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Introducing  
the Unconstrained Strategy
In light of investors’ needs for risk management, flexibil- 
ity and opportunism in order to maintain and grow their  
investment portfolios, we bring you our Unconstrained 
strategy. 

This tactical allocation strategy seeks to help preserve 
your portfolio’s capital in prolonged down markets while 
capitalizing on positive market trends. In other words, it’s 
a risk-managed strategy that attempts to guard against 
portfolio losses due to market volatility, but it’s also 
opportunistic by maintaining flexibility to take advantage  
of investment opportunities and market trends. By design  
it is not a complete investment strategy, but a complement 
to traditional buy-and-hold strategies that may comprise  
a portion of your portfolio. 

Our Unconstrained strategy was specifically designed to 
represent the Tactical portion of your portfolio within the 
Household Endowment Model framework. This dynam-
ic strategy employs a disciplined process to move in or 
out of the market as well as take advantage of themes in 
response to changing market conditions.

Explaining Tactical Allocation
A tactical allocation strategy is an active investment man-
agement strategy that rebalances the percentage of assets 
invested in various categories in order to take advantage 
of market pricing anomalies or strong market sectors. In 
simpler terms, tactical investing is opportunistic investing. 
It seeks to capitalize on changes in the markets by being 
flexible, choosing to take timely action during market ups 
and downs.

For tactical investing to work, flexibility is key. Trading can-
not be restricted to static points in time, nor can a tactical 
strategy be confined to an overly narrow set of invest-
ment options. In other words, it needs to be able to take 
advantage of market opportunities when and where they 
present themselves. There is no schedule for rebalancing 
an Unconstrained portfolio. Trading activity is dictated by 
the portfolio management teams’ investment models and 
market outlook. 

While tactical investing can take many forms, our Uncon-
strained strategy incorporates three specific tactical asset 
allocation methods:

 »  Momentum-based: a tactical approach premised on 
the notion that certain assets that are outperforming 
other assets will continue to do so over a specific 
period of time. In other words, it’s about capitalizing on 
a trend, counting on the behavioral finance tendency of 
investments to continue to flow into “winning” trades. 

 »  Mean-reverting: a mean-reverting tactical approach 
counts on the fact that extreme ups and downs have 
their end and an asset’s price will eventually come 
back to its historical or long-term value. In practice, we 
see this when investors buy distressed assets under 
the assumption that they will one day revert to a fair 
market value. This approach tends to perform best 
in “sideways” markets or at inflection points such as 
changes in corporate leadership.

 »  Global Macro/Thematic: takes into account a host of 
macroeconomic forces and trends that can influence 
the markets and asset prices. These include actions 
of governments, currency values and historical 
precedents, to name a few. This qualitative approach 
identifies investment opportunities from fundamental 
and macroeconomic themes.

Why is tactical investing necessary  
in an investor’s portfolio?

The ups and downs of the last decade have amply demon-
strated that one cannot set a timer and compass to determine 
when and where to invest. Just as increasingly dynamic and 
volatile markets can provide great market gains, they can also 
cause huge, unexpected drawdowns and losses which can be 
hard to rebound from. 

Additionally, investors’ perceptions of the value of equities  
can be easily distorted by increasing government intervention, 
making traditional measures of value, such as a company’s 
fundamental analysis, less insightful. 

In short, as additional forces begin to contribute to market 
volatility, we believe in a greater need for a nimble, or tactical, 
approach to investing. 
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Adapting to an Evolving System
The world is in a constant state of change—that is 
nothing new. And as global events reshape an ever-
changing world, our very economic system also  
evolves. Borrowing from the work of contemporary 
economists like Anatole Kaletsky, we see capitalism  
as an evolutionary or adaptive system that is contin- 
ually reinventing itself to account for changes in  
political and economic trends and global dynamics.

Capitalism 1.0, or the more classical laissez-faire 
capitalism, started with Adam Smith’s Wealth of 
Nations in the late 18th century, when govern- 
ment and markets were completely separate. As  
a result of the Great Depression of the 1930s, there 
emerged a belief that markets had failed, which 
spawned Capitalism 2.0 and a heavy dependence 
on the “government-as-savior” through the expan- 
sion of government spending and social insurance. 
The crisis of inflation and the oil shocks of the 1970s  
led to the free-market approach of the Reagan-
Thatcher era of Capitalism 3.0, during which the  
power of markets was romanticized and government 
was distrusted. 

Where are we today?

The collapse of Lehman Brothers and the subprime 
mortgage crisis ushered in Capitalism 4.0. This 
new era of investing is complicated by the fiscal 
policies of governments and their central banks. As 
the boundaries between governments and markets 
change, investment relationships also evolve. Central 
bank experimentation also makes it more difficult to 
understand if the previous principles of investing hold 
true going forward. The result has been increasing 
government involvement in the markets, or a policy-
contingent era of investing.

An Approach for Changing Times
In light of this market backdrop, we think there is 
much to learn from the strategic approach of “super 
endowments”—university endowments of $1 billion or 
more in assets that have been particularly successful 
investing over the last few decades. Applying the core 
tenets of the endowment methodology to the needs 
of individual investors has resulted in what we call the 
Household Endowment Model, an approach that we 
believe is well adapted for a more volatile and fluid 
investment landscape. We distill the hallmarks of the 
Household Endowment Model to three key tenets:

Advanced Diversification
Acknowledging the continuous presence of market 
volatility, we firmly believe in diversification as the 
foundation for risk management to help guard against 
investment risk.

Tactical Management
A more fluid market environment requires an active,  
or tactical, approach that allows for flexibility to adapt 
to changing conditions.

Investment Alpha
Selecting a skilled manager that can outperform, or 
create alpha, through security selection and a disci-
plined investment philosophy aligns with our belief 
in the importance of opportunism, or capitalizing on 
market inefficiencies as they occur.

Unconstrained Strategy Overview
Risk-Managed Opportunism

Diversification and asset allocation do not guarantee  
a profit or protect against loss in a declining market. 
They are methods used to help manage risk.

HOUSEHOLD 
ENDOWMENT 
MODEL

MANAGER SELECTION

Populating investments with 
skilled managers, unique 
strategies, and innovative 
building blocks that provide 
the opportunity for out-
performance, or “alpha”

TACTICAL MANAGEMENT

Flexibility to adjust the 
allocation to play o�ense in a 
rising market or defense in a 
falling market

ADVANCED DIVERSIFICATION

A sophisticated, fully diversified 
core with exposure to multiple 
equity, fixed-income, and 
alternate asset classes 
serves as the first line 
of defense

Unconstrained Strategy
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SELECT FUNDSCONDUCT TOP-DOWN
ANALYSIS

RATE ASSET CLASSES FINE-TUNE
PORTFOLIO

Building the Unconstrained Strategy Portfolio
Tower Square Investment Management follows a rigorous, multi-stage investment process to build an Unconstrained portfolio: 

Investment Category Asset Class
Hard Asset Commodity
Hard Asset Gold
Hard Asset REIT
Equity Convertible
Equity Large Cap
Equity Small Cap
Equity EAFE
Equity Emerging Market
Fixed Income T-Bill
Fixed Income Short-Term Treasury
Fixed Income Intermediate-Term Treasury
Fixed Income TIPS
Fixed Income Corporate Bond
Fixed Income High Yield
Fixed Income Emerging Debt

Tower Square’s Unconstrained strategy is a dynamic approach 
designed with the flexibility to move in and out of the market as 
well as to capitalize on investment opportunities. The strategy 
will rotate amongst our best ideas across these equity, fixed 
income, and hard asset categories.

Mean-reversion and 
thematic ideas are 
considered to bring the 
portfolio into alignment 
with the strategy’s 
recommended target  
risk levels.

We begin by determining 
an overall target portfolio 
risk level based on an 
analysis of the economic, 
fundamental and technical 
backdrop. 

The team evaluates 15 
key global asset classes, 
using a composite price 
momentum process to 
identify the broad asset 
classes that are currently 
most favorable, seeking 
to pinpoint outperforming 
asset classes that are still 
in an upward trend. 

Exposure to select asset 
classes representing the 
team’s best ideas within 
each category is sourced 
through targeted ETFs and 
mutual funds. Granularity 
is achieved by evaluating a 
number of different asset 
class sub-categories, in- 
cluding size, style, sector, 
country and more. 

Risk-Managed Flexibility for a 
Policy-Contingent Era
In response to an evolving economic system marked by  
the increasing influence of fiscal policy on the markets  
and asset prices, investors require a risk-managed 
approach to portfolio management that allows for the 
flexibility to capitalize on opportunities when and where 
they present themselves. We believe this approach should 
be based on advanced asset class diversification, active 
management and the selection of managers with an 
established track record. 

Tower Square Unconstrained is an investment strategy 
that follows this approach. It attempts to opportunistically 
take advantage of price momentum trends and under- 
valuations among global asset classes. More importantly,  
it seeks to help preserve your portfolio’s capital in pro-
longed down markets while also seeking to capitalize on 
positive market trends. 

Talk to your investment adviser representative today to 
determine if our Unconstrained strategy is an appropriate 
tactical addition to your investment portfolio. 
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Exchange traded funds (ETFs) and mutual funds are sold 
only by prospectus. Investing in ETFs and mutual funds 
is subject to risk and potential loss of principal.  ETFs 
incur trading and commission costs similar to stocks 
and frequent trading can negate the lower cost structure 
of an ETF.  There is no assurance or certainty that any 
investment or strategy will be successful in meeting 
its objectives. Investors should consider the investment 
objectives, risks and charges and expenses of the fund 
carefully before investing.  The prospectus contains this 
and other important information about the fund.  Contact 
your registered representative or the issuing company to 
obtain a prospectus, which should be read carefully before 
investing or sending money.

Mutual funds and ETFs are subject to various administra-
tive fees, which are explained in detail each fund prospec-
tus. These fees are incurred in addition to any fees paid 
for portfolio management. Contact your advisor or review 
your investment advisory agreement for details on these 
fees. A portion of these fees may be paid to your advisor, 
the asset manager and/or custodian.

The return and principal value of bonds fluctuate with 
changes in market conditions.  If bonds are not held to 
maturity, they may be worth more or less than their orig-
inal value.

Bonds and bond funds will decrease in value as interest 
rates rise.

The yield on high yield bonds is due, in part, to the volatility 
and risk of the high securities market.  High yield bonds are 
also known as “junk bonds”.

Income from tax free bonds may be subject to local, state 
and/or the alternative minimum tax.

Asset allocation, which is driven by complex mathemati-
cal models, should not be confused with the much simpler 
concept of diversification. While both diversification and 
asset allocation may help reduce volatility and risk, they 
do not guarantee future performance.

Nothing in these materials shall be construed as offering 
or disseminating specific investment, tax, or legal advice 
to any individual without the benefit of direct and specific 
consultation with an investment adviser representative 
authorized to offer Tower Square Investment Manage-
ment services. Information contained herein shall not 
constitute an offer or a solicitation of any services. Past 
performance is not a guarantee of future results.

Additional risks are associated with international invest-
ing, such as currency fluctuations, political and economic 
instability, and differences in accounting standards.

Emerging markets involve heightened risks related to 
the same factors as well as increased volatility and lower 
trading volume.

Small-cap stocks may be subject to a higher degree of 
market risk than large-cap stocks, or more established 
companies’ securities. Furthermore, the illiquidity of the 
small-cap market may adversely affect the value of an in-
vestment so that shares, when redeemed, may be worth 
more or less than their original cost.

Investments in real estate and REITS may be affected by 
adverse economic and regulatory changes.  Properties that 
incur vacancies may be difficult to sell or release.  Non-
traded REITs may have certain risks, including possible 
illiquidity of the investment and should be considered 
a long-term investment.  Past performance does not 
guarantee future performance.  When you sell your shares 
and/or units, they could be worth less than what you paid 
for them.

Commodities markets have historically been extremely 
volatile.

The MSCI EAFE Index (Europe, Australasia, Far East) is 
a free float-adjusted market capitalization index that is 
designed to measure the equity market performance of 
developed markets, excluding the US & Canada. 

The Tower Square Unconstrained strategy is available 
through certain advisory programs sponsored by affiliated 
and non-affiliated registered investment advisers. The 
Tower Square Unconstrained strategy was formerly known  
as “Dynamic Macro Select” and was available through the 
Manager Series advisory program, which is sponsored by 
First Allied Advisory Services, Inc. For more information 
about the Manager Series program, please reference 
First Allied Advisory Services, Inc.’s Form ADV disclosure 
brochure. For more information about the Tower Square  
Unconstrained strategy and available advisory programs,  
please reference the Tower Square Investment Man- 
agement LLC Form ADV disclosure brochure and the 
disclosure brochure for the registered investment adviser 
your adviser is registered with. Please consult with your 
adviser for his or her specific firm registrations and 
programs available.
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Tower Square Investment Management LLC 
200 N. Sepulveda Blvd., Suite 1200, El Segundo, CA 90245

About Tower Square Investment Management
Tower Square Investment Management LLC is an SEC registered investment 
adviser owned by Cetera Financial Group..® It provides investment research, 
portfolio and model management, and investment advice to its affiliated broker-
dealers, dually-registered broker-dealers and registered investment advisers.

About Cetera Financial Group
Cetera Financial Group® is the retail investment advice platform of RCS Capital 
Corporation (NYSE: RCAP) that delivers the benefits of scale to its family of inde-
pendent broker-dealer firms and registered investment advisers while providing a 
framework that nurtures relationships, unique cultures and unbiased objectivity. As 
the second largest independent financial advisor network in the nation by number 
of advisors and a leading provider of investment programs to financial institutions, 
Cetera Financial Group provides award-winning wealth management and advisory 
platforms, comprehensive broker-dealer and registered investment adviser ser-
vices, and innovative technology to its family of broker-dealer firms nationwide.

Through those firms, Cetera Financial Group offers the stability of a large, estab-
lished broker-dealer and registered investment adviser, while serving independent 
and institutions-based financial advisors in a way that is customized to their indi-
vidual needs. Cetera Financial Group is committed to helping advisors grow their 
businesses and strengthen their relationships with their investor clients. All of the 
Cetera Financial Group broker-dealer firms are members of FINRA/SIPC. For more 
information, visit ceterafinancialgroup.com.


