STRATEGY MARKET BAROMETER CROSS-REFERENCE TO RELATED APPLICATIONS  The
present application claims the benefit of U.S. Provisional Application Serial No. 61/468,930, filed
March 29, 2011, the entirety of which is incorporated herein by this 5 reference. In addition, this
application is related in subject matter to U.S. Patent Application Serial Numbers 12/362,824 filed
January 30, 2009 and 12/648,615 filed December 29, 2009, as well as U.S. Patent 7,734,526, and the
entirety of each is incorporated herein by reference. FIELD OF THE INVENTION 10The present
invention is directed generally to an asset classification system and. more specifically, a system for

predicting market returns base t equity strategy indices.
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Serial Numbers 12/362,824 filed January 30, 2009 and 12/648,615 filed December 29, 2009,

as well as U.S. Patent 7,734,526, and the entirety of each is incorporated herein by reference.

FIELD OF THE INVENTION
10 The present invention is directed generally to an asset classification system and, more
specifically, a system for predicting market returns based upon a computed comparison of

select equity strategy indices.

BACKGROUND OF THE INVENTION

15 Many people want to know where the stock market is headed. To help answer this

ever present question, many market forecasts are provided to market participants. Many such

forecasts are based on historical price and volume data, using concepts like overbought and

oversold. Others use economic and market data, trying to ascertain where the market is

headed based on the current state of the economy and the markets. Still others try to gauge

20  market sentiment by surveying investors to determine if they are more bullish or bearish. The

American Association of Individual Investors (AAII) Sentiment Survey is one of the best
known of these.

Overall stock market returns are driven by a wide range of return factors. These

factors represent the many ways in which market participants impact stock prices by means
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Overall stock market returns are driven by a wide range of return factors. These factors represent the
many ways in which market participants impact stock prices by means of their trading activity. Market
participants comprise all buyers and sellers. It is believed that some of these factors are associated
with economy-wide changes, some are associated with stock market activity, some are associated
with industry sectors, and some are associated with stock specific information. In general terms, return
factors are unobservable 5 and represent a conceptual way to think about how investors drive returns
over time. Collectively, return factors drive overall market returnps. Over time, the mix of factors upon
which markéf PaFtcEEME ASEYEHYATES PABIHBIACEPTHIRES P JUNEE HigharIfidrket PRI Shile
others produce lower, even n ative returns. When estimating the market's expected or futur%return,
tis importahlioRHBw eI 1ERIPR Al dr ATS e B P R s no Pl same e
Embodiments ftrtlecpr%sgﬂt invqptjpn provide Qroxies. th%t ca tugg dtlps%curre{g)trgocgsd of market

.. Wit (6] et activ sQme  Arc . associal €C , call ome are .
participants an t%erefore capture ghyé re(furn fiactor mix fﬁat IS the CUI‘I’th ?OCUS of mariel{lpar{l(:lpants.

Active i“"eségs?gélél{@cf‘%%esrt%&”% cﬁf?é“il{}X?rﬁﬁr{i‘glﬂtlﬁtr:g%ﬁ?e‘%Xl i.[ér?éﬁ%ee 8E§§?Q&6?§ea§e”8§&%’é{ dbfns. This

is true of equity managers, as well as investment mariagers inv with other asset classes. Each
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particular strategy build a unique investment process around this subset of factors. As a consequence,
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participants, which is the entire universe of buyers and sellers, not just professional managers, focus

on an ever QifiefientARergIANfAGIR i BEFRUSEINANFLLES RiKSYBINRIECHRBEN BHRISY Afs,
consistently as possible, strategies provide a prism or lens through which the favored factor mix can

be viewed. ppthemuRsiedstalegias stay tbe.sameustheHayesemiasiomabaikaves ghangdiog. Thus
assessing a comparative rank of strategies relative to each other identifies which strategies market

participants faterpriesantlit iavafidganiis Riowidesiéh peaxy Fhdarket et dactatTot s, Pattiekeant
behavior, which is measurable, reliable and predictive.  As a threshold step in comparing strategies,
it is helpful tpactiefpienstraiathoditiags.of tnufiiestep developmantidd fhexidsSthanchpniesnhtionatactive
equity mutual fund strategy 5 identification process began in 2005. The first step was an initial
identificatioriceffo rtibmsedopacitipatiteadndoivecdge: alatiterenthesteyurin fieonextxsteq, sahitycmamagers,
who managed or had managed a wide variety of equity funds, were interviewed in order to expand and
refine the prioposetiidektifipationaystem. Next, over 45,000 pieces of strategy information was

gathered from roughly 3000 mutual fund (ignoring share classes) prospectuses.
Active investment managers pursue an investment strategy in order to generate

superior returns. This is true of equity managers, as well as investment managers involved
15  with other asset classes. Each strategy focuses on a different subset of return factors and
managers in each strategy or who pursue a particular strategy build a unique investment
process around this subset of factors. As a consequence, how one strategy compares or ranks
compared to other strategies vary over time as market participants, which is the entire
universe of buyers and sellers, not just professional managers, focus on an ever different
20  return factor mix. Because managers pursue their chosen strategy as consistently as possible,
strategies provide a prism or lens through which the favored factor mix can be viewed. In
other words, strategies stay the same but the favored factor mix is ever changing. Thus

assessing a comparative rank of strategies relative to each other identifies which strategies



10From this information, ten (10) equity strategies were identified. These equity strategies are
generally defined as follows: Competitive Position: Business principles, including quality of
management, market power, product reputation, and competitive advantage. Consider the
sustainability of the business model and history of adapting to market changes. 15Economic
Conditions: Top down approach based on economic fundamentals; can include employment,
productivity, inflation, and industrial output. Gauges where overall health of economy is in business
cycle, resulting supply.and demand situatigns in varigus industries, and best stocks to purchase.
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Compagy pﬁﬁ@ﬁﬁ@b&ﬁoﬁ%c@%%@@% qha%%.%rﬁiggsww@’aHQBitial identification effort based

on collective knowledge of the industry. In the next step, equity managers, who managed or
had managed a wide variety of equity funds, were interviewed in order to expand and refine
the proposed identification system. Next, over 45,000 pieces of strategy information was
gathered from roughly 3000 mutual fund (ignoring share classes) prospectuses.

10 From this information, ten (10) equity strategies were identified. These equity
strategies are generally defined as follows:

Competitive Position: Business principles, including quality of management, market
power, product reputation, and competitive advantage. Consider the sustainability of the
business model and history of adapting to market changes.

15 Economic Conditions: Top down approach based on economic fundamentals; can
include employment, productivity, inflation, and industrial output. Gauges where overall
health of economy is in business cycle, resulting supply and demand situations in various
industries, and best stocks to purchase.

Future Growth: Companies poised to grow rapidly relative to others. The Future

20  Growth and Valuation strategies are not mutually exclusive and can both be deemed
important in investment process.

Market Conditions: Consideration of stock's recent price and volume history

relative to the market and similar stocks as well as the overall stock market conditions.



margin and return on equity. Quantitative: Mathematical and statistical inefficiencies in market and
individual stock pricing. Involves mathematical and statistical modeling with little or no regard to
company and market fundamentals. 10Risk: Control overall risk, with increasing returns a secondary
consideration. Risk measures considered may include beta, volatility, company financials, industry and
sector exposures, country exposures, and economic and market risk factors. Social
Considerations: Company's ethical, environmental, and business practices as well as an evaluation of
the company's business lines in light of the current social and 15 political climate. Valuation:

Stocks selling che A YSHBL L 1 e 8PRIGURLSS Ll BRREESUY Ay FAHOQURRFL SfusaeH ictniques.

The Valuati(é%fanthuturte .Grtovvth rategies are '"lé)t mutl%al ex&ltﬁisive tand ;gg both.be deemed an
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down in des&g}ﬂl gr%r%aﬁg(g%g Stiategy.Managers use elements as a way to tap into return factors.
Once the data o%anlz tion process was complete, primary and secondary strategies for each fund

were dgntified. Thp, Syl ccolaneg i bhoinfAealdy 24,828, 1he BAUGHLALNIGh s ingarporated

by reference herein. Using this system,”U.S. and International’ active equity mutual funds domiciled in
the U.S. hayg, ggﬁr@tggy(jg%qgf?q since 2007 by Athenalnvest, Inc. based in Greenwood Village,
Colorado. Ten (10) U.S. and ten (10) International Equity 5 Strategy Indices were developed based on

the ten strategies qgpehlp@%ALONR TN RRA (@XGLEING RITAGAIRSSeS) RERERIRAY iidepiligd U.S.
active equity funds increased from 172 in January 1980 to 2051 by December 2010 and the number of

International@ekivis-ieaatyrivorsnereRsasitamdd iad4RaveiothesaMatimelpeiosh HoQEMMARY
OF THE INVENTION
company and market fundamentals.

10 Risk: Control overall risk, with increasing returns a secondary consideration. Risk
measures considered may include beta, volatility, company financials, industry and sector
exposures, country exposures, and economic and market risk factors.

Social Considerations: Company's ethical, environmental, and business practices as
well as an evaluation of the company's business lines in light of the current social and

15  political climate.

Valuation: Stocks selling cheaply compared to peer stocks based on accounting
ratios and valuation techniques. The Valuation and Future Growth strategies are not mutually
exclusive and can both be deemed an opportunity strategy, but a mutual fund manager may
also be so classified.

20 The resulting information developed as part of the process also led to the
identification of elements associated with the strategies. Elements are observable things
managers do to make money. Elements are the next level down in describing a manager’s

strategy. Managers use elements as a way to tap into return factors. Once the data

organization process was complete, primary and secondary strategies for each fund were
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According to embodiments of the invention, a "Market Barometer" is calculated utilizing strategy
rankings. Strategy rank based Market Barometer captures and provides predictive investor behavior.
Market Barometer does not judge the reasoning or ask why market participants invest (buy, sell or
hold) as they do. It measures what investors are doing 15 with their money. A high Market Barometer
means that market participants are favoring a high market return mix, while low Market Barometer
means participants are favoring a low market return mix. Consequently, a high Market Barometer is
predictive of high market returns, while a low Market Barometer is predictive of low returns. To be
clear, Markét B etbPis YalsTate FoR R HEnhidal Aike & or bR eI ERd the AR\ Ersion,

which 20 are often used for ﬁredictir]é‘% futuregmarketgreturrt]s. Irgtgad, [ket tBarogne%er focustes on
strategy ranks PREEIHaN On WHEthar Talurns 38 J8SitvE S negantls. S BaLLBe o MaHKEY

Sitva' B
Barometer to be either high or low r s of recent mark erformanc irjcal tests confirm
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upon recent past returns as pre ICtors. But past returns are’rea |y a measure or momentu , V\;,hICh IS
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from what is being captured by momentum and mean reversion: Additionally, it should be noted that

Market 5 BaromGieh SINAL CRRUANG RARKeY RRUISHRAMNT SCAUMEe Rt LUt ARISALIS.CaPTING Barket

participant behavior. This is because strategy ranks result from collective investment activity, so they

depend upop, AmWhakinke St orREMaL et @RHaan: IRYeSIRrsarRt ARAVAAUFEN Byarkefsanditions.
Thus Market Barometer is the classic "put your money where your mouth is" type of measure. Of

course, it shautehbel yrpensteed4bat MatkehBatamaienaet 10 only can be utilized independently but
also in combination with other relevant measurable data, such as fundamental measures and technical

measures, in making investment decisions. In one embodiment, the Market Barometer is based on
the recent relative performance of the U.S. or International equity strategy indices versus the long term
relativeé(performance of these indice SUMMXARYOF NHINENVENTEOMNL, on a periodic basis, the
15following process is implemented: For each selected U.S. equity strategy, the average monthly
return for all funds Adtoidiagasticulbodtnateg)\ofstbal covateciyaa 'ddankeitddaprocessorsacdadpeded as
that strategy's monthly return. Performance may take a number of different forms and could be
returns, funatloveg atrelegharibimgs. aswasedy henknowerd byl et A G0etdrsklb ivreh euadt prodditsonally,
the monthly average could alternatively be a relatively short term average, such as weekly, biweekly,
bimonthly, bueiotae limvestptidebmoeth MavksaGeromiaeirdioiduel daehihe pertonngnoiedds whth

selected U.S. equity strategy are then ranked by a processor.
market participants invest (buy, sell or hold) as they do. It measures what investors are doing

15  with their money. A high Market Barometer means that market participants are favoring a
high market return mix, while low Market Barometer means participants are favoring a low
market return mix. Consequently, a high Market Barometer is predictive of high market
returns, while a low Market Barometer is predictive of low returns. To be clear, Market
Barometer is separate from the technical concepts of momentum and mean reversion, which

20  are often used for predicting future market returns. Instead, Market Barometer focuses on
strategy ranks rather than on whether returns are positive or negative. It is possible for
Market Barometer to be either high or low regardless of recent market performance.
Empirical tests confirm that Market Barometer predictions are independent of trailing 6 and

12 month market returns. This is an important distinction. Many existing methods for
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A comparison or summary of the differences between the monthly strategy ranks and the long term
performance ranks of the same strategies are output by the processor. The trailing performance
measures are scaled to create a predictor - in this 5 embodiment a U.S. Market Barometer is created.
For example, in one embodiment, the average absolute difference sum is calculated and scaled by the
processor to create the U.S. Market Barometer reading. The steps above are repeated by the
processor using the International equity strategy clusters in order to create the International Equity
Barometer. In addition, it should be 10 appreciated that the approach used in calculating an equity
Market BardtHetEH Ry HEoTHERSE BaTTTEBHIGE o %%‘B%H%F%%%F%%%E“?n%i@&ﬁ%“?& -efAnple,

mutual funds, Se aratelf/ [le ed Accounts or SMA's, sr%pﬁrate accounts, theégg und £ompany
stocks, bond@&STEAIEEALS "SR N & ARSI O BT VD DRk d LA s RS Foinds HsGious

metals, intern tlonal cki,larp(d nﬁgrrgr%té nal bon?gmllSThus éf’ | one. emk I%d%ment rpethgd for
forecasting fGtare performance of an equny / marke 5mprls Ing: a gfymg a pﬂ%rallty of
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prlmary strategy to In ua equities; ating, Wlt ocessor, a s Ol’t term average

performﬁnc%&%rﬁ@t&qEH%‘F&”&HB[‘EH&%V}H&E@F ﬁﬁﬁb@p%m%ﬁ{éfﬁe% instead is capturing market

participant behavior. This is because strategy ranks result from collective investment
activity, so they depend upon on what investors do and not just on how investors feel about
current market conditions. Thus Market Barometer is the classic “put your money where your
mouth is” type of measure. Of course, it should be understood that Market Barometer not
10 only can be utilized independently but also in combination with other relevant measurable
data, such as fundamental measures and technical measures, in making investment decisions.
In one embodiment, the Market Barometer is based on the recent relative
performance of the U.S. or International equity strategy indices versus the long term relative
performance of these indices. For example, in one embodiment, on a periodic basis, the
15  following process is implemented:

e For each selected U.S. equity strategy, the average monthly return for all funds
within a particular strategy is calculated by a computer processor and reported as
that strategy’s monthly return. Performance may take a number of different forms
and could be returns, fund flows, and other forms as would be known by persons

20 of skill in the art . Additionally, the monthly average could alternatively be a
relatively short term average, such as weekly, biweekly, bimonthly, but is not
limited to a monthly average.

e The individual monthly performance for each selected U.S. equity strategy are

then ranked by a processor.



d. Capturing return factors currently driving the market by ranking the individual short term
performance for each strategy using a processor; e. Outputting, by a processor, a summary of the
differences between ranks determined in the prior step with the long term performance ranks for the
strategy; and f. Scaling, by a processor, the trailing performance measures to create a
5market predictor for the equity market. The above-described embodiments and configurations are
neither complete nor exhaustive. As will be appreciated, other embodiments of the invention are
possible utilizing, alone or in combination, one or more of the features set forth above or described in

detail below. 10 BRIEP FRERERIPTONBRY B Arsacss degen the mophbissitgYdarkthe long

term performance ranking of U.S. and International Equity Strategies for the period 1988 - 2007.
Fig. 2 is a graph comﬁﬁﬁn@ﬁ#@’@éﬁ&bmré%W@ J0BFS é%%ﬁ%eﬁ%%%@ri%ﬂ%et’%g%meter

for U.S. equities as calculated by embodiments of the present invention, for the period January 1981 to
December 2010. F]i’é(.)%@?éoé'graph comparing the Morgan Stanley Capital International Europe,

Australia and Far Igaslrﬁtoct:k. narket ifndex to the Market Barogigéer for UtS' equi 'e% as calctl}lllated by
embodiments of the preseenr nventidn. 1orthe bnee |%u(§ejaﬁrl?aF§ gqgFreate a predictor - in this

5 embodiment a U.S. Market Barometer is created. For example, in one
embodiment, the average absolute difference sum is calculated and scaled by the
processor to create the U.S. Market Barometer reading.

The steps above are repeated by the processor using the International equity strategy
clusters in order to create the International Equity Barometer. In addition, it should be
10 appreciated that the approach used in calculating an equity Market Barometer may also be
used in connection with other asset classes, including, for example, mutual funds, Separately
Managed Accounts or SMA’s, separate accounts, hedge funds, company stocks, bonds, real
estate, venture capital, commodity funds, private equity, energy funds, precious metals,
international stocks, and international bonds.
15 Thus, in one embodiment, a method for forecasting future performance of an equity
market is provided, comprising:
a. Identifying a plurality of primary strategies pursued by investment
managers in analyzing equities;
b. Assigning at least a primary strategy to individual equities;
20 c. Calculating, with a processor, a short term average performance for all
equities/funds having the same primary strategy;
d. Capturing return factors currently driving the market by ranking the

individual short term performance for each strategy using a processor;



20 December 2010. DETAILED DESCRIPTION  According to at least one embodiment of the
present invention, the first step in constructing a U.S. Market Barometer and an International Market
Barometer is to calculate the long term performance rank of the previously identified Strategy Indices.
This has been done in Fig. 1. Monthly Strategy Index returns for each strategy are calculated by a
processor by averaging the monthly returns for all funds in that strategy that month. Funds are
deemed "in a strategy" as explained in more detail in U.S. Patent 7,734,526, incorporated 5 herein by
reference. Funds can move from one strategy to another over time based upon the statements of the
fund manager. However, oVeRBNRSs Ry Araing SUragmEY YoBs HOIERASsDSRRERI results of
the Market Barometer described herein. Fund returns, as r Prted by Thamson Reu;Er , are net of
management, operating, 125-1- aRdS Hé}hglﬁ%%g{%’am&t%éﬁg{%% LEG e O %Egrr%ﬁking
results for the ten strategies Sl%%ged 19 ypon the 20 year long term period of 1988 through 2007.  For
the twenty-year period assessecﬁg%e Itlop performing U.S. equity Strategy was Future Growth, while

the bottom performer wa Rigk ﬂeﬂ(%trbe 'Qé%@é‘#%?,ath%ﬁ?ﬂﬁn § e?&@?ﬁi@r@égﬁn%ﬁr%%%%’e"%s Risk, while

Profitability was the bottom ranel< Sttat gy. Therank corrélation between the two equity asset

clas_ses5 U.S. and Int_erna';ioqﬁgﬂét gﬁgg}ll%gﬁ{ge&&%ng}ﬁ&attem of market participant response to
equity return factors is quite different across these two asset classes. As noted above, the concept of

strategies can be applied to any asset or market class where active managers are attempting to beat
an index. Therefor&éhpesbons difsskibeih thebadingpon seddingfibisalisstosaurensitticre cogmpieetheigreater
application of the methodology and techniques described herein, and which is deemed to be within the
scope of 20théquesent afpplicdtidie. apprigvietre.entbedigndodraletingotfo balculatimigm beS pMsitket
Barometer and/or International Market Barometer, the beginning of the month raw U.S. Market
Barometer atidiziteratencraali Ve ket Biomene oaracsaleliihecddayres protersk obaxethredesdlilgdli2 month

weighted average monthly strategy rank absolute deviations from the ranks shown in Figure
detail below.

10
BRIEF DESCRIPTION OF THE DRAWINGS
Fig. 1 is a table setting forth the long term performance ranking of U.S. and
International Equity Strategies for the period 1988 — 2007.
Fig. 2 is a graph comparing the Standard & Poor’s average annual return to the
15  Market Barometer for U.S. equities as calculated by embodiments of the present invention,
for the period January 1981 to December 2010.
Fig. 3 is a graph comparing the Morgan Stanley Capital International Europe,
Australia and Far East stock market index to the Market Barometer for U.S. equities as
calculated by embodiments of the present invention, for the period January 1988 to

20  December 2010.

DETAILED DESCRIPTION
According to at least one embodiment of the present invention, the first step in

constructing a U.S. Market Barometer and an International Market Barometer is to calculate
8



1. That is, raw Market Barometer measures the strategy rank deviations over the trailing 12 months
Raw Market Barometer's are scaled to average 10 and truncated to produce a U.S. Market Barometer
range of -2 to 22 and an International Market Barometer range of 2 to 18. Each Market Barometer
provides an estimate of the expected annual market return over the 5next month, as is shown below.
Figures 2 and 3 provide evidence regarding Market Barometer predictive power in the context of
equities as the asset class. Beginning of month U.S. Market Barometer and International Market
Barometer are calculated for each of the 36% months January 1981 through December 2010. For each

U.S. Market BalUH e RAUS PaRTS SaM GRS YAy MraiH e QLS p 960 4A RG&T returns
are calculat(eld. The U.S. arﬁFt Eiﬁ?r,ogeter treIn%Iine result§ are reported in Fiélgura 21ana r§veal that
average retdms iftresse as UG Market Barometdr Hereases. PR AT rvaRIsShat Avhua dverage

return increases by 1.18%, on average, for every one unit.increase i .S. Market Barometer, That is,
e more. ez i 8 B BBl N OB 4 R o B ST e

retrns. 15 Thig %Hs.‘i'{'%tslfri[‘e‘g?t%%%{?aﬁ?e‘éﬁﬂr}%o%fdé?éﬁrfﬁ f@%?ﬁ%&éﬁ‘tdﬁ%’ﬂ?%ﬁﬁ%@fa\%%e” the

t
best long term performing strategies, subsequent market returns will on average Ig ile the

mix of factogs AL ERIRSENLNIGNIGIURS B MAR SYELIMS e MARELRaamE iRkl agewately

capture market participant behavior and be predictive of future market performance. Similarly, if

market partigipaRis &6 MAk faxRl RR ARG FetHWaRPr fe tnae iy R Whahare e ReRlk!anes 1hem

performing strategies, the Market Barometer will show a weak or negative outlook. The 360 month

trend line reguits £q InternatienakMarketRaometernigiisdhaddersan iRianley keanitatipternational

Europe, Australia and Far East index (EAPE) returns are reported in Figure 3. EAPE returns increase

at an averaggptatedohy. 82enbs N RetrEpatigRaliaikeiRatriatat, ingreasas, by e uait Basad upon
this data, in international equity markets, market participant behavior seems to be captured by

Internationahitanset Barenkiaed Teedet@imineadpertoiestnass otdhasefesuliseaddiiopiab satistical
tests were 5 conducted. The U.S. Market Barometer-S&P500 trend line regression reported in Figure

2 is both ecapoimieally g kiagisiioapyriignificass (prvadtie2600.026). The out-of-sample results,
comprised of monthly data before and after 1988-2007, display greater significance both economically
and statistically. Mbothhe strategyydatpavet tieci@83A00dmsampliemegidd Wasuised tategtimate the
long term strategy ranks used to calculate U.S. Market Barometer.
Future Growth, while the bottom performer was Risk. In the International arena, the top
performing Strategy was Risk, while Profitability was the bottom ranked Strategy. The rank
correlation between the two equity asset classes, U.S. and International, is essentially zero, so
15  the pattern of market participant response to equity return factors is quite different across
these two asset classes. As noted above, the concept of strategies can be applied to any asset
or market class where active managers are attempting to beat an index. Therefore, persons of
skill in the art, upon reading this disclosure, will recognize the greater application of the
methodology and techniques described herein, and which is deemed to be within the scope of
20  the present application.
In one embodiment relating to calculating a U.S. Market Barometer and/or
International Market Barometer, the beginning of the month raw U.S. Market Barometer and

International Market Barometer are calculated by a processor as the trailing 12 month

weighted average monthly strategy rank absolute deviations from the ranks shown in Figure

9



10 Strong out-of-sample performance provides important support for U.S. Market Barometer predictive
power. Finally, the probability of a positive monthly S&P 500 return increases as U.S. Market
Barometer increases (63% of the 360 months saw a positive S&P 500 return). So both returns and the
probability of a positive return increase as U.S. Market Barometer increases. 15The International
results are not as robust as those for U.S.. First, not all of the strategies existed for the entire 1980
through 2010 time period. Thus early in the sample, ranking was based on fewer than 10 strategies.
Unlike the U.S. Market Barometer trend line regression, the International Market Barometer
regression, Whil@ & doriERitHy igHEAHE iR SIS ARy RS HHNE Y AI0e 2 Y. 5%) HalbRevér, the
out-of sample Inéer tiorﬁl I?arbet 20 Barometer rasults are bq’lé? e%onomical and gtatist' ly
significant, pPOUting &t ppaH toPiHe TESHIRLES B Thtsr A4HE8E AR BB P At ik 1S,
Market Barqmeter,.an increasing In tional Market Barometer meags an increasin bability of a
positve mo N AP TR e ] DA (g D e Ao ag bt
Market Barqmelauai PRIGve ObIHIS TIRIENELIR S OSed sepatalely ghieqslist, ey provide
additional information for making tactica portfeo i0 managemeRt ecisions. Their predictive power is
indepergdenhg[ttgl%lyﬁsﬁlngqko%{g\g,llggggg{m momentum and mean reversion that are often used 5 when
making tactical portfolio decisions. Thus Market Barometer's can add value to current timing

approaches or candg, H3ed R84, 31A0E evidedERIGIRTY MNRREBA-IhYRIBHARMRIIMEN Becludes

methods, processes, systems and/or apparatus as depicted and described herein, including sub

processes angheyupystemadheteafe Thasepfsskibdithenariowilhupdestandihaw te inplemenhdne

present invention 10 after reading and understanding the present disclosure. The present invention, in

various embagimanisainaides Biaising Rrocassesda the ahaeneaief temmbphdeniaias any/pr
described herein. For example, a strategy based investment (SBI) system categorizes investment

managers agiapsasetditsebased. avthaskaly $eylanalyBaidniteandliseliragsets anoh almitiese
regardless of the name used to reference the investment manager's process. As 15 will be
appredatedatha&EBlbysjeontcatabeoapphead tetams assedloilliaddiliTheldss MukbiBuroanegerndake
investment decisions based on differing investment strategies. Differing sets of investment strategies
are used forifferinystype sepdrastetshogise Clintid se vasl vl e appeeciates jtheparticlld. ddtudesuite of
investment strategies employed by a manager depends on the type of asset or security. An investment
strategy usdshfomeietuatfemds Ahérdguersigaiffths, foninbtarcegdrormthanenyioyey for&hedge fund.
To accommodate this variation in investment strategies, the invention can use an asset or
security-typevideagifiérrteviedicate Wi pagiestainst dr BlaitkebBippsatine nthardtediesragiplicamtéyin any
given application or otherwise to be presented to a user. This identifier can further be used to
categorize 465215 BFERBURILS iMakd deng SQFlciiteAnAnksadasghighyh ety Hifd BakEHtig s peer
groupsl.SThe

This means that if investors are favoring the return factors underlying what have been the
best long term performing strategies, subsequent market returns will on average be higher.
While the mix of factors that represent high returns may vary over time, the Market
Barometer will accurately capture market participant behavior and be predictive of future
market performance. Similarly, if market participants are not favoring the return factors

20  underlying what are the best long term performing strategies, the Market Barometer will
show a weak or negative outlook.

The 360 month trend line results for International Market Barometer versus the

Morgan Stanley Capital International Europe, Australia and Far East index (EAFE) returns

are reported in Figure 3. EAFE returns increase at an average rate of 0.82% when

10



system may be used where investment managers are attempting to outperform a benchmark.
Strategies are the way in which active managers attempt to beat the benchmark. While strategies may
vary between asset classes, the method for calculating a market barometer would be the same. Since
the SBI system is based on manager input regarding the specific 5 way in which asset management
decisions are made, asset classes that can be characterized by the SBI system include, but are not
limited to, mutual funds, Separately Managed Accounts or SMA's, separate accounts, hedge funds,
company stocks, bonds, real estate, venture capital, commodity funds, private equity, energy funds,

precious metd R AN MRS BAERECIER ANFRATS A h BB WAthHP b SN Stife ) e B oth
titati d 10 litati trat | ts.which further d ibe th
About anat ST TGN s Qg SOERTE PERORE TeraEoh O SR, Pt e TV RIS oen

presented fc%[?u#{)?ses of illustration and description. The foregoing is not intended to limit the
. . arometer. . . . . .
invention to the torm or forms disclosed herein. The features of the embodiments of the invention may

be 15 combined i”ﬂteé&%fﬁ%@b@]i@c%ﬁnoet el I3 (o5& HIRCURRAAARP Ea Pl AT LR COpEction
| v : :

with other asset classes. s method of disclosure is not to be interpreted as retlecting an intention

that the<Claimad, [BGNYRR (FYUNERSKRUBGESANYESIP3DAIR RIRIETENISES L ) RAF L G, Bather, as

the following claims reflect, inventive aspects lie in less than all features of a single foregoing disclosed

embodiment,finbs,iimiRHRMIRG SRl A¢ ﬁgﬁﬁﬁ%&QCPi-%ﬁ{Q@@@%Hﬁ?H@ uRsRIGH PesGIRtion, with

each claim standing on its own as a separate preferred embodiment of the invention..  Moreover,

though the dgagriptian.efadnyentienb@sneuded,desssiphion ofigNeyormete aoppedinenis®nd
certain variations and modifications, other variations, combinations, and modifications are within the

scope of the:iaueRtieNEadd aaitaine WMsARheuskid naskknewiadgogst thoseimpne Ridoafiels
understanding the present disclosure. It is intended to obtain rights which include alternative

embodimentsde tbeessibent pRemiigdicnel ugingalteimatessateschaograble. snd/aried Badeiter.
calculations, processes, methodologies or steps to those claimed, whether or not such alternate,

interchiEngebiten garadiesfequipidemirbealandatinns arobapsasnmapodolfogigisSondieps Bardisatosed
herein, and without intending to publicly dedicate any patentable subject matter.
predictive power. Finally, the probability of a positive monthly S&P 500 return increases as
U.S. Market Barometer increases (63% of the 360 months saw a positive S&P 500 return).
So both returns and the probability of a positive return increase as U.S. Market Barometer
increases.

15 The International results are not as robust as those for U.S.. First, not all of the
strategies existed for the entire 1980 through 2010 time period. Thus early in the sample,
ranking was based on fewer than 10 strategies. Unlike the U.S. Market Barometer trend line
regression, the International Market Barometer regression, while economically significant, is
statistically insignificant (p-value = 0.35). However, the out-of sample International Market

20  Barometer results are both economically and statistically significant, providing support for
the usefulness of International Market Barometer. And like U.S. Market Barometer, an

increasing International Market Barometer means an increasing probability of a positive

monthly EAFE return.
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What is claimed is: 1. A method for forecasting future performance of an equity market, comprising:

a. ldentifying a plurality of primary strategies pursued by investment Smanagers in analyzing equities;
b. Assigning at least a primary strategy to individual equities; c. Calculating, with a processor, a short
term average performance for all equities/funds having the same primary strategy; d.
Ranking the individual short term performance for each strategy using a 10processor; e. Outputting, by
a processor, a summary of the differences between ranks determined in the prior step with the long

term performance ranks for the strategy; and Scalin a processor, the trailin
performance to creats Beﬂf%%{%[? Hoﬁ’ Mﬁ@t%ﬁ??ﬁeérﬁg‘? @éﬁ@?ﬁ@ﬁ]}%a&lf%lﬁﬁﬁoinﬁ%ﬁerem
the short term average is ?fnonthn}/ gverage e method fclalm , Wherein erf ormance |
Selected fronli tl%egrolve (0) tu arket re rns sed separate or toge er t ey p 0V1 1tiona

information for making tactical portfolio management decisions. Their predictive power is
independent of the well known short term momentum and mean reversion that are often used

5  when making tactical portfolio decisions. Thus Market Barometer’s can add value to current
timing approaches or can be used stand alone.

The present invention, in various embodiments, includes methods, processes, systems
and/or apparatus as depicted and described herein, including sub processes and subsystems
thereof. Those of skill in the art will understand how to implement the present invention

10  after reading and understanding the present disclosure. The present invention, in various
embodiments, includes providing processes in the absence of items not depicted and/or
described herein. For example, a strategy based investment (SBI) system categorizes
investment managers and/or securities based on the way they analyze, buy, and sell assets
and liabilities regardless of the name used to reference the investment manager’s process. As

15  will be appreciated, the SBI system can be applied to any asset or liability class for which
managers make investment decisions based on differing investment strategies. Differing sets
of investment strategies are used for differing types of assets or securities. As will be
appreciated, the particular set or suite of investment strategies employed by a manager
depends on the type of asset or security. An investment strategy used for mutual funds

20  frequently differs, for instance, from that employed for a hedge fund. To accommodate this
variation in investment strategies, the invention can use an asset or security-type identifier to
indicate the particular set or suite of investment strategies applicable in any given application
or otherwise to be presented to a user. This identifier can further be used to categorize assets

or securities in the data structures and in assigning assets and securities to peer groups. The
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comprising return or fund flow. 4. The method of claim 1, the short term performance ranking is from
largest to smallest or from smallest to largest. 5.The method of claim 1, wherein the equity market is a
U.S. equity market. 6.The method of claim 1, wherein the primary strategies comprise competitive
position, economic conditions, future growth, market conditions, opportunity, profitability, quantitative,
risk, social considerations and valuation. 15 7. A method of forecasting future performance of an asset
class where investment managers attempt to outperform one or more known publicly available
benchmarks for the asset class, comprising: a. ldentifying a plurality of primary strategies

pursued by FOESTEN SSRGS LSS WHth A S RILNR L AR OTRL i R St east a

rimary stra to individual assets within an asset class; .
P y g%%)(egles are tHe way in kuc active managers attempt to beat the benchmark. While

strategies may vary between asset classes, the method for calculating a market barometer

would be the same. Since the SBI system is based on manager input regarding the specific

5  way in which asset management decisions are made, asset classes that can be characterized

by the SBI system include, but are not limited to, mutual funds, Separately Managed

Accounts or SMA’s, separate accounts, hedge funds, company stocks, bonds, real estate,

venture capital, commodity funds, private equity, energy funds, precious metals, international

stocks, and international bonds. Within each strategy there will both quantitative and

10 qualitative strategy elements which further describe the way a manager goes about analyzing,
buying, and selling assets.

The foregoing discussion of the invention has been presented for purposes of
illustration and description. The foregoing is not intended to limit the invention to the form
or forms disclosed herein. The features of the embodiments of the invention may be

15 combined in alternate embodiments other than those discussed above, such as in connection
with other asset classes. This method of disclosure is not to be interpreted as reflecting an
intention that the claimed invention requires more features than are expressly recited in each
claim. Rather, as the following claims reflect, inventive aspects lie in less than all features of
a single foregoing disclosed embodiment. Thus, the following claims are hereby

20  incorporated into this Detailed Description, with each claim standing on its own as a separate
preferred embodiment of the invention.

Moreover, though the description of the invention has included description of one or
more embodiments and certain variations and modifications, other variations, combinations,

and modifications are within the scope of the invention, e.g., as may be within the skill and
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c. Calculating, with a processor, a short term average performance of each asset within a primary
strategy; 10d. Ranking the individual performance for each primary strategy using a processor; e.
Outputting, by a processor, a summary of the differences between ranks determined in the prior step
with the long term performance ranks for the strategy; and, 15f. Scaling, by a processor, the trailing
performance to create a market predictor for the asset class 8.The method of claim 8, wherein the
short term average is a monthly average. 9.The method of claim 8, wherein performance is selected
from the group comprising return or fund flow. 2010.The mge}thod of claim 8, wherein the asset class

comprises rEAP¥ %,%rg@%?rﬁl&zﬂ@; R YRSEianing 1 N EE RS SB SIS MArSJUE AR Sints,

separate accpunts,.hedge, . . . . : . . .
P olgtaln rlgﬁtsgwhlch include alternative embodiments to the extent permitted, including

alternate, interchangeable and/or equivalent calculations, processes, methodologies or steps
to those claimed, whether or not such alternate, interchangeable and/or equivalent
5  calculations, processes, methodologies or steps are disclosed herein, and without intending to

publicly dedicate any patentable subject matter.
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funds, company stocks, bonds, venture capital, commodity funds, private equity, energy funds,
precious metals, international stocks, and international bonds. 11.A method for forecasting future
performance of an equity market using data from a preexisting strategy based system that
categorizes managers as pursuing a strategy 5and assigns a strategy to individual equities based
upon the managers who buy, sell and/or hold those individual equities, comprising: a. Calculating, with
a processor, a short term average performance for all equities/funds having the same primary strategy;

b. Ranking the individual short term performance for each strategy using a 10processor; c. Outputting,
by a proces%?%l—%%ﬁ%iﬁaf the differences between ranks determined in the prior step with the long

term performance ranks for the strategy; and d. Scaling, by a processor, the trailing
performance to create a market 15predictor for the equity market. 12.The method of claim 1, wherein
the short term averagd imalmaivhlfoaeesage fit8rd perfostiaockeff clayultywinekeingoerforyimance is
selected from the group
a. Identifying a plurality of primary strategies pursued by investment
5 managers in analyzing equities;
b. Assigning at least a primary strategy to individual equities;
c. Calculating, with a processor, a short term average performance for all
equities/funds having the same primary strategy;
d. Ranking the individual short term performance for each strategy using a
10 processor;
e. Outputting, by a processor, a summary of the differences between ranks
determined in the prior step with the long term performance ranks for the

strategy; and

f. Scaling, by a processor, the trailing performance to create a market

15 predictor for the equity market.
2. The method of claim 1, wherein the short term average is a monthly average.
3. The method of claim 1, wherein performance is selected from the group

comprising return or fund flow.

4. The method of claim 1, the short term performance ranking is from largest to
smallest or from smallest to largest.

5. The method of claim 1, wherein the equity market is a U.S. equity market.

6. The method of claim 1, wherein the primary strategies comprise competitive
position, economic conditions, future growth, market conditions, opportunity, profitability,

quantitative, risk, social considerations and valuation.
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comprising return or fund flow. 14.The method of claim 1, the short term performance ranking is from
largest to smallest or from smallest to largest. 15.The method of claim 1, wherein the equity market is
a U.S. equity market. 16.The method of claim 1, wherein the primary strategies comprise competitive
position, economic conditions, future growth, market conditions, opportunity, profitability, quantitative,
risk, social considerations and valuation. 17

7. A method of forecasting future performance of an asset class where investment
managers attempt to outperform one or more known publicly available

benchmarks for the asset class, comprising:

a. Identifying a plurality of primary strategies pursued by investment
5 managers in analyzing assets within an asset class;
b. Assigning at least a primary strategy to individual assets within an asset
class;
c. Calculating, with a processor, a short term average performance of each

asset within a primary strategy;

10 d. Ranking the individual performance for each primary strategy using a

Processor;

e. Outputting, by a processor, a summary of the differences between ranks
determined in the prior step with the long term performance ranks for the

strategy; and,

15 f. Scaling, by a processor, the trailing performance to create a market

predictor for the asset class

8. The method of claim 8, wherein the short term average is a monthly average.
9. The method of claim 8, wherein performance is selected from the group
comprising return or fund flow .
20 10. The method of claim 8, wherein the asset class comprises real estate, precious

metals, gem stones, mutual funds, Separately Managed Accounts, separate accounts, hedge

16
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funds, company stocks, bonds, venture capital, commodity funds, private equity, energy
funds, precious metals, international stocks, and international bonds.

11. A method for forecasting future performance of an equity market using data
from a preexisting strategy based system that categorizes managers as pursuing a strategy
and assigns a strategy to individual equities based upon the managers who buy, sell and/or
hold those individual equities, comprising:

a. Calculating, with a processor, a short term average performance for all
equities/funds having the same primary strategy;

b. Ranking the individual short term performance for each strategy using a
processor;

c. Outputting, by a processor, a summary of the differences between ranks
determined in the prior step with the long term performance ranks for the
strategy; and

d. Scaling, by a processor, the trailing performance to create a market
predictor for the equity market.

12. The method of claim 1, wherein the short term average is a monthly average.

13. The method of claim 1, wherein performance is selected from the group
comprising return or fund flow.

14. The method of claim 1, the short term performance ranking is from largest to
smallest or from smallest to largest.

15. The method of claim 1, wherein the equity market is a U.S. equity market.

16. The method of claim 1, wherein the primary strategies comprise competitive
position, economic conditions, future growth, market conditions, opportunity, profitability,

quantitative, risk, social considerations and valuation.
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