
Value investors like Warren Buffett love to 
hear about how the latest investment strategy 
will out-perform their tried and true method-
ology of buy-and-hold. And in principal that 
method makes sense because people are irratio-
nal and the markets are volatile.

But as the last ten years have demonstrated, 
buy-and-hold may be logically sound, but it 
may no longer be a viable investment strategy. 
Between June of 2005 and June 2010 the S&P 
500 index dropped 10.4%, and between June 
of 2000 and June of 2010 the index tumbled 
26.0%.

Howard Present, president and chief execu-
tive officer off F-Squared Investments, said that 
he thinks there’s a better way. “We formally 
believe that buy-and-hold is a flawed strategy, 
and today’s markets are proving why,” says 
Present.

As Present argued, buy-and-hold or index 
funds require full participation in every down 
market. “The last decade proves why that’s 
flawed, not because the market never went up, 
but because the market also collapsed and never 
gave investors back their value.”

Like value investors, Present’s investment 
strategy extols the value of simplicity. “The sin-
gle most positive strategy in creating wealth is 
be in the market when it’s heading up, and out 
when it’s heading down,” he said.

Present and his firm are also 100% quanti-
tative in their decision making, and only uses 

sector SPDR exchange-traded funds. “When 
we make a decision to sell we actually elimi-
nate a sector entirely,” he said. “It’s a decision 
of conviction if you will. The key decision is we 
sell when we feel the data is telling us that the 
probability of the sector to lose money is greater 
than its ability to make money.”

There are three primary factors in his  
decision making. The first is historical prices. 
Present tracks the daily price of three-years-plus 
for each ETF, and follows the rolling moving 
average as a means to evaluate the momentum 
of the price move.

Present said that he then takes into account  
the volatility of each sector, and specifically the 
inter-day volatility rather than the closing price. 
“As you can imagine the inter-day volatility 
now has been high,” he said.

Finally, Present factors in the change in vola-
tility. “Volatility being high is one thing, but 
getting higher is worse,” he said.

The worst case scenario is an accelerating 
negative trend with increasing volatility.

To be sure, Present said that he does not day 
trade or market time. “Our trading patterns can 
be fairly long-term in nature,” he said. “Our 
leading portfolio did not have a single trade for 
six months.”

That hasn’t been the case recently. At the end 
of March all nine sectors appeared reasonably to 
fairly healthy. “None indicated imminent signs 
to approach sale trigger point,” Present said.

Fast-forward to late-April and early-May, and 
for the first time in a year Present said that he 
saw broad-based weakness, with more than half 
of the sectors reaching a point of concern.

By mid-May, Present said that he sold the 
materials sector, the first sector his firm sold in six 
months, and now four in total have been taken 
out of his portfolio. “Of the five left consumer 
discretionary is the strongest, while the ones show-
ing the most signs of difficulty are technology and 
financials, though they are still active,” he said.

Present said that the four lost represent 
roughly just under 30% of the S&P 500 from a 
market value perspective, but if the two sectors 
showing bearish signs—technology and finan-
cials—were to go would mean two-thirds of the 
market would have gone negative, and at that 
point Present would begin building a cash posi-
tion. “We’re not there yet, and we’re not saying 
that’s going to happen next week, but 30% has 
already been turned off, and roughly 35% is on 
our watch list, and if that were to go it would 
obviously be very significant,” he said.

When the market is going down, Present 
begins building a cash position, and has gone 
all-cash, like in March 2009. Because he only 
invests in ETFs, his version of cash is the SPDR 
Barclays Capital 1-3 moth T-Bill ETF.

“In severe bear markets there is no safe 
haven,” he said. “We want to take clients’ risk 
off the table and the only way to do that is 
through cash.”
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Disclosure for Performance Data

“AlphaSector” is a service mark of F-Squared Investments, Inc. This material is proprietary and may not be

reproduced, transferred or distributed in any form without prior written permission from Active Index Solutions, LLC

or F-Squared Investments, Inc. Active Index Solutions and F-Squared Investments reserve the right at any time and

without notice to change, amend, or cease publication of the information. This material has been prepared solely for

informative purposes. The information contained herein has been obtained from sources that we believe to be

reliable, but its accuracy and completeness are not guaranteed. It is made available on an "as is" basis without

warranty.

Investment products that may be based on AlphaSector Indexes are not sponsored by Active Index Solutions, LLC,

and neither F-Squared Investments, Inc. nor Active Index Solutions, LLC makes any representation regarding the

advisability of investing in them. One cannot invest directly in an index.

The Indexes are based on active strategies, with the strategy that the AlphaSector Rotation Index and the

AlphaSector Premium Index are based on having an inception date of April 1, 2001. The process of converting the

active strategy to an index implies that the returns presented, while not backtested, reflect theoretical performance

an investor would have obtained had it invested in the manner shown and does not represent returns that an

investor actually attained, as investors cannot invest directly in an index. Theoretical and hypothetical performance

has many inherent limitations. The performance is adjusted to reflect the reinvestment of dividends. The fee

schedule and anticipated expenses are included in the client agreement. F-Squared’s fees are available upon request

and also may be found in Part II of its Form ADV. Past performance is no guarantee of future results.

The information presented is based upon the performance of an Index as reported by NASDAQ OMX, or Active Index

Solutions, LLC. The information is adjusted to reflect the reinvestment of dividends and, except where indicated, all

returns are presented gross of fees. No representation or warranty is made as to the reasonableness of the

assumptions made or that all assumptions used in achieving the returns have been stated or fully considered.

Changes in the assumptions may have a material impact on the hypothetical returns presented.

AlphaSector Rotation Index is the exclusive property of F-Squared Investments, Inc. and Active Index Solutions, LLC.

Active Index Solutions, LLC has contracted with The NASDAQ OMX Group, Inc. (collectively, with its subsidiaries and

affiliates, “NASDAQ OMX”) to calculate and maintain the AlphaSector Rotation Index. NASDAQ OMX shall have no

liability for any errors or omissions in calculating the AlphaSector Rotation Index.

Returns represent past performance, and are not guarantees of future results or indicative of any specific investment.

Past performance is no guarantee of future results.

Sources: Morningstar, NASDAQ OMX, F-Squared Investments. All rights reserved.


