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Trend allocation identifies exciting megatrends
KASPAR GROB Senior Partner Helvetic Trust AG, Zurich

The basis of all asset management is getting the asset allocation right. The relevant
criteria are the latest data as well as their correct interpretation within the given
context. Beyond the constraints of the traditional diversification of financial
investments, trend allocation deals with cash flow trends within sectors and industries
as well as with correlations between individual sectors. In order to exploit their
substantial potential, and consequently to make proper use of megatrends, trend
allocation needs to be performed in real time and on a factual basis.
There is an important principle in this relation: a trend has to be demonstrable. In order
to realise this, one should ideally perform regular analyses of changes in market
capitalisation (basis: blue book) as well as fundamental research data from banks.
Another proven approach is to check the computer-controlled timing process using
chart analyses and timing oscillators. The key when it comes to scanning the
investment universe is to focus on equity markets, currencies, interest rates and bond
markets, and to assess regular substantial changes in the capitalisation and
performance of the sectors and industries against the MSCI World Index.

“In order to identify the stocks which best reflect
the trends, a bottom-up analysis makes sense.”
Up to 80% of the performance is generated through the correct weighting of the sectors
and countries – and only 20% through the stock selection. This consequently means
that if one chooses the MSCI World Index as the benchmark, this can only be
outperformed by changing the weighting: in the trend allocation, we give sectors and
industries a two-thirds weighting and countries a one-third weighting. In order to identify
the stocks which best reflect the trends, a bottom-up analysis makes sense. For
example, if a sector shows clear positive or negative trends over several months –
taking account of the value approach of the shares – then appropriate measures are
initiated.
With its long-term approach, trend allocation corresponds to a “buy-and-hold” strategy,
and is interesting for financially-strong private and institutional investors with a
corresponding investment horizon. By the same token, however, this also means it is
not suitable for nervous investors and gambling spirits.

Issue 28, 8-14 July 2009

And what are currently the most important stockmarket trends? First and foremost
commodities. Other medium-term to long-term trends are energy, materials, soft
commodities (agricultures) and emerging economies (above all Greater China). The
huge demand for physical gold and silver, particularly from Asian countries, is also set
to increase still further. In the short term, it also includes recovery stories.
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