Investing Using Sector Rotation — But Does It Work?

Let’s start with the basics. Sector rotation is an investment strategy where an investor or manager seeks to increase
performance by opportunistically switching (rotating) from one sector to another based on the market stages of a normal
economic cycle. Much has been written about identifying those specific industries that will do better/worse as the market
moves through a normal economic cycle. In a sector rotation strategy, an investor would overweight the sectors which he
believes are poised to outperform, while reducing exposure in those which he believes will decline. The fundamental
premise is to achieve excess performance over a traditional buy-and-hold strategy. The below illustration highlights
certain sectors that may be best positioned at various points in the economic cycle, and also identifies the industries which
may suffer over short pertods of time due to any regulatory or market developments. As this cycle moves from contraction
to expansion, each different phase would favor companies in different sectors.

During our environment of continued economic uncertainty, a sector-based investment strategy can be of increased
tmportance while offering clients significant diversification and return opportunities — whether through tactical portfolio
tilts or strategic sector. A money manager who claims to employ a successful sector rotation strategy will suggest the
critical analysis of the affects of our recent recession on each sector is essential in achieving enhanced results for investors.
But there maybe other ways to accomplish this!
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