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Introduction 
 

When managing your hard-earned wealth, we prefer to be the driver rather than the passenger. Arlington 

Wealth Management (AWM) rejects two prominent mainstream theories in the wealth management 

industry. The first is investors should passively remain fully invested regardless of the market’s primary 

trend, potential risk level, and the economic cycle. The second is more diversification always leads to 

better results.   

 

AWM uses a dynamic investment approach designed to align your portfolio’s allocation with the market 

and economic cycles.   

 

We manage several strategies with varying objectives. Conservative methods aim to produce reliable cash 

flow and income to help support your lifestyle and ensure your financial independence.  We designed 

higher growth strategies to help facilitate meaningful asset growth, transfer wealth over generations, and 

support your aspirations. 

 

We do not outsource investment management to outside money managers.  We manage all client 

portfolios in-house, led by our CEO, Joe LoPresti, a 37-year veteran in the industry. 

 

The core behind each strategy and decision is a proprietary research database and custom software to help 

our team better understand market tendencies. We conducted more than 6000 market tests and research 

studies over many years. The results serve as our knowledge base to help us make intelligent investment 

decisions. 

 

We invested significant resources in our Market Model to help us better understand market trends and 

potential turning points and isolate potentially leading asset classes and stocks. We also developed a 

Recession Warning Model using machine learning to help alert us to pending recessions.   Our Market 

Valuation Model helps us understand the very long-term potential (or lack of) in the equity market. The 

result is an innovative, proactive option to the more commonly used passively diversified strategies.  

 

AWM’s investment approach prioritizes active risk management to address the top concern of our clients, 

wealth preservation. Our extensive modeling helps us protect your wealth from significant market 

downturns. 

 

Our proactive investment approach requires more time and energy than a passive, over-diversified 

approach. You worked hard to build your wealth proactively, and you deserve a wealth management 

approach that works just as hard to grow and protect it. 
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The Flaws of Buy-and-Hold 
 

Passive investment philosophies built around investment horizons with unlimited time to recover from 

downturns may not be sufficient to achieve your objectives. The common belief that markets always 

recover may be accurate, but will they do so within your investment horizon? The result of riding out 

every market downturn may not be acceptable when applied to your goals, circumstances, and objectives.   

 

Long-term market history shows lengthy periods of wealth creation followed by prolonged declines and 

recoveries. The chart below shows the S&P 500 from 1950 through May 10, 2022, covering more than 72 

years. During this time, the market was either declining or recovering from the previous decline, about 

54% of the time. Passive investors who ride out every market downturn built new wealth only 46% of the 

time over this period. 

 

 
Figure 1 

 

As you may observe in the chart above, significant market downturns are rarely isolated occurrences. The 

decline starting in 2000 led to a second considerable decline beginning in 2007. Several significant 

downturns spanned the late 1960s to the early 1980s.   

 

We refer to these long periods of repeated declines and recoveries as secular bear cycles, which can span 

over a decade before the next wealth-building opportunity begins. Complete recovery of your purchasing 

power is more prolonged when adjusted for inflation. It is easy to lose sight of this fact when the market 

has been in a secular bull cycle, building new wealth opportunities for many years at this writing.   

 

When will the next secular bear cycle begin? We rely on our modeling to help answer that question (more 

on these models later). Investor success in the coming decade may depend as much on your managers’ 

ability to preserve your wealth during bear cycles as their ability to grow your wealth during bull cycles. 

 

 

Losses Require Bigger Gains to Recover 
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In our view, the future holds more lengthy decline/recovery periods. A strategy that helps minimize the 

declining periods could also help shorten the recovery periods and potentially allow an investor to spend 

less time recovering from losses and more time building new wealth. 

 

The chart below shows the gain required to recover from losses of varying degrees. Simple math -  the 

more significant the loss requires an even more substantial increase before building new wealth.   

 

 
Figure 2 

 

In our view, smaller declines are more difficult to identify. Losses of 20% or less could occur during 

shorter market corrections or bouts of high volatility. Smaller losses generally recover quickly. It’s the 

larger losses that could prove to be more devastating. Losses of 30%, 40% and 50% require gains of 43%, 

67% and 100% to recover.   

 

The S&P 500 dropped more than 50% in the significant downturns starting in 2000 and 2007, requiring a 

greater than 100% recovery in both episodes. More substantial losses could also result in longer recovery 

times, leading to a decade or more lost time for passive investors.   

 

We believe preserving wealth during the bear cycles is crucial to achieving financial independence. 

Wealth preservation is a core part of our investment philosophy. 

 

Another way to think about the impact of a bear market is to consider the time it takes to recover. The 
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following chart shows the time required to recover from a hypothetical 40% decline in portfolio value at 

various assumed rates of return. Of course, the higher the rate of return, the quicker the recovery.  

 

 
Figure 3 

 

The investor psyche often takes a blow after experiencing a significant decline. Following the 2008 bear 

market, many investors changed to more conservative strategies, prolonging the time to recover their 

losses.     

 

 

The Arlington Wealth Investment Management Approach 
 

AWM aligned our investment management approach with the number one concern of our clients, wealth 

preservation. AWM built a quantitative model to help understand potential risk levels, market trends, 

economic cycles, and possible turning points. We believe there are times when it is appropriate to shift 

focus from wealth accumulation to preservation. At times we seek to scale back risk, and other times we 

look to eliminate it, even in our most aggressive growth strategies. All of our investment strategies 

incorporate this overriding risk management philosophy. 

 

AWM uses a Market Model, Recession Warning Model, and Market Valuation Model to help manage 

proactive investment strategies. Our Market Model is designed to identify the prevailing market cycle; 

bull market or bear market. The Recession Warning Model is designed to alert us to a potential recession 

several months in advance. Our Market Valuation Model helps us understand the very long-term potential 

in the equity market. 

 

While our clients' top concern is wealth preservation, they also desire wealth accumulation to enhance 

their lifestyle, provide for long-term needs, prepare for the unexpected, transfer wealth over generations 

and support their aspirations. When our Market and Recession Warning Models are positive, which is the 

vast majority of the time, our focus is on wealth accumulation to help them achieve their life goals. Later 

in this document, we discuss our investment strategies, including those with aggressive wealth creation 

objectives. 
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AWM Market Model 

 

AWM’s proprietary Market Model is designed to identify the primary market cycle and potential turning 

points. The objective is to position your account for wealth accumulation when the model is positive and 

for wealth preservation when the model is negative.   

 

It is important to note that the model is positive an estimated 85% of the time, which means we focus on 

accumulating wealth for you the vast majority of the time. The approximate 15% when the model is 

negative provides us a valuable sell discipline. We believe this discipline is a critical element in a 

proactive approach designed to preserve your wealth during inevitable downturns.   

 

The model uses a set of proprietary market indicators developed over many years of extensive research 

and the experience of our investment team. Each indicator independently is designed to identify market 

trends. However, the model does not use any indicator alone to determine positive or negative cycles. It 

uses the indicators as a set, requiring confirmation of each other’s indications.     

 

Proprietary Indicators 

 

If you’re not one for technical details, feel free to skip ahead. This section will demonstrate a few 

indicators that drive the AWM Market Model signals, starting with the Cash Comparison (CC) charts.1  

These indicators use the MSCI All Country World Index, a broad global market index, as a benchmark. 

 

CC charts are recorded in point & figure style and help us understand if we should expect a higher rate of 

return from owning stocks or holding cash. When the indication is cash will likely provide a better return, 

why would we want to take the risk of owning stocks? 

 

Please see the  CC Rate of Change chart in figure 4 on the next page.   When the chart is trending higher, 

global stocks provide returns better than holding cash, meaning it pays to take the risk in owning stocks. 

When the chart is declining, cash offers a better return, meaning the safety of holding cash is better than 

the risk in stocks. 

 

 

                                                      
1 Cash Comparison indicators were first used in the management of client accounts in combination with 

other indicators beginning in 2010. 
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Figure 4 

 

 

The CC chart has multiple uses; however, it is most valuable in identifying the turning point in the market 

cycle. Let’s zoom in on the Cash Comparison chart to get a closer look at the change in market cycles 

2000 and 2008 on the next page.   

 

The cycle change from advancing to declining in 2000 and 2008 indicated stocks were beginning to lose 

ground. When the trend changes from positive to negative like this, we move to preserve your wealth, sell 

stocks and move to the safety of cash. 
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Figure 5 

 

 

Now, look back at Figure 1 on page 3. Note the two major bear markets starting in 2000 and 2007. Buy-

and-hold investors lost significant wealth during those two bear markets. Additionally, it took them a long 

time to recover from the decline. Passive investors in the S&P 500 index didn’t start creating new wealth 

until 2013. 

 

In addition to helping to decide when to preserve wealth, if we can minimize the time spent losing wealth, 

the time required to recover is shorter. We can potentially spend more time creating new wealth than a 

strategy that passively rides out bear cycles. 

 

Another proprietary indicator contributing to the AWM Market Model is the Long Term Momentum 

(LTM). Using the month-end closing levels of the MSCI All Country World Index, we take various 

momentum calculations to help determine the market's very long-term momentum. We consider the status 

positive when all the measures are positive, as noted with the green shading on the chart. When all are 

negative, so is the status (red shading), and conflicting calculations result in a neutral status (white 

shading). 
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Figure 5 

 

The LTM is invaluable in helping us identify primary bear cycles.2  Once again, note the momentum 

changed to negative in 2000 and 2008, relatively early in those significant bear cycles.   

 

AWM’s proprietary indicators give us an edge in understanding when significant bear cycles may be 

developing. When the indicators turn negative as a group, the probability increases that a primary bear 

market has begun. We consider this our tornado warning system. When the siren goes off, we head to the 

shelter to ride out the storm. The storm may pass quickly, and if so, the indicators sound an all clear. 

However, we are protected when the tornado hits.   

 

Market Signals 

 

The AWM Market Model develops rules-based signals using the indicators described above and others.3    

 

Global Sell Signals serve as our sell discipline, our tornado warning. We change asset allocations to 

preserve your wealth when a sell signal happens. Typically, this means our investment team sells growth 

assets and holds cash. Depending on economic conditions, we may invest in safe-haven asset classes, 

such as high-quality bonds, gold, and currencies like the U.S. Dollar. We may also hold hedge positions 

designed to appreciate during equity bear markets. 

 

Global Buy Signals serve as our all’s clear warning, indicating the bear market is likely over. A buy 

signal can occur quickly after a short bear cycle or years later, following significant damage to the 

market. Our investment team changes asset allocations aiming to create new wealth for you following buy 

signals. Typically, we move out of cash and safe-haven assets into growth assets. The specific growth 

assets will depend on the strategies described later in this document. 

 

Confirmed Up Signals occur during long bull cycles. Bull cycles last considerably longer than bear 

                                                      
2 The Long Term Momentum indicator was first used in the management of client accounts in 

combination with other indicators beginning in 2010. 
3 The AWM Market Model was first used in the management of client accounts beginning in 2010. 
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cycles. During extended periods of generally rising equity prices, the markets will pause or correct 

periodically. When the advance resumes, we designed the AWM Market Model to signal a Confirmed 

Up, meaning the correction is most likely over, and another leg up of the bull market is beginning.   

 

We take action at Confirmed Up Signals designed to reposition your allocation to be aligned with asset 

classes developing strength. Following a pause or correction, new leadership will often emerge much 

different from the leading asset classes before the correction. We use our Asset Class Ranking System 

(described later) to help isolate the potential top asset classes.   

 

Tactical Signals occur when market conditions become extreme. For example, equities will periodically 

rise to unsustainable levels during bull cycles. During such times, tactical sell signals help us pare back 

market exposure until the high-risk condition corrects. Tactical buy signals identify low-risk market 

conditions and often provide an opportunity to invest new funds. 

   

Recession Warning Model 

 

The AWM Recession Warning Model is designed to give us an advanced warning of an economic 

recession.4  Historically, the equity market will peak several months before a recession starts. Having an 

advanced warning system helps us make proactive decisions and gives us another tool in our ongoing 

effort to preserve your wealth.   

 

The Recession Warning Model uses ten economic statistics considered to be leading economic indicators. 

We include data from various economic sectors such as housing, money supply, interest rates, 

employment, and inflation.   

 

 
Figure 6 

                                                      
4 The AWM Recession Warning Model was first used in the management of client accounts in 

combination with other indicators and models beginning in 2019. 



AWM Investment Management Approach  September 30, 2021 

Arlington Wealth Management   11 

Historically, equity bear cycles coupled with a recession tend to be the most severe. The declines are 

more extensive, and they last longer. Conversely, bear cycles without a recession tend to be less extreme, 

with smaller drops and shorter periods. Due to the severity of market declines during recessionary 

periods, the recovery time can be lengthy compared to non-recessionary recoveries. 

 

The exception to this rule is the COVID-19 bear market and recession. Because government action and 

not natural market forces caused the downturn, both the recession and bear cycle were fast and recovered 

quickly.   

 

The figure below provides visual confirmation of economic recession's effects on equity bear markets. It 

shows the price decline and length of all corrections in the S&P 500 Index of at least 10% since 1965. 

The blue points represent corrections without recessions, and the red points represent corrections with 

recessions.   

 

 
Figure 7 

 

According to this source, the S&P 500 dropped an average of 15.4% without recessions and 36% with 

recessions during corrections. The correction length is less than 100 business days without recessions and 

approximately 300 days with recessions.  So equity declines are more than twice as severe and more than 

three times longer when recessions occur.  

 

Look back at figure 2 on page 4. A 15% correction requires only an 18% rebound to recover the loss. A 

35% decline needs a more significant 54% rebound to recover. 

 

Corrections without recessions can hit bottom in a few months and then recover quickly. Market declines 

during recessions tend to take more than a year to bottom and then several years to recover, making them 

more painful and damaging to achieving your financial objectives.  

 

As you can see, economic recessions have an outsized impact on the depth and length of bear markets. 

For that reason, we contributed significant research to understanding economic cycles and, specifically, 

the causes of recessions, leading to the development of our Recession Warning Model.  

 

We developed a proprietary model designed to warn us of a recession in advance because the government 

declares recessions well after they start. For example, on December 1, 2008, the National Bureau of 
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Economic Research announced that the U.S. economy entered into a recession a year earlier, in December 

2007. The S&P 500 peaked some fourteen months earlier, in October 2007, and had already dropped 

more than 40% by the time they declared a recession.   

 

Let’s zoom in on the Recession Warning Model to study the 2001 and 2008 recessions. The recession 

warning occurs when the model lines drop below zero. You can see how the 12-month model is the first 

to give the alarm in both periods, followed by the 6-month model. 
 

   
Figure 7 

 

Both the U.S. and global equity markets peaked well in advance of both recessions and dropped more 

than 50% during these periods. We believe the Recession Warning Model will help alert us to future 

recessions, which will probably coincide with the significant bear cycles in the future, and help us take 

action to preserve your wealth during times of substantial risk. 

 

Combining the Market and Recession Warning Models 

 

How do we combine the use of the Market and Recession Models in practice? Since each model is 

independent of the other, they can be in agreement or conflict. This section will describe our general 

approach to the combined use of these models. 

 

The combination that is present the vast majority of the time is when both models are positive, meaning a 

recession is unlikely to develop in the foreseeable future, and the equity market cycle is positive. During 

these times, we focus on creating new wealth for you.   

 

The Market Model is more active than the Recession Warning Model. It tends to develop Global Sell 

Signals more often than recession warnings. In these cases, we respect the Market Model and move to 

preserve your wealth. Without a recession warning, we expect a minor bear cycle, one that is shorter and 

less severe than recessionary bear cycles.   
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Even minor bear cycles can be unsettling experiences. The news cycle tends to turn exceptionally 

pessimistic, causing many investors to become emotional and make irrational decisions. Preserving 

wealth during these times provides peace of mind.   

 

We find that during many non-recessionary bear cycles, the market tends to drop just enough to meet the 

bear market definition (around 20%) and then recovers quickly. We designed one of our tactical buy 

signals to help us determine a low-risk, high-reward time to re-enter the market when much of the risk has 

been removed. Borrowing a line from Warren Buffett, we want to be greedy when others are fearful in 

these cases. This approach is used only when there is no warning from our Recession Model. 

 

The Recession Warning Model is designed to be predictive, while we designed the Market Model to be 

concurrent with market cycles. Therefore, during recessionary bear cycles, the recession warning can lead 

a Global Sell Signal. There is a high probability a recession will begin in the months ahead during these 

times, but without a sell signal from our market model, the equity market is still in a bull cycle. We aim to 

handle these crosscurrents with a conservative investment approach, including holding a cash position, 

investing in defensive asset classes, hedging your portfolio from downside risk, and in other ways we 

deem appropriate during these times. 

 

When the Market Model and Recession Warning Model are both negative, we move to maximum 

defense. We look to preserve your wealth by selling growth assets and moving your asset allocation to 

cash. Recessionary bear cycles tend to be lengthy, so the rebound may not start until months or years 

later. Therefore, we search for select bear market opportunities, including high-quality bonds, gold, 

inverse funds, hedges, and safe-haven asset classes.  

 

When both models turn negative, we wait for the Market Model to develop a Global Buy Signal before 

moving back into wealth creation mode. We don’t use the tactical buying strategies when there is a 

recession warning because we know bear markets are more severe when coupled with a recession.  Our 

approach is to wait for a bottoming process to complete and for our Market Model to develop into a 

Global Buy Signal.  Once again, the Global Sell Signal is the tornado warning, and the Global Buy is the 

all’s clear.   

 

AWM Market Valuation Model 

 

The two models discussed above, the AWM Market and Recession Warning Models, are valuable tools 

for making ongoing proactive investment management decisions.  They help us understand the current 

market and economic dynamics to position your portfolio to align with the prevalent cycles.   

 

What about understanding the potential opportunity (or lack of) in the equity market over long-term 

periods?  Why does the market boom for lengthy periods but then struggle over other long periods?   

 

Please refer to Figure 1 on page 3 once more for perspective. Why is it that equities experienced two 

primary bear cycles in the 2000 to 2010 period? Why weren’t there any significant bear cycles for many 

years before and after that period? Similarly, why were there multiple bear cycles from 1968 to 1982?  

We believe the answer to these questions lies in the market’s valuation when bear markets begin.  

 

When the current valuation for equities is high by historical measures, returns tend to be limited over the 

following ten years. Of course, when current valuations are low, future returns have a better chance of 

being high. 
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To help us understand the current market valuation, our investment team developed the AWM Market 

Valuation Model.5  The model uses several independent key valuation measures and combines them into a 

composite model.   

 

 
Figure 8 

 

The above chart is a 60-year recording of the AWM Valuation Model and S&P 500 10-year forward 

returns. Low valuations in the model tend to correlate with high forward 10-year returns in the S&P 500. 

According to our model, the best value in the S&P (lowest model levels) was in 1982. In fact, from the 

mid-1970s through the 1980s, equities were inexpensive. Notice how the 10-year future returns (blue 

shading) were high following the low valuations. In 2009, equities valuations were down, and the 10-year 

forward returns were strong. 

 

High model valuations tend to produce low 10-year forward returns. Looking at the year 2000, the model 

was at the second-highest reading. The 10-year future returns for the S&P 500 were negative. Before 

2000, the highest valuations were in the mid-1960s, and, once again, the forward 10-year returns were 

low.   

 

It is not a coincidence that there were two major bear cycles in the 2000 – 2010 period, following high 

equity valuations. When equities are expensive, they risk more extensive and longer bear cycles.   

Therefore, when equity market corrections begin with high market valuations, it could start a long secular 

bear trend. 

 

Similarly, it is not a coincidence that equities tend to have 10-year solid returns following low valuations.  

Long-term secular bull market trends are more likely to begin with low market valuations. 

 

We find the valuation model helpful in making very long-term forecasts but not for short and 

intermediate-term decisions. High or low valuations can remain extreme for a while before markets 

adjust.   Therefore, the Market and Recession Warning Models guide ongoing decisions, and the valuation 

model helps us understand the long-term potential.   

                                                      
5 The AWM Valuation Model was first used in the management of client accounts in combination with 

other indicators and models beginning in 2021. 

-100%

-50%

0%

50%

100%

150%

200%

250%

300%

350%

400%

0

10

20

30

40

50

60

70

80

90

100

1
9

6
0

-0
3

-3
1

1
9

6
2

-0
3

-3
1

1
9

6
4

-0
3

-3
1

1
9

6
6

-0
3

-3
1

1
9

6
8

-0
3

-3
1

1
9

7
0

-0
3

-3
1

1
9

7
2

-0
3

-3
1

1
9

7
4

-0
3

-3
1

1
9

7
6

-0
3

-3
1

1
9

7
8

-0
3

-3
1

1
9

8
0

-0
3

-3
1

1
9

8
2

-0
3

-3
1

1
9

8
4

-0
3

-3
1

1
9

8
6

-0
3

-3
1

1
9

8
8

-0
3

-3
1

1
9

9
0

-0
3

-3
1

1
9

9
2

-0
3

-3
1

1
9

9
4

-0
3

-3
1

1
9

9
6

-0
3

-3
1

1
9

9
8

-0
3

-3
1

2
0

0
0

-0
3

-3
1

2
0

0
2

-0
3

-3
1

2
0

0
4

-0
3

-3
1

2
0

0
6

-0
3

-3
1

2
0

0
8

-0
3

-3
1

2
0

1
0

-0
3

-3
1

2
0

1
2

-0
3

-3
1

2
0

1
4

-0
3

-3
1

2
0

1
6

-0
3

-3
1

2
0

1
8

-0
3

-3
1

2
0

2
0

-0
3

-3
1 S&

P
 1

0
-Y

R
 F

u
tu

re
 P

er
fo

rm
an

ce

A
W

M
 V

al
u

at
io

n
 M

o
d

el

AWM Valuation Model with 10-Year Future Returns

S&P 10 YR Future Performance (right axis) Forecast AWM Valuation Indicator (Left Axis)



AWM Investment Management Approach  September 30, 2021 

Arlington Wealth Management   15 

 

The recent readings on the AWM Valuation Model are among the highest ever. Values can remain 

elevated or advance further in the near term. However, we know when bear markets begin with high 

equity valuations, the probabilities for a prolonged secular bear trend increase. Therefore, we wouldn’t be 

surprised if there is a significant bear cycle and low returns in the S&P 500 over the next 10-years.    

 

Investment Strategies 

 

AWM manages several strategies with objectives ranging from producing reliable cash flow to creating 

new wealth. At the core behind each strategy are a proprietary research database and custom software to 

help our team better understand market tendencies. We conducted more than 6000 market tests and 

research studies over many years. The results serve as our knowledge base to help us make intelligent 

investment decisions. 

 

For many clients, we combine several strategies to accommodate the objectives and needs of their overall 

portfolio. Wealth management clients receive a written investment plan with recommended strategies 

designed to be risk-appropriate for every account in your portfolio based on its purpose in helping you 

achieve the outcomes that you seek. You can read more about our Investment Planning Process here. 

 

Our approach to investment management is top-down, starting with the big picture and then working 

down into decisions on specific transactions. We analyze the overall market and economy first, followed 

by asset class selection, and then select individual securities. This section will describe each strategy and 

its asset selection methodology, keeping in mind all strategies will move to preserve wealth using our 

market and recession warning models.   

 

Proactive Asset Allocation Strategy (PAAS) 

 

PAAS is our flagship strategy. We manage an Exchange Traded Fund (ETF) and individual stock version 

that we call the PAAS ETF and PAAS Stock Strategies. First, we’ll explain our method of selecting asset 

classes used in both strategies. Then we’ll explain our process of selecting ETFs and stocks in each 

strategy. 

 

AWM rejects the mainstream theory that more diversification always leads to better results. Our research 

shows that adding more asset classes to your portfolio only because they are different from the others 

doesn’t lead to better risk-adjusted returns. The benefits of diversification diminish after a certain point, 

and over-diversification is counterproductive.   

 

Asset Class Ranking System 

 

We developed an asset class ranking system to help us isolate potentially leading asset classes in any 

particular market cycle.6  Asset class leadership varies from cycle to cycle based on many financial and 

economic variables. In specific cycles, growth stocks focusing on technology and other disruptive 

industries may lead, and in different cycles, value stocks in economically sensitive sectors are the leaders.   

                                                      
6 The Asset Class Ranking System was first used in the management of client accounts in combination 

with other indicators and models beginning in 2010. 
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This system ranks hundreds of different asset classes, industry groups, foreign markets, commodities, and 

investment themes using a proprietary formula. We designed the ranking algorithms to identify the asset 

classes that exhibit specific leadership characteristics. In short, it helps us separate the stronger and 

weaker groups so we can focus on the potential leaders. 

 

Based on extensive research, we have good reason to believe that asset classes exhibiting leadership 

characteristics at the time of our Market Model’s buy signals are likely to lead the market forward in that 

particular cycle. Here is a select list of asset classes that have been leaders in various market cycles in 

recent years: Automobiles, Homebuilding, Semiconductors, Online Retail, Solar Energy, Biotechnology. 

 

As we stated earlier, we believe the benefits of diversification diminish after a certain point. We strive for 

focused diversification, to be diversified, but focused in the potentially stronger asset classes. Equally 

important, we aim to reduce or eliminate your exposure to vulnerable groups.   

 

Depending on market conditions, we may diversify in more asset classes or focus on fewer asset classes at 

other times. We aim to invest in five to seven asset classes in most market cycles. 

 

The following is a screenshot of our Asset Class Ranking System, which shows the leading asset classes 

at the time of a Confirmed Up Signal in our Market Model on June 5, 2020.   

 

 
Figure 9 

 

The top-down approach is designed to work as follows; first, our Market Model helps us understand  

if conditions are favorable for wealth creation with a buy signal. Then, our Asset Class Ranking System 

allows us to choose the potentially leading asset classes for that particular cycle. The next step is to select 

specific securities in your portfolio in the desired asset classes. We manage an Exchange Traded Fund 

(ETF) and an individual stock version of PAAS. 
 

PAAS ETF Strategy 
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Using the Asset Class Ranking System as a guide, our investment team selects ETFs to give you exposure 

to the potentially leading asset classes in any particular market cycle. Our primary focus when selecting 

ETFs is that they give you the best exposure to the desired asset class and that it’s not too diversified in 

other asset classes. If multiple ETFs provide similar exposure to an asset class, we look for ETFs with 

low expense ratios and high liquidity. 

 

Figure 10 below shows the performance of the  four highest-ranked asset classes selected for the PAAS 

ETF strategy on the June 5, 2020, Confirmed Up Signal.7 

 

 
Figure 10 

 

PAAS Stock Strategy 

 

The PAAS Stock Strategy takes security selection one step further. Whereas the PAAS ETF Strategy will 

own funds consisting of baskets of stocks in the selected asset classes, the stock strategy focuses on the 

potentially strong stocks in the leading sectors. 

 

We expect any asset class ranked high in our system to be a leader based on market and economic 

conditions; however, specific companies in the group will lead the others.   An ETF focused in the group 

will own many companies that may include the stronger and the weaker. The PAAS Stock Strategy 

strives to own stocks that are leading the charge. 

                                                      
7 See important disclosures at the end of this document. 
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To achieve this objective, we rank all the individual companies owned in the selected ETFs with similar 

algorithms used in the Asset Class Ranking System. We choose ten to twenty of the highest-ranked 

companies in the PAAS Stock strategy and expect this portfolio to create new wealth in that market cycle.   

 

PAAS Stock is our highest growth strategy and suitable for accounts in your portfolio with a long time 

horizon to help facilitate meaningful asset growth, transfer wealth over generations, and support your 

aspirations. 

 

Tactical Core Strategy 

 
Tactical Core is a growth strategy that follows a more traditional asset allocation path. It differs from 

PAAS in two key ways; investing in broader asset class groups and uses a different asset class selection 

method. The “core” component is due to the added diversification. The “tactical” element is due to 

making tactical shifts in allocations based on signals in our Asset Class Indicators.   

 

Whereas PAAS invests in targeted sectors, industries, and thematic groups, our Tactical Core Strategy 

invests in broader asset classes that can span across multiple industries. For example, investments in the 

Large Cap Growth asset class can include technology, software, retail, communications, financial 

services, autos, semiconductors, etc. Investing in broader asset classes typically assumes less risk, 

experiences less volatility, and provides a more moderate growth objective than either of the PAAS 

strategies. 

 

Tactical core selects from 25-30 core asset classes including large-cap, small-cap, growth, value 

developed foreign markets, emerging foreign markets, commodities, real estate, and others. We typically 

diversify in 5-10 core asset classes in any market cycle, and select Exchange Traded Funds (ETFs) in 

each asset class. 

 

We designed Asset Class Indicators that directly compare the trend in one core asset class against another. 

Examples include Large-Cap vs. Small-Cap, Growth vs. Value, U.S. vs. Foreign Markets, etc.8  Our 

research found lengthy periods when one asset class tends to outperform the other, and then the relative 

strength will reverse. For example, growth stocks can outperform value stocks for many years, and then 

the trend will turn back in favor of value stocks.   

 

Figure 11 displays one of our Asset Class Indicators on the next page. These charts are recorded in point 

& figure style, using Xs to record an advance and Os for a declining trend. In this case, we compare U.S. 

Growth Stocks relative to U.S. Value Stocks; therefore, when the chart is trending up, growth stocks 

generate better returns than value stocks, and vice versa trending down.   

 

When growth assets are outperforming value, we expect better wealth accumulation opportunities 

investing in growth stocks. When the trend shifts, we expect better potential in value stocks. We designed 

the strategy to shift allocations based on the prevailing trend tactically. 

 

Growth stocks significantly outperformed value stocks from the low on the chart in 2006 to the high in 

2020. We aim to shift larger allocations into growth ETFs during that period and reduce or eliminate 

                                                      
8 The Tactical Core strategy was introduced in 2019.  The Asset Class Indicators were first used in the  

management of Tactical Core client accounts in combination with other indicators and models beginning 

in 2019. 
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allocations in value ETFs.   

 

In 2020, the chart shows there was a trend shift back in favor of value stocks. Accordingly, we began to 

shift the Tactical Core allocations into value ETFs.   

 

 
Figure 11 

 
The Growth vs. Value comparison is one of many Asset Class Indicators used to help us understand 

market dynamics to make informed asset allocation decisions.  The Tactical Core strategy is more 

diversified than PAAS but still focused on potentially stronger broad asset classes. 

 

We use the Asset Class Indicators when our Market and Recession Warning Models indicate favorable 
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conditions to accumulate wealth.  When conditions turn unfavorable according to these models, we move 

the strategy allocations toward preserving your wealth.  One asset class can be relatively stronger than the 

other during bear cycles; however, both can trend lower on an absolute basis.  

 

Buffer ETF Strategy 

 
The AWM Buffer ETF Strategy was designed to help reduce uncertainty in the stock market by taking 

advantage of market growth while maintaining a downside buffer. It is a conservative growth strategy 

with objectives to provide moderate growth with reduced risk and volatility.   

 

Many retired people face a dilemma. They desire a reasonable return to help support their lifestyle and 

ensure financial independence. At the same time, they don’t want to assume the market's entire risk and 

volatility.   

 

The traditional wealth management approach to this dilemma is to increase allocations in bonds during 

your retirement years to reduce risk and provide cash flow. However, interest rates are near a generational 

low, making many low-risk bonds unattractive investments. Furthermore, if interest rates or inflation 

begin long-term advances, traditional income investments can suffer material losses.   

 

As with our other strategies, we use various elements of our research database to make informed 

decisions in the Buffer ETF strategy. For example, when the Market and Recession Warning Models alert 

us to downturns, we move to preserve your wealth from potential losses. 

 

We designed the Buffer ETF strategy to be an attractive alternative to traditional income investments. We 

believe this is a desirable strategy for the assets you depend on to provide reliable cash flow, support your 

lifestyle and maintain financial security. 

 

Proactive Income Strategy 

 
Proactive income is our primary income-producing strategy. The objective is to provide reliable cash flow 

while also seeking appreciation from underpriced opportunities. 

 

This strategy primarily invests in Closed-End Funds (CEFs) of income-producing asset classes. CEFs are 

different from traditional mutual funds and Exchange Traded Funds because there is a fixed number of 

shares. Due to this unique feature, the market price tends to trade above or below the fund’s net asset 

value based on supply and demand metrics.   

 

AWM maintains a database of CEFs that monitors each fund’s current and historical premium or discount 

to the net asset value.  When the current market price is under the historical, there may be an opportunity 

for appreciation to close the gap. 

 

When our Market and Recession Warning Models alert us to downturns, we move to preserve your 

wealth from potential losses. 

 

CEFs can pay high dividend yields that produce attractive cash flow. Together with the appreciation 

potential, we designed the Proactive Income strategy to create an attractive total return. 
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Tax-optimized Income Strategy 

 
The Tax-optimized Income Strategy takes the same approach as the Proactive Income Strategy described 

above. We limit the fund universe to asset classes that produce tax-free or other tax-friendly cash flow.   

 

For example, most municipal bonds are free from federal income taxes. Other asset classes provide tax-

advantaged income, such as Energy Limited Partnerships and Real Estate Investment Trusts. 

 

Tax-advantaged income is desirable for taxable accounts, and in specific cases, for families in a high tax 

bracket or executing other advanced tax plans. Reducing tax liability on income distributions can also 

help reduce tax liability from many different income sources. 

  

Summary 
 

Integral to any elite wealth management plan is the ability to execute investment strategies to help achieve 

all that is important to you. AWM invests significant resources in market intelligence to assist us in 

making informed and proactive investment decisions. Our research database and custom software are 

valuable assets to achieve varying objectives, from lifestyle and cash flow generation to wealth creation. 

 

The top concern of our successful clients is to preserve the wealth they worked a lifetime to build. Our 

investment approach prioritizes active risk management to address this concern. Our extensive Market 

and Recession Warning Models help us identify potential bear cycles to help protect your wealth from 

significant market downturns. 

 

The families we serve also desire to grow and accumulate more wealth to enhance their lifestyle, prepare 

for the unexpected, and support their aspirations. Most of the time, our Market and Recession Warning 

Models are positive, keeping us focused on wealth accumulation to help them achieve their life goals.   

 

Our proactive investment approach requires more time and energy than a passively diversified approach. 

We believe you deserve investment managers that work just as hard to preserve and grow your wealth as 

you did to build it.   
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Important Disclosures 

Arlington Wealth Management (AWM) utilizes a proactive asset allocation strategy (“PAAS”) in advising 

its clients. PAAS combines quantitative-based buy, sell and reallocation indicators, with qualitative 

research, selecting from U.S. and global securities, in seeking to achieve attractive risk-adjusted returns 

over a long-term investment horizon. As with any investment strategy, AWM has in the past, and may in 

the future, modify the investment approach and portfolio parameters of PAAS in any manner which it 

believes is consistent with the strategy’s overall investment objective. In that light, the following material 

modifications were made to PAAS: in February 2009 (creation of Universe Trend and Cash Comparison 

Indicators for trend analysis), June 2009 (creation of Long-Term Momentum Indicator for trend analysis), 

September 2009 (expanded Asset Class Ranking System and started PAAS computerized testing), 

December 2009 (creation of Global Indicator Set for buy and sell signals), April 2010 (inception of PAAS 

Computer Model), October 2010 (implementation of Tactical Indicators and Signals for short term risk 

management), January 2011 (modify Global Sell Signal with additional criteria including pattern 

determination), June 2011 (close Global Signals with stop loss criteria), September 2011 (inception of 

PAAS Long Only Model), May 2012 (modify Global Buy Signal wait period to enhance signal timing), 

October 2012 (first use of PAAS Stock Model), November 2012 (implement ETF replacement criteria), 

December 2012 (additional historical data for Cash Comparison Indicators), November 2015 (modify 

Global Buy Signal with additional criteria), June 2016 (modify Tactical Sell signal criteria), May 2018 

(expanded Asset Class Ranking System, Tactical Asset Class Selling, Mini-Buy signal implementation); 

however, none of these changes modified the objectives or overall investment strategy of PAAS. Rather, 

as noted previously, AWM made these changes to seek to enhance the manner by which it runs PAAS, and 

thus each change, individually or in the aggregate, might have impacted the performance of PAAS (either 

positively or negatively, depending upon the efficacy of the changes(s)) after their implementation. 

Arlington Capital Management, Inc. (dba Arlington Wealth Management) is an investment 

adviser registered with the U.S. Securities and Exchange Commission.  For more information regarding 

any of these material modifications, please contact AWM at 847-670-4030. 

While PAAS currently is AWM’s primary growth focused investment strategy, AWM also offers a 

proactive income strategy. Client portfolios are managed with different weights on PAAS and the proactive 

income strategy based on each client’s desired risk level (e.g., aggressive, moderate, conservative).  

Any index information presented was included for comparative purposes, to show general market trends 

during the periods indicated, and is not intended to imply that any model portfolio is similar to the index 

(or indices) shown either in composition or element of risk. The MSCI All Country World Total Return 

Index is a broad index composed of stocks from the U.S., Developed International and Emerging 

International markets. It is shown for comparative purposes because it represents the areas that PAAS 

considers for inclusion in the model, however, it should be noted that at any given time, the PAAS model 

will include securities from a narrow subset of these areas. 

The information presented should not be considered a recommendation to purchase or sell any particular 

security. The examples of specific investments are included merely to illustrate the PAAS investment 

process and investment strategy. Client portfolios may contain a different number of positions than the 

examples set forth and accordingly the examples are not intended to indicate overall portfolio performance 

that has been, or may be expected to be, achieved. Past performance is not a guarantee of future results.  
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No graph, chart, formula or other device can be used to determine which securities to buy or sell, or when 

to buy or sell them. AWM makes no representation that any graph, chart, formula or other device shown 

can assist any person in making their own decisions as to which securities to buy or sell or when to buy or 

sell them. 

An investor should consider risk and volatility in addition to performance when making any investment 

decision. The risk and volatility associated with PAAS may be significantly higher or lower than the risk 

and volatility of other investment strategies and/or products.  

As with any investment strategy, there is potential for profit as well as of loss. All investments involve 

some level of risk, and PAAS may not be suitable for all investors. This material does not constitute a 

complete description of AWM’s investment services and is intended solely for informational purposes. This 

material is in no way a solicitation or an offer to buy or sell any securities. This material and any model 

portfolios contained herein do not consider specific investment objectives, financial situations or the 

particular needs of any individual investor who may view this report. Investors should seek advice from 

their advisors regarding the appropriateness of investing in any securities or in accordance with any 

investment strategy. 

All information regarding market or other financial information is obtained from sources that AWM 

believes to be reliable. AWM makes no representation as to the accuracy or completeness of information 

or data provided.  

Any projections, market outlooks or estimates presented are forward-looking statements and are based on 

certain assumptions. Other events which were not taken into account may occur and may significantly affect 

the returns or performance of the model portfolios shown. Any projections, outlooks or estimates should 

not be construed to be indicative of actual events which will occur. 

For additional information, please contact us via phone at (847) 670-4030, or via email at 

inquiries@arlington-capital.com. 
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