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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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