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		Abstract

		We improve on our Vigilant Asset Allocation (VAA) by the introduction of a separate “canary” universe for signaling the need for crash protection, using the concept of breadth momentum. The amount of cash is now governed by the number of canary assets with bad (non-positive) momentum. The risky part is still based on relative momentum (or relative strength), just like VAA. We call this strategy Defensive Assets Allocation (DAA). The aim of DAA is to lower the average cash (or bond) fraction while keeping nearly the same degree of crash protection as with VAA. Using a very simple model from Dec 1926 to Dec 1970 with only the SP500 index as risky asset, we find an optimal canary universe of VWO and BND (aka EEM and AGG), which turns out to be rather effective also for nearly all our VAA universes, from Dec 1970 to Mar 2018. The average cash fraction of DAA is often less than half that of VAA’s, while return and risk are similar and for recent years even better. The usage of a separate “canary” universe for signaling the need for crash protection also improves the tracking error with respect to the passive (buy-and-hold) benchmark and limits turnover. 
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