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At State Street Investment Management,
we believe global capital markets can
be inefficient in the short run — driven
by behavioral biases, market frictions,
and fluctuations in risk aversion.
Incorporating tactical asset allocation
(TAA) can be a way to exploit these
inefficiencies and provide the potential
for an uncorrelated source of excess
return, while helping to manage risk.

Generally, the objective of TAA is to outperform the
benchmark (strategic asset allocation) by dynamically
pulling the levers of asset allocation. Our quantitatively
anchored, tactical investment process is refined with
qualitative insights from our team of experts and
managed in a risk-aware framework.

The opportunity set

Our tactical asset allocation investment process
seeks to exploit two related but different categories
of investment opportunities — directional and relative
value. In the directional category, we evaluate broad
asset class comparisons, (i.e., global equities vs core
bonds), while in the relative value category we examine
intra-asset class opportunities, (i.e., country, region
or sector within equities and interest rates versus
credit within fixed income). We make this nuanced
but important distinction to most effectively utilize our
quantitative and discretionary resources.

The tactical investment process begins with an
assessment of the current political and policy
environment, risk sentiment and macroeconomic
conditions. Next, we use our proprietary models to
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objectively evaluate and make asset class comparisons.
This is followed by a qualitative review to identify
potential blind spots in the quantitative models.

Figure 1: Categories of tactical asset allocation
investment opportunities
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Source: State Street Investment Management, Investment Solutions
Group (ISG).

When evaluating the broad asset class or directional
opportunities, we think it is critical to be mindful of
investor attitudes toward risk. Determining the level of
risk appetite present in the markets helps us understand
investor attitudes towards risk assets. State Street
Global Advisors’ Market Regime Indicator (MRI) is a
dynamic model that incorporates a variety of indicators
such as credit spreads, implied volatility, equity market
trends, economic growth indicators, Fed balance sheet
among others to evaluate investor risk sentiment and
identify investors’ risk aversion levels. The underlying
signals are geographically diversified within each asset
class. Increasing implied volatility and widening credit
spreads suggest heightened risk aversion, both of
which can be headwinds for growth assets. Ultimately,
a combination of our market regime indicator model,
macroeconomic, and policy and politics views help
shape our outlook on risk aversion in the market.

Our research shows that each market regime can have
distinctly different return and drawdown attributes. Low



Figure 2: The Market Regime Indicator
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Source: State Street Investment Management, Investment Solutions Group (ISG).

The Market Regime Indicator (MRI) is a quantitative framework that attempts to identify the current market risk environment based on forward-
looking market indicators. We believe the factors used, equity implied volatility, currency pairs implied volatility and bond spreads, are good
indicators of the current risk environment as they are responsive to real-time market impacts and in theory should include all current and forward
views of those markets. The information contained above is for illustrative purposes only.

and moderate-risk aversion regimes are typically the
most profitable environment for taking risk. In contrast,
elevated and high-risk aversion regime can present
headwinds for growth assets that can drive negative
returns. The MRI is a key driver of the active positioning
for those broad-based, directional opportunities.
During elevated and high-risk aversion regimes, we will
typically underweight the allocation to equities and favor
a risk-hedging basket of US Treasuries, gold and cash.
Conversely, during low and moderate-risk aversion
regimes, we switch the portfolio allocation in favor of
global equities and reduce the exposure to core bonds.

In addition to our market regime indicator model, we
employ a quantitative framework to evaluate the relative
attractiveness of various assets and form total return
forecasts. We use these models to help identify both
directional and relative value investment opportunities.
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Our proprietary models employ a multi-factor approach
to sift through large quantities of data and evaluate the
attractiveness of investment opportunities through a
fundamental lens. These include both top-down and
bottom-up analysis to forecast predicted returns for
over 100 market segments. Top-down macroeconomic
factors include variables such as inflation, GDP growth,
and leading economic indicators. Bottom up or Asset
class specific factors include earnings and dividend
yields, valuations, credit spreads, and momentum.

Conclusion

Tactical asset allocation can be an effective way to
exploit asset-class level inefficiencies to generate
diversified source of excess return and help to
manage risk.
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About State Street Investment Management

At State Street Investment Management, we draw from
our global scale and market-tested expertise to help
create original solutions and better outcomes for our
clients and the world’s investors.
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State Street Global Advisors (SSGA) is now State Street Investment Management.
Please go to statestreet.com/investment-management for more information.

The whole or any part of this work may not be reproduced, copied or transmitted or any
of its contents disclosed to third parties without SSGA’s express written consent.

The views expressed are of Investment Solutions Group through the period ended 07
July 2025 and are subject to change based on market and other conditions.

This document contains certain statements that may be deemed forward-looking
statements. Please note that any such statements are not guarantees of any future
performance and actual results or developments may differ materially from those
projected.

The information provided does not constitute investment advice and it should not be

relied on as such. It should not be considered a solicitation to buy or an offer to sell a
security. It does not take into account any investor’s particular investment objectives,
strategies, tax status or investment horizon. You should consult your tax and financial
advisor.

The information contained in this communication is not a research recommendation
or ‘investment research’ and is classified as a ‘Marketing Communication’ in
accordance with the applicable regional regulation. This means that this marketing
communication (a) has not been prepared in accordance with legal requirements
designed to promote the independence of investment research (b) is not subject to
any prohibition on dealing ahead of the dissemination of investment research.

This document provides summary information regarding the Strategy. This document
should be read in conjunction with the Strategy’s Disclosure Document, which is
available from SSGA. The Strategy Disclosure Document contains important information
about the Strategy, including a description of a number of risks.

Asset Allocation is a method of diversification which positions assets among major
investment categories. Asset Allocation may be used in an effort to manage risk and
enhance returns. It does not, however, guarantee a profit or protect against loss.

The trademarks and service marks referenced herein are the property of their
respective owners. Third party data providers make no warranties or representations of
any kind relating to the accuracy, completeness or timeliness of the data and have no
liability for damages of any kind relating to the use of such data.

All information is from State Street Global Advisors unless otherwise noted and has
been obtained from sources believed to be reliable, but its accuracy is not guaranteed.
There is no representation or warranty as to the current accuracy, reliability or
completeness of, nor liability for, decisions based on such information and it should not
be relied on as such.

Past performance is not a reliable indicator of future performance.
Investing involves risk including the risk of loss of principal.
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Equity securities may fluctuate in value and can decline significantly in response to the
activities of individual companies and general market and economic conditions.

Because of their narrow focus, sector investing tends to be more volatile than
investments that diversify across many sectors and companies.

This communication is directed at professional clients (this includes eligible
counterparties as defined by the appropriate EU regulator) who are deemed both
knowledgeable and experienced in matters relating to investments. The products
and services to which this communication relates are only available to such persons
and persons of any other description (including retail clients) should not rely on this
communication.

Investing in foreign domiciled securities may involve risk of capital loss from
unfavorable fluctuation in currency values, withholding taxes, from differences in
generally accepted accounting principles or from economic or political instability in
other nations. Investments in emerging or developing markets may be more volatile and
less liquid than investing in developed markets and may involve exposure to economic
structures that are generally less diverse and mature and to political systems which
have less stability than those of more developed countries.

Investing in REITs involves certain distinct risks in addition to those risks associated with
investing in the real estate industry in general. Equity REITs may be affected by changes
in the value of the underlying property owned by the REITs, while mortgage REITs may
be affected by the quality of credit extended. REITs are subject to heavy cash flow
dependency, default by borrowers and self-liquidation. REITs, especially mortgage
REITs, are also subject to interest rate risk (i.e., as interest rates rise, the value of the
REIT may decline).

There are risks associated with investing in Real Assets and the Real Assets sector,
including real estate, precious metals and natural resources. Investments can be
significantly affected by events relating to these industries.

Bonds generally present less short-term risk and volatility than stocks but contain
interest rate risk (as interest rates raise, bond prices usually fall); issuer default risk;
issuer credit risk; liquidity risk; and inflation risk. These effects are usually pronounced
for longer-term securities. Any fixed income security sold or redeemed prior to maturity
may be subject to a substantial gain or loss.

Investing in commodities entail significant risk and is not appropriate for all investors.
Commaodities investing entail significant risk as commodity prices can be extremely
volatile due to wide range of factors. A few such factors include overall market
movements, real or perceived inflationary trends, commodity index volatility,
international, economic and political changes, change in interest and currency
exchange rates.

lliquid risk/Asset investments may have difficulty in liquidating an investment position
without taking a significant discount from current market value, which can be a
significant problem with certain lightly traded securities.
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