and French [2000, Working 
Paper], to name just two. Similarly, the long-term forward-looking real return from stocks is nowhere near history's 8 percent. 
Our argument will show that, barring unprecedented economic growth or unprecedented growth in earnings as a percentage 
of the economy, real stock returns will probably be roughly 2–4 percent, similar to bonds. Indeed, even this low real return 
figure assumes that current near-record valuation levels are "fair," and likely to remain this high in the years ahead. "Reversion 
to the mean" would push future real returns lower still.

Arnott and Bernstein's 2002 paper suggested that the market was still at "lofty" levels at that time. There has only been 
one secular bull market that began with a P/E ratio above 10 (1933–1936, with a beginning P/E of 11). Now that it is three 
years later since Arnott and Bernstein's paper, the P/E ratio for the S&P 500 Index is in a range between approximately 19.8 
and 15.4 times earnings, depending on whether the planner uses forward or trailing earnings and determines earnings 
using operating, GAAP, or S&P core earnings for their P/E calculations. While many advisors who pursue strategic 
asset allocation strategies will have little use for measures of market valuation, the data suggests that Arnott and 
Bernstein's concerns are still valid. The lower-real-return environment they suggest would be consistent with a secular 
bear market. 
  
Potential Winning Strategies for a Secular 
Bear Market

If financial planners are to consider the possibility that we are now experiencing a secular bear market, then they might want 
to consider some investment strategies that have the potential of generating better-than-benchmark returns in an environment 
of falling P/E ratios and flat to falling equity values. This article will now introduce four potentially viable active 
investment strategies as an alternative to passive strategic asset allocation, and address a few of the practical issues about 
how they might be implemented. Financial planners could theoretically rely on one or several of these strategies as an 
alternative approach to managing investment assets. 
  
Concentrated portfolios. Building a highly concentrated portfolio of individual stocks where the value characteristics of 
the stocks in the portfolio allow investors to enjoy relative outperformance, or absolute positive returns, as the general 
stock market declines, is a strategy for winning in a bear market. Implementing this "stock-picker" strategy requires an 
enormous amount of skill in terms of being able to evaluate company balance sheets, understand company 
management, competition, product lines, and so on. For most planners, finding an appropriate separate account manager 
or mutual fund manager is the best way to pursue this strategy. 
  
From a traditional planner standpoint, the difficulty is in allocating large percentages of the client's portfolio to relatively 
few managers who own relatively few stocks. Many believe that allocating large percentages of a client's portfolio with one 
or multiple managers that pursue a concentrated stock-picking strategy sounds promising, but it unnecessarily adds "risk" to 
the client's portfolio. Furthermore, many would suggest that stock-picking strategies don't make sense according to 
efficient markets theory. 
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Of course, the benefit is that if the managers are correct in their analysis and evaluation, the planner's client can own these 
funds through a protracted bear market and meet the client's goals and objectives despite a difficult investment environment. 
  
Although it may seem counter-intuitive to conventional wisdom, it is important to note that the key to this strategy is in not 
owning a diversified basket of stocks, because the market of all stocks is expected to stay flat or decline, on average, during 
a secular bear market. By establishing a highly concentrated portfolio, the planner is specifically seeking to avoid matching 
broad market (undesirable) returns. 
  
Sector rotation. Sector rotation is a strategy for "rotating" the ownership of stocks so that the planner owns stocks of 
those companies that are likely to outperform the market at different times within the economic cycle. It is a well-respected 
and long-used strategy by institutional money managers, but it is under-utilized in the financial planning community. 
Proponents of strategic investing would be concerned that no one can know with certainty where we are in the investment 
cycle, and therefore the strategy has little merit. Yet, by definition, in a secular bear market, owning a "market" weight of 
sectors will underperform expected returns based on historical averages. 
  
The S&P 500 index is typically divided into several market sectors, including basic materials, capital goods, 
communications, consumer cyclical, energy, financial, health care, technology, transportation, consumer staples, and 
utilities. During the early stages of an economic recovery, cyclical sectors like technology and consumer cyclical tend 
to outperform the market. During the later stages of the economic cycle, "late stage" sectors like health care and basic 
materials will tend to beat the overall market. 
  
With the proliferation of exchange-traded funds (ETFs) representing every sector of the market, a sector rotation strategy is 
much simpler to implement than it was in the past. For example, if the economy and earning growth begin to slow, 
then historically the consumer staples sector of the market is likely to outperform (at least on a relative basis). By adding funds 
or ETFs that own sectors of the market that would outperform at the later stages of an economic cycle, a planner increases 
the likelihood that he or she can beat the returns of the stock market. By building the portfolio equity position with the 
sectors most likely to outperform based on the planner's economic outlook, and rotating to different sectors as the 
economy moves through the cycle, the portfolio has an excellent chance to outperform a passively managed model portfolio. 
  
There are many independent services that give advice on sector rotation for a fee. In addition, virtually all of the large banks 
and brokerage houses have a great deal of information regarding sector research and sector rotation strategies. 
  
Alternative investments. Alternative investments are generally classified as asset classes that do not have the characteristics 
of either stocks or bonds. Because they have a low or even negative correlation to stocks, they could be a source of 
positive portfolio returns during a secular bear market. There are many alternative investments to choose from, including 
real estate, hedge funds, short-strategies, commodity futures, and others. However, each of these asset classes poses its 
own challenges in terms of how a planner evaluates the risk-reward characteristics of each and how a planner would add them 
to a portfolio. 
  
In fact, critics of alternative investments point out that these asset classes often don't have enough historical data to include 
them in an optimized portfolio. Hedge funds are the most controversial investments in the class due to their high fees and hard-
to-confirm performance data. Critics will also point out that performing due diligence is often complicated and difficult due to 
the limited information and lack of transparency for many alternative investments. [Editor's note: See Shelley Lee's 
article, "Alternative Investments a Big Unknown Getting Big Attention," in the January 2006 issue.] 
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Yet there is no denying that there is growing institutional interest in alternative investments. A recent piece by Morgan 
Stanley suggests both foundations and individual investors should allocate 20 percent of the portfolio to alternative 
investments. Fortunately, because of the recent institutional interest in these asset classes, planners can acquire most of them 
in a form that is suitable for the majority of their clients. For example, real estate can be acquired through direct real 
estate investment trusts, REIT mutual funds, and separate accounts. Hedge funds are now offered through several fund-of-
funds that are liquid and suitable for smaller accounts. 
  
Over the past few years, planners have become more aware that institutions like the Yale Endowment Fund and the 
Harvard Endowment Fund have made extensive use of alternative investments in their asset allocation decisions. In some 
cases, their portfolios have 50 percent allocations to hedge funds, private equity, real estate, and so on. These asset 
classes have clearly helped these funds dramatically outperform traditionally allocated, long-only portfolios. 
  
Tactical asset allocation. Unlike strategic asset allocation, where the asset class weights in the portfolio are typically fixed as 
a percentage of the total portfolio and become the model for rebalancing purposes, a tactically allocated portfolio has 
established ranges for the weighting of each asset class in the portfolio. The asset class weightings in a tactically 
allocated portfolio can be influenced by a particular market's absolute valuation, its relative valuation to another market, 
the planner's economic outlook, or changing events that can materially affect the financial markets. 
  
Critics of tactical asset allocation strategies will maintain that changing the weights of the asset classes in the portfolio is 
no different than trying to time the market. They may feel uncomfortable making investment decisions when there is no 
certainty about short-term market direction. But in the investment environment of a secular bear market where equity 
asset classes are delivering less than average (or even negative) returns, the advisor can add real value to client portfolios 
by making prudent and informed tactical asset allocation decisions. 
  
Absolute valuation. There are a variety of well-known techniques for market valuation. The most widely accepted 
valuation techniques include discounted earnings, discounted dividends, and discounted cash flows. While large 
institutions spend millions of dollars developing multi-factor valuation models, a planner could implement several fairly 
simple rules to begin incorporating valuation into a tactical model. One example might be to begin to underweight large-cap U.
S. equity in the portfolio if the P/E ratio of the S&P 500 index is above 20 and significantly underweight if the P/E ratio is above 
25 based on forward operating earnings. Conversely, the planner might overweight equities in the portfolio if the forward P/E 
of the market was below ten. 
  
Relative valuation. It can be very useful to determine asset class weightings based on the relative valuation of one asset class 
to another. Perhaps the best-known technique for relative valuation is the Fed model, where the earnings yield on the S&P 
500 index is compared with the yield of the ten-year U.S. Treasury bond. The Fed model, or any of the more 
sophisticated derivations of the Fed model, allows the planner to determine whether stocks are fairly valued relative to 
bonds. (Note: As of this writing, the Fed model would indicate that the stock market is dramatically undervalued relative to bonds.) 
  
At the market top in 2000, relative valuation strategies would have revealed that small-cap U.S. stocks were 
significantly undervalued relative to large-cap U.S. stocks by many different measures. Planners who overweighted small-cap 
U.S. stocks in their portfolios would have significantly outperformed a passive model portfolio over the past five years. 
  
Economic outlook. A planner's outlook for the economy can be a valuable tool for making tactical allocation shifts in 
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the portfolio. For example, if the planner believes the economy is in the early stages of a recovery, he or she might 
overweight high-beta asset classes like small-cap stocks or emerging markets. In the later stages of an economic cycle, 
they might overweight less volatile asset classes such as bonds and large-cap stocks. The planner's views on interest 
rates, currency, employment, and inflation will all affect tactical allocation decisions. Of course, if the planner does not have 
a strong feeling for where the economy is within the cycle, he or she can always simply own their benchmark weightings for 
each asset class and make no tactical adjustments until the economic forecast becomes clearer. 
  
Changing events. 9/11 and Hurricane Katrina are examples of unforeseen events that can have an impact on a planner's 
tactical asset allocation. Other events, such as the Fed changing their policy on interest rates, are much less dramatic but 
also can have an impact on asset allocation decisions. Future events that could affect asset allocation decisions (as of the time 
of this writing) include China further revaluing their currency, capturing Osama Bin Laden, a terrorist attack, the Fed 
reversing policy, the avian flu, a GM bankruptcy, and so on. 
  
There is some evidence that the planning profession is moving toward use of tactical asset allocation strategies. In 
the September 2005 Rydex Research Newsletter, Rydex published the results of a survey conducted by Rydex 
Advisor Benchmarking of 356 advisors with median assets under management of $105 million. As seen in Figure 2, when 
asked about their current investment discipline compared with the previous year, 21.87 percent of advisors said they 
remained tactical and 15.62 percent of advisors became tactical. 
 

 
  
When the data was broken down further, and viewed from the perspective of assets under management, it becomes clear 
in Table 5 that few of the larger advisors are moving away from strategic and toward tactical.
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There are several possible reasons for large advisors to be less likely to implement tactical asset allocation strategies. Some 
may be (1) the practical considerations of managing a large practice make it too difficult for advisors to move toward tactical 
asset allocation, (2) large advisors may demand more academic and industry "proof" about tactical allocation due to the risks 
of making a change in their investment strategy, and (3) large advisors may simply be concentrating on other aspects of 
practice management and client retention. 
  
Tactical asset allocation offers the promise of finding a space between passive strategic asset allocation and all-in-all-out 
market timing. Strategies like "drifting" the model portfolio or "core and satellite" investing are fundamentally tactical 
allocation strategies. A Google search for tactical asset allocation recently turned up 121,000 hits. A planner interested in 
using this technique for succeeding in a secular bear market will find plenty of resources for help.

Implications of Secular Bear Markets for Financial Planners

If planners acknowledge the existence of secular market cycles, and their understanding of the academic research on the 
subject leads them to conclude that we are indeed in a secular bear market, then it could have a major impact on their 
financial planning recommendations as well as their assumptions about the future of the financial planning industry. 
  
Financial planning implications. Planners are well aware of the mathematics that help clients achieve their retirement 
goals. The equation includes the client's current investment assets, additions to those assets in the form of savings, the 
current level of spending, their future inflation-adjusted level of spending in retirement, the client's retirement date or the year 
they begin to draw on their investment assets to support retirement spending, life expectancy, and the rate of return on the 
client's assets. Factoring in lower-than-expected returns on assets most obviously leads to recommendations that the client 
earn more, work longer, die sooner, spend less, save more while working, or spend less in retirement. Some of these would 
be difficult but necessary conversations to have with clients in a prolonged low-return environment. 
  
Secular bear market thinking becomes important when considering the variable of earning more on invested assets. If 
historic assumptions about equity returns are valid, then the best way to increase the return on a client's assets is to increase 
the equity exposure of the client's portfolio policy. By moving to the right along the efficient frontier, the client should, on 
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average, experience higher returns, along with higher volatility, by increasing the portfolio equity allocation. But in a secular 
bear market, the result of adding to traditional equity asset classes will not be to increase portfolio returns. Indeed, it may 
actually decrease portfolio returns (by increasing exposure to declining asset classes), while at the same time increasing 
portfolio volatility. 
  
Fortunately, secular bear markets are not endless periods of lower-than-average returns. They have always eventually come 
to an end, and the resulting market rally following a secular bear has delivered spectacular returns to bring the market back 
to "average." Yet in the context of building the client's financial plan, using the long-term average return assumptions 
(particularly in a linear projection) ignores the fact that the order in which the client experiences market returns will affect 
success during a period of retirement withdrawals. Even if the market "averages" its long-term rates of return over the next 
30 years, it won't help if a secular bear market causes a client to run out of money after the first 15 years of retirement, having 
no account balance remaining to enjoy the secular bull market that would eventually follow. 
  
Another often-cited recommendation for increasing returns on invested assets is to reduce portfolio expenses. This often 
leads advisors to consider index investing due to the significantly lower expenses of investing in either index mutual funds 
or exchange-traded funds. Unfortunately, the problem is that passively buying and holding equity indexes in a secular 
bear market, by definition, will deliver less than historical average returns. In the context of a secular bear market, ETFs 
and index mutual funds are most attractive when considered as a means to implement a more active management strategy, 
such as the sector rotation or tactical allocation strategies mentioned earlier in this article. 
  
Business planning implications. Current conventional wisdom tells the financial planner that "selling" investment returns 
to clients is the wrong way to build a practice. The "right" way is to build fail-safe, bullet-proof client relationships based on 
mutual trust. Within the context of this warm relationship, presumably the financial planner's clients will forgive the planner 
for years of investment returns that underperform historical averagesÑeven if it leads to the slow destruction of the 
client's financial plans in a long period of flat to falling asset prices. Those clients who insist on higher returns are presumed to 
be uneducated. Even worse, these clients are presumed to be "bad" clients who should be abandoned for clients who do not 
dare to insist on better-than-"market" returns. 
  
Financial planners who are pondering the implications of a secular bear market should consider the possibility that the 
positive experience the industry needs to create for its clients in the future will include using active management 
investment expertise to deliver additional return over a long period where benchmark index returns are unacceptable. In such 
an environment, planners should be concerned that client service will be commonplace or commoditized and a planner's 
unique value proposition in the future might very well be defined by his or her ability to manage money in a secular bear 
market. That this could be a controversial idea might reflect the fact that the conventional wisdom of the planning profession 
has been developed primarily over a 20-year secular bull market of expanding P/E ratios, producing portfolio returns that 
have met or exceeded historical averages and client expectations.

Conclusion

The key point of this article is that relying solely on a passive strategic portfolio designed to produce near-benchmark returns in 
a secular bear market will do nothing but guarantee that clients will underperform long-term expectations for an extended 
period of time and make it likely that they will fail to achieve their financial planning goals. In a secular bull market, like the 
period from 1982 to 2000, active investment strategies were not necessary to achieve goals—benchmark returns were more 
than adequate to achieve the desired and required long-term rates of return. In a secular bear market, however, employing 
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active investment strategies like the ones discussed here, in combination with other financial planning recommendations, may 
be the only route by which clients can actually succeed. 
 
Unfortunately, academics have struggled to demonstrate the value of active management strategies over the secular bull 
market of recent decades (and consequently, many readers of this article may dismiss it outright). Yet we posit that the 
potential results of these strategies may be inherently different in secular bear markets, and there is simply an inadequate 
amount of data from such prior markets (for example, 1965–1982) to clearly measure the success of these 
strategies. Furthermore, some would contend that financial markets are different enough now than they were in the past that 
such data and results might only have limited value, anyway. Ultimately, the authors leave the question of deeper exploration 
of historical results of these strategies to future writing and research. 
  
The bottom line is that if we are in a secular bear market, financial planners might consider some of the investment 
strategies discussed here, which deliberately seek not to produce portfolios with benchmark-like returns that would fail to 
achieve client goals.

Endnote

1. Crestmont states that the P/E ratio is based on measurements of the S&P 500 as developed by Robert Shiller (Yale: 
Irrational Exuberance), and does not include dividends, taxes, inflation, or transaction costs. The assessment of bull and 
bear markets is based on Crestmont's evaluation of P/E ratios and inflation data.
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