
 

A More Proactive Approach to 

Investment Management...         

A Market Timing Strategy? 
 

 

Genesis 

I created this strategy in early-2018 because I had a few clients 

that were no longer interested in the traditional “buy, hold, and  

rebalance” approach, especially given our concerns with U.S. 

stock market valuations that were exceeding the Great Depression 

and Dot-Com Bubble peaks (see next page). 

After all, if the most reliable valuation metrics are around historical 

extremes why would we simply buy and hold stocks without any 

exit strategy in place? Couldn’t we be more proactive? 

The implication of paying an enormous valuation premium today is 

a very low, flat or even negative return on those assets for the next 

ten years. See: The Price You Pay Determines Your Return 

Don’t be mistaken, this does not necessarily mean returns will be 

flat every year for ten years but more likely characterized by a 

sharp drop and subsequent recovery. It is very rare for hyper-

valued assets to meander sideways. Hyper-valued assets tend to 

decline sharply and significantly. 

Wouldn’t it be great to have a plan in place for both selling hyper-

valued assets before the majority of the losses are experienced 

and also buying under-valued assets near their cyclical bottom? 

THAT is the objective of the Market Timing Strategy. 
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Melotte Financial Advisors, LLC (MFA) is a 

registered, fee-only independent         

investment advisor. 

MFA does not receive any commissions 

and does not sell any insurance, annuities 

or any other commissionable financial 

products. The purpose is to eliminate 

conflicts of interest so that Ken’s         

Interests are strictly aligned with his   

clients’.  Therefore, you can be confident 

all recommendations are made only   

because Ken believes they are in your 

best interest… not because of some third

-party remuneration. 

https://melottefa.com/updated-the-price-you-pay-determines-your-return/
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Market Valuations 

It appears the U.S. stock market is about as 

expensive as it has ever been with valuations 

at levels exceeding both the Great Depression 

and Dot-Com Bubble peaks. 

This is based on the most reliable valuation 

metrics we have. Reliability determined by the 

metric’s correlation to actual forward 10-year 

returns throughout history. 

The chart on the right shows Dr. John     

Hussman’s Margin-Adjusted P/E ratio, which 

has about a –0.9 correlation with actual     

subsequent 10-year returns. 

Below is one of Warren Buffett’s favorite     

indicators, which also has about –0.9          

correlation with future returns. 

 

 

The data is quite clear. Both 

measures indicate the U.S. stock 

market is about as overvalued, if 

not more so, than it has ever been 

in history.  

The implication is that returns for 

the U.S. stock market may be low, 

flat, or even negative over the next 

decade. 

This condition is precisely why the 

market timing strategy was        

created. So let’s learn more about 

the Strategy and performance   

results thus far... 

 

 

 

https://www.hussmanfunds.com/comment/observations/obs190714/
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Performance Results 

Below you’ll find risk and return charts for the 20-80 Strategy. This strategy can maintain equity exposure 
between 20% and 80% at any given time. 
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Performance Results 

Below you’ll find risk and return charts for the 0-60 Strategy. This strategy can maintain equity exposure 
between 0% and 60% at any given time. 
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Approach 

Obviously, timing is easier said than done.  

 

Numerous studies have shown market timing tends to underperform the markets.  However, to be fair, 

these studies are often based on retail investor behavior whose investment decisions are often determined 

by how they feel (buying near the highs – greed - and selling near the lows – fear) or when they need cash 

(e.g. retirement, layoffs during recessions). 

 

By definition, we can’t have a hyper-valued market unless most investors are optimistic and          

euphoric just like we can’t have a market bottom until most investors are fearful and in despair.  

 

In other words, most investors get it wrong at major turning points (cyclical peaks and troughs) otherwise 

extreme conditions could never exist in the first place! 

 

Therefore, any timing strategy would have to incorporate a primarily objective and quantitative approach 

that forced a discipline on the investment process without allowing emotions to influence timing decisions.  

 

Implementation 

Timing decisions apply to the U.S. stock market and the foreign stock market with any resulting gaps in the 

portfolio filled with cash, various bonds and commodities.  

 

For instance, if the 20-80 Strategy is at its minimum equity target of 20%, the remaining 80% will be       

invested in a less volatile bucket (i.e. “safe” bucket) comprised of cash and/or bonds.  

 

The timing decisions on U.S and foreign stocks markets are determined by price relative to various moving 

averages as well as the relationships of various moving averages to each other (primarily using 50-, 200- 

and 365-day moving averages). 

 

There exists some level of subjective decision making. I determine how the “safe bucket” is allocated. For 

the majority of the time since inception, the “safe bucket” has been comprised almost entirely of 7-10 Year 

Treasury Bonds via Symbol: IEF, but that is not required. 

 

I could have also owned corporate bonds, cash or shorter / longer-term Treasuries. I invested in IEF      

because I believed interest rates would decline even when most other folks thought interest rates would 

keep rising. That was a subjective decision based on my market view, but that will not always be the case. 

 

I also retain the freedom to incorporate commodities within the equity bucket as well. This is also a       

subjective decision. Although, I anticipate using greater precious metals exposure when the strategy is 

calling for 80% in cash and bonds to potentially offset the inflation risk inherent in those assets. 
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Targets 

 

 

 

 

 

 

Risks and Other Disclosures 

Past performance is no guarantee of future results. Past returns are shown gross of actual advisory fees. There is no guarantee that the 

objectives of any strategy will be met. Account returns are calculated monthly, using a weighted-average time-weighted return method. 

Account returns  reflect the reinvestment of dividends and other income and the deduction of brokerage and custodial fees and expense 

ratios. 

  

The Blended Benchmark for MTS 20-80 is 50% Bloomberg Barclays U.S. Aggregate Bond Index and 50% MSCI ACWI Investable Net and 

assumes quarterly rebalancing. The Blended Benchmark for MTS 0-60 is 70% Bloomberg Barclays U.S. Aggregate Bond Index and 30% 

MSCI ACWI Investable Net and assumes quarterly rebalancing. MTS 20-80’s stock allocations can vary between 20% and 80% so at 

times it will be positioned materially different than the Blended Benchmark. MTS 0-60’s stock allocations can vary between 0% and 60% 

so at times it will be positioned materially different than the Blended Benchmark. The MSCI ACWI Investable Net is an unmanaged index 

intended to capture majority of global stocks in a  representative weighting. The Bloomberg Barclays Index is an unmanaged index that is 

widely regarded as a standard for measuring U.S. investment grade bond market performance. These indices do not incur expenses and 

are not available for investment. These indices include reinvestment of dividends and/or interest income. MTS 20-80’s stock allocations 

can vary between 20% and 80% so at times it will be positioned materially different than the Blended Benchmark.  MTS 0-60’s stock allo-

cations can vary between 0% and 60% so at times it will be positioned materially different than the Blended Benchmark.  

  

Both strategies are subject to various risks including potential loss of principal, general market risk, small and medium-sized company risk, 

foreign securities and emerging markets risk, default risk, interest rate risk, inflation risk and  liquidity risk. Buy and sell signals are deter-

mined by a proprietary rule. There will be more false signals than “real” signals meaning there will likely be periods of time, sometimes 

significant periods, where the Strategies will underperform their respective Benchmarks. Both Strategies may include asset classes not 

incorporated into the Indexes or Blended Benchmarks to which composite performance is compared. 

  

The composite performance includes all fee-paying, discretionary household reporting groups that employ each approach. There will be 

disparities in performance between household groups because each portfolio may have different holdings and cash flows. Different hold-

ings may arise from unique tax circumstances, legacy positions, customization for each household ’s unique circumstances, and presence 

of different account types (IRAs, Roth IRAs, 401(k)s, taxable accounts, etc…).  

The MTS 20-80 composite inception is 4/30/2018. There are 15 households included in its composite. The MTS 0-60 composite inception 

is 5/31/2018. There are 6 households included in its composite. 

20-80 Strategy  0-60 Strategy 

60% Bonds  70% Cash and Bonds 

35% U.S. Stocks  25% U.S. Stocks 

5% Precious Metals  5% Precious Metals 


