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The following report provides in-depth analysis into the successes and challenges of Tactical Growth 
throughout 2015, important research into the mechanics of the strategy, and a brief outlook for 2016.  

Objective & Description 

Tactical Growth invests in a diversified basket of ETFs with a primary objective of long-term capital appreciation. 
The strategy has a global mandate - with the flexibility of full tactical shifts across equity, fixed income and 
alternative positions, and is designed to deliver better risk-adjusted returns in today’s global market.  

The strategy aims to make money by utilizing three key investment tactics: 

1) Determine global asset allocation - how much to allocate to equity vs. fixed income vs. alternative assets  
2) Research and identify factors that drive relative ETF performance and then invest in ETFs that demonstrate those 
factors 
3) Scale to conservative assets such as fixed income and/or cash when stock market risk outweighs future return 
potential 
 
Benchmark Choice: All-Country World Index (ACWI) 

The best way to understand the landscape of global equities is to reference 
the index known as the MSCI All-Country World Index, or ACWI.  What is the 
ACWI? A market capitalization weighted index designed to provide a broad 
measure of equity-market performance throughout the world. The MSCI ACWI 
is maintained by Morgan Stanley Capital International, and is comprised of 
stocks from both developed and emerging markets. This benchmark 
represents a more accurate view of the world index and investment 
opportunities. It provides the opportunity to invest outside the U.S. for 
strategy gains.  This is an important element to consider.  Mixing U.S. and 
international stocks has been beneficial because international equities have 
outperformed U.S. markets in eight of the last fifteen years.  

 
*Source: Bloomberg. 1/1/2001-12/31/2015.  

Investment Process 

① The first step in the Tactical Growth investment process is to determine proper asset allocation across ETFs; how 
much to allocate to equity vs. fixed income vs. alternative assets (such as real estate or commodities). Within the 
macro-allocation, we must determine how to balance between U.S. and international positions given the strategy’s 
global mandate.  Our proprietary Global Tactical Asset Allocation (GTAA) monitors 40+ data points across four market-
moving indicators; Macroeconomic, Sentiment, Technical, and Valuation. The varying data points are updated daily, 

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 Total

S&P 500 -12.2% -22.5% 28.0% 10.2% 4.3% 15.1% 4.9% -37.4% 25.5% 14.4% 1.5% 15.2% 31.5% 13.0% 0.7% 90.1%
ACWI ex-U.S. -19.7% -14.9% 40.8% 20.9% 16.6% 26.7% 16.7% -45.5% 41.4% 11.2% -13.7% 16.8% 15.3% -3.9% -5.7% 80.6%

Annual Returns: S&P 500 vs. ACWI ex-U.S. (Global Equities outside U.S.)

 December 31, 2015 
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2015 Exposure Summary: 

Avg. Equity Exposure: 91.8% 

High:  97.9% Low: 81.9% 

weekly and monthly. Then, the aggregate data is used to determine the proper asset allocation given current market 
conditions. We apply this step daily.  

② Once we determine the proper asset allocation, individual ETFs are selected. We believe ETFs exhibit certain 
measurable factors that lead to  future performance, and every day we score and rank over 100 ETFs based on which 
embody the most desirable characteristics using a similar set of data points across the four broad dimensions 
(macroeconomic, sentiment, technical, valuation). Positions demonstrating the most favorable relationship between 
risk and return are added to the portfolio. Changes are only made to the strategy if dictated by the research.  

③ Finally, the strategy manages risk through daily monitoring of the current market environment and the relative 
attractiveness of individual ETFs.  

Strategy Allocation: 2015 Review 

NorthCoast entered 2015 with a cautiously bullish outlook for the global 
equity market, which led to an average allocation of 8% exposure to fixed 
income and cash and 92% exposure to global equities (U.S and 
international).  

When looking through the lens of our four market-moving dimensions, our 
macroeconomic and technical indicators stayed positive for the majority of the year. Sentiment signals were 
relatively optimistic for the first six months, and then turned weak as concerns of a staggering global economy took 
form. Finally, valuation data points were mixed as the market experienced higher than normal volatility.  Throughout 
the year, Tactical Growth maintained an equal allocation to developed international and U.S. equities with moderate 
tactical shifts within specific regions and market-capitalizations.  

 

When comparing the strategy’s allocation versus the weighting of the global equity index, ACWI, Tactical Growth was  
slightly overweight on the U.S. equity market given that the data indicated the U.S. economy was still relatively 
strong with healthy job growth and accelerating wages. The iShares Core S&P 500 ETF (IVV) ended the year positive 
with 1.3% of gain.  The iShares Core S&P Mid-Cap ETF (IJH) and iShares Core S&P Small-Cap ETF (IJR) slid -2.3% and -
2.1% respectively.  The U.S. economy is close to full employment and we expect wage growth and inflation to kick in 
and the economy to benefit from higher consumer spending.   

Tactical Growth was also modestly overweight Japanese equities, which proved valuable. The iShares MSCI Japan ETF 
(EWJ) was the top performer amongst the strategy’s long-term equity holdings. Shares of EWJ rose 7.9% in 2015 even 
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Index
S&P500  + 0.7%
ACWI ex-US  = -5.7%
ACWI -2.4%

Competitive Benchmark

Tactical Allocation Competitor Average1 -5.9%
Aggressive Allocation Competitor Average2 -2.8%

Tactical Growth -3.5%
*Net of expense ratios 
and management fees

as the country slid into a technical recession late in the year. Mainly, equities advanced as The Bank of Japan’s 
quantitative easing program helped to weaken the yen which contributed to rising exports.  Corporate tax cuts and 
other stimulus efforts also led to an increase in fund flows into Japanese stocks, which derived not only from 
investors outside of Japan, but also from pension funds and retail investors inside the country. 

The strategy was marginally underweight the Eurozone and modestly underweight the United Kingdom equity 
market. Limiting exposure to the U.K., 3.6% in Tactical Growth vs. 6.6% in ACWI, turned out to be a valuable allocation 
for the year as the iShares MSCI United Kingdom ETF (EWU) lost 7%.  Our ETF selection model displayed valuation for 
UK equities was less attractive than other regional markets.  Macroeconomic data such as economic leading 
indicators slightly lagged other regions and our technical signals were slightly negative.   

Another bright note for the Tactical Growth portfolio was the iShares MSCI Emerging Markets ETF (EEM). While EEM 
ended the year down 16.0%, Tactical Growth clients benefitted from a well-timed investment. EEM was added to the 
strategy during a late-summer pullback. On September 8th, our investment model showed valuation, technical and 
macro indicators being the most positive, and EEM was purchased.  It was sold on October 23rd for a 9.4% gain as 
macroeconomic outlook weakened.   

ETF Description 
Tactical Growth: 

2015 Average 
Weighting 

ACWI Benchmark: 
Weighting 

Over/Underweight 
(Relative to ACWI 

Benchmark) 

ETF 2015 YTD 
Performance 

Bonds Diverse Bonds 4.5% 0.0% 4.5% -2.1% 

Cash Cash Equivalents 3.2% 0.0% 3.2% 0.0% 

EPP Pacific ex-Japan 5.7% 3.6% 2.1% -8.6% 

IJR S&P Small-Cap 6.8% 5.0% 1.8% -2.1% 

EWJ Japan 9.4% 8.1% 1.3% 9.2% 

IVV S&P 500 30.1% 29.5% 0.5% 1.3% 

EWC Canada 2.8% 2.7% 0.0% -23.9% 

EZU Eurozone 16.4% 17.0% -0.6% -1.6% 

IJH S&P Mid-Cap 16.1% 17.0% -0.9% -2.3% 

EWU United Kingdom 3.6% 6.6% -3.0% -7.0% 

EEM Emerging Markets 1.2% 10.0% -8.8% -16.2% 

*Source: Bloomberg. NorthCoast Asset Management. 1/1/2015 – 12/31/2015.  

Performance Attribution Summary 

The U.S. markets were slightly up in 2015, while the 
international markets hampered the performance of the 
overall global market. The ACWI finished -2.4%.  With a net 
performance of -3.5%, Tactical Growth underperformed the 
ACWI by a little more than 1%.   

Challenges 

 1% of relative underperformance can be attributed to 
the bond & cash position to defend against market 
decline. Throughout the year, Tactical Growth 
averaged 9% between cash and bonds. While not a 
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significant position, it held back performance at opportune times. The cash and bond drag can be put in 
perspective by keeping in mind our whitepaper “Proper Benchmarking & the Cost of Playing Defense”.  

 Another 1% of detractive performance is due to the decision reduce equity exposure from developed 
equities during volatile times, which increased cash positions during brief market rallies.  
 

Advantages 

 After a late summer decline, the strategy invested in emerging markets (EEM). The position gained almost 
10% before we locked in the gain and eliminated exposure, at which point EEM declined again to finish 
year -16%.  The tactical move added 1% of performance to the portfolio.  

 

Onto 2016…  

With an updated outlook heading into 2016, below is a table outlining the current strategy allocation.  

ETF Description 
Tactical Growth: 

1/1/2016 Weighting 
ACWI Benchmark: 

Weighting 
Over/Underweight  

(Relative to ACWI Benchmark) 

EMB Emerging Market Bonds 6.0% 0.0% 6.0% 

HYG High Yield Bonds 5.0% 0.0% 5.0% 

EZU Eurozone 20.0% 15.6% 4.4% 

EWJ Japan 12.0% 8.1% 3.9% 

EWU United Kingdom 11.0% 8.0% 3.0% 

SHY 1-3 Year Treasury 1.0% 0.0% 1.0% 

EPP Pacific ex-Japan 2.7% 3.7% -1.0% 

IVV S&P500 28.0% 29.1% -1.1% 

EWC Canada 0.0% 2.7% -2.7% 

EEM Emerging Markets 6.0% 10.0% -4.0% 

IJR S&P Small-Cap 0.0% 6.4% -6.4% 

IJH S&P Mid-Cap 8.0% 16.3% -8.3% 

*Source: Bloomberg. NorthCoast Asset Management. As of12/31/2015.  

We are still cautiously bullish on the global market with about 89% equity exposure and 11% to fixed income and 
cash. Macro indicators remain bullish with relatively strong data from three of the four underlying sub-components: 
consumer income and spending, job market growth and economic leading indicator.  Sentiment indicators are 
neutral to slightly positive with U.S. producer sentiment lagging other sub components such as consumers, credit 
managers and loan officers.  Technical signals are slightly bullish for both U.S. and international equities.  Valuation is 
marginally more attractive for international equities than domestic.  
 
For the regional allocation, we are modestly underweight the U.S.  While we believe that U.S. economy is still 
fundamentally strong, weak global demand, a strong dollar and low energy prices remain a risk for both 
manufacturing and exports.  Both macroeconomic and sentiment indicators in our U.S. model are slightly weaker.  
The ISM manufacturing index fell for the sixth consecutive month into January 2016, and has remained below its 
neutral threshold of 50. U.S. industrial production has also softened.  
 

http://www.northcoastam.com/pdf/marketupdate/20150731-Proper_Benchmarking_PC.pdf
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We are modestly overweight Europe and Japan equity.  Valuations are most attractive in Europe when compared to 
other regions, including the U.S.  We expect the European Central Bank to continue accommodative policies with its 
quantitative easing program. Overall, Europe is one of the regions where we are most bullish in the near-term.  We 
continue to overweight Japanese equities largely due to its attractive valuation indicators.  
 
We remain moderately bearish about emerging market growth in 2016 compared with developed markets, therefore 
modestly underweighting emerging market equities.  Our global tactical asset allocation model (GTAA) model shows 
slightly weaker outlook for emerging market equities, mainly derived from lower technical and valuation signals.  We 
expect less drag from emerging market on global growth in 2016 than in the year of 2015, but uncertainty remains as 
emerging market countries struggling to cope with China's slowdown and higher borrowing costs associated with 
the eventual liftoff in U.S policy rates.   
 
Conclusion 

As 2016 evolves and new information enters the marketplace, we will continue to monitor indicators daily to assess 
our allocation and make the necessary adjustments to deliver risk-adjusted returns. Utilizing this strategy, our 
investments will not perfectly correlate to typical benchmarks, meaning there may be times when the markets are up 
and your accounts are down, and vice versa. This is very much a part of the investment process and why, when given 
time, we believe the Tactical Growth strategy will continue to outperform. 
 
Introducing Sector ETFs 

Our asset allocation team continuously enhances the investment process models. One development added to 
strategy implementation in 2016 is the introduction of sector ETFs within Tactical Growth. The additional options 
provide the possibility to not only be overweight/underweight regions or equities versus bonds, but also 
underweight/overweight certain sectors. This added arrow to our quiver is a timely development as the economic 
recovery has matured and more differentiation between sectors can lead to more alpha-generating opportunities. 
 
Points to Consider 

 Think globally. There are more investment opportunities with more diversification benefits for your portfolio 

 Tactical investing has potential for great downside protection benefits but can come at a slight cost of cash 
drag.  

 Markets are dynamic. Stay flexible and re-assess constantly to determine the proper course of action.  

 
 
 
IMPORTANT DISCLOSURE INFORMATION 

 
1 Morningstar Aggressive Allocation Category portfolios seek to provide both capital appreciation and income by 
investing in three major areas: stocks, bonds, and cash. These portfolios tend to hold larger positions in stocks than 
moderate-allocation portfolios. These portfolios typically have 70% to 90% of assets in equities and the remainder in 
fixed income and cash. Aggressive Allocation includes 445 funds. Data provided by Morningstar.  

2 TMorningstar Tactical Allocation Category portfolios seek to provide capital appreciation and income by actively 
shifting allocations between asset classes. These portfolios have material shifts across equity regions and bond 
sectors on a frequent basis. The cumulative asset class exposure changes must exceed 10% over the measurement 
period. Tactical Allocation includes 329 funds. Data provided by Morningstar. 
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This information contained herein has been prepared by NorthCoast Asset Management, LLC (“NorthCoast”) on the 
basis of publicly available information, internally developed data and other third party sources believed to be 
reliable. NorthCoast has not sought to independently verify information obtained from public and third party sources 
and makes no representations or warranties as to accuracy, completeness or reliability of such information. All 
opinions and views constitute judgments as of the date of writing without regard to the date on which the reader 
may receive or access the information, and are subject to change at any time without notice and with no obligation 
to update. This material is for informational and illustrative purposes only and is intended solely for the information 
of those to whom it is distributed by NorthCoast. No part of this material may be reproduced or retransmitted in any 
manner without the prior written permission of NorthCoast. NorthCoast does not represent, warrant or guarantee 
that this information is suitable for any investment purpose and it should not be used as a basis for investment 
decisions.  

 
PAST PERFORMANCE DOES NOT GUARANTEE OR INDICATE FUTURE RESULTS.  
 
This material should not be viewed as a current or past recommendation or a solicitation of an offer to buy or sell any 
securities or investment products or to adopt any investment strategy. The reader should not assume that any 
investments in companies, securities, sectors, strategies and/or markets identified or described herein were or will be 
profitable and no representation is made that any investor will or is likely to achieve results comparable to those 
shown or will make any profit or will be able to avoid incurring substantial losses. Performance differences for certain 
investors may occur due to various factors, including timing of investment.  Investment return will fluctuate and may 
be volatile, especially over short time horizons.  
 
INVESTING ENTAILS RISKS, INCLUDING POSSIBLE LOSS OF SOME OR ALL OF THE INVESTOR'S PRINCIPAL.  
 
The investment views and market opinions/analyses expressed herein may not reflect those of NorthCoast as a whole 
and different views may be expressed based on different investment styles, objectives, views or philosophies. To the 
extent that these materials contain statements about the future, such statements are forward looking and subject to 
a number of risks and uncertainties.  
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