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We just finished a 39ear bull
market for bonds

No one remembers what bond bear markets are like

Now we will have a 3@ear bond bear market
Are you playing the role of the ostrich?
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Interest rates went from 16% to 0% over 39 years JU|.:E/7
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The recent bond bull was preceded by an ugly bond bear JU'-_Ef\CAP”AL
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Are you in denial about bonds? JULEXCAPITAL
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wWhy should we care?
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.. .. and a potent source of client loss to another adviser



60/40 portfolio defined- 3 2 YSGAYSa OFtf 8RR +HJULENCARTEY

Well diversified across the stocks
of 500 prominent U.S. corporations

60% stocks

40% bonds

Well diversified across intermediaterm
U.S. Treasury bonds and highality
Investment grade U.S. corporate bonds

For internal use only, do not share with clients or prospe



60/40 portfolio has delivered consistent letegm success JULENCAPITAL

$1,242

Growth of $1 invested in the 60/40 portfolio

The 60/40 portfolio returned an attractive 9.4%
per year over the longun
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The successful 60/40 portfolio requires genuine bear market mitig&%E/\CAP”AL

Bear markets havdeenboth severe and londasting
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Bonds play a vital role within the 60/40 portfolio JULENCAPITAL

Partially offset

stocklosses
during bear
market
Current Income
PRIMARY role of bonds SECONDARY role of bonc

in a larger portfolio in larger portfolio
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Relationship between interest rates and bond prices JUléﬁ
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Why the 60/40 portfolio works so well JULENCAPITAL

Stocks collapse
during periodic bear
markets

60%
Invested
In stocks

40%
Invested
In bonds

Interest ratesgenerally
declineduring bearmarkets,
driving bond prices higher
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An example of past succesdonds play a vital role JULENCAPITAL

Bear market of 2000- Aug 2000 to Sept 2002

$126 $145
$120 B on d S $136
$115 $127
$110 $118
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$95 $91

Growth of $100 invested in Bonds
Growth of $100 invested in Stocks

$90 $82

$85 $73
$80 $64
$75 $55
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A second example of past succedsonds play a vital role JULENCAPITAL

Bear market of 1939 Sept 1939 to Apr 1942

$113 $130
$110 B on d S $124
$108 $118
$105 $112
$103 $106

$100 $100

Growth of $100 invested in Bonds
Growth of $100 invested in Stocks

$98 $94
$95 $88
$93 $82
$90 $76
$88 $70

1939.8  1940.0  1940.1  1940.3 19405  1940.7  1940.9  1941.1  1941.3 19415 19417 19419 19421 19423
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rates rise?

Recall . . . you have to look back more than 40 years to understand
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Bond prices will rise or fall by the following amounts dependin

on the direction interest ratestake

Change in interest rates 10-year U.S.
(from current levels) Treasury bond

+25bps -2%
+50bps -5%
+100bps -10%
+200bps -19%
+250bps -24%

Based on where interest rates stood on August 19, 2020
Assumes an instantaneous change in the level of interest rates, i.e., overnight

30-year U.S.
Treasury bond

-6%

-12%

-25%

-49%

-61%
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Great past performance provides NO basis for future success JULENCAPITAL

One of thevery bestbond funds

Vanguard Long-Term Investment Grade Bond Func
(VWESX)

14.2%  year to date (through Aug 23rd)
22.5%  over last year

9.9% per year, last 5 years

8.6% per year, last 10 years

8.7% per year, since inception (more than 37 yeal

Returns other than year-to-date are as of July 31, 2020
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Past performance is explained, primarily by declining interest rated ULENCAPITAL
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Where has great performance come from . . . sincel@8d JULENCAPITAL

Due tothe currentyield on the bonds
held within the portfolio

Dueto the declinein the level of
Interestratessince9/30/1981

Current
yield

Bondprice
appreciation

Due to thebond
Yy I BEINQE
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Great past performance provides NO basis for future sueceeetinuéy LEXCAPITAL

One of thevery bestbond funds

Vanguard Long-Term Investment Grade Bond Func

14.2%

22.5%

9.9%

8.6%

8.7%

(VWESX)

year to date (through Aug 23rd)

over last year

per year, last 5 years

per year, last 10 years

per year, since inception (more than 37 yeal

Returns other than year-to-date are as of July 31, 2020

But terrible downsiderisk. . .

when interest rates rise

Change in interest rates Vanguard Bond Fund

(from current levels)

+25bps
+50bps
+100bps
+200bps

+250bps

Based on where interest rates stood on August 23, 2020
Assumes an instantaneous change in the level of interest rates, i.e.,

(VWESX)

-4%

-8%

-15%

-31%

-38%

overnight
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Due tothe currentyield on the bonds
held within the portfolio

Dueto the declinein the level of
Interestratessince9/30/1981

Current
yield

Bondprice
appreciation

Due to thebond
Yy I BEINQE
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How would a simple Treasury portfolio perform?

A100% pure U.S. Treasury bonds
AMaintain simple constant maturity
AJdust ten years

AReinvest every single interest payment
ANever take a withdrawal

Alnterest rates rise gradually over 4 ¥ years . . . back to a normal sustainable level
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If interest rates rise gradually . . . as follows JULEXCAPITAL
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Assume the following JULENCAPITAL

A10 year U.S. Treasury bond
AConstant and unvarying maturity
ANEVER . . . take any distributions

AReinvest every single interest payment

ATaxes are zero
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The value of your bond portfolio will collapte JULENCAPITAL
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The value of your bond portfolio will collapte JULENCAPITAL
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And this what happens
before taxes and inflation
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Impact of a rising interest rate environment

A-5% from falling bond prices
A-12% from inflation
A-5% from taxes . . recall you still have to pay taxes on bond interest

ATotal loss =22%
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Wil interest rates rise?

2 KIGQa GKS FfOGSNYFUAOSK & & & o GKFO

For internal use only, do not share with clients or prospe



Inflation? . . . yep JULEXCAPITAL

Economics

History Tells Us to Worry About Inflation

Macroeconomics always has its fads: The latest is embracing public debt and not worrying about
inflation. But fashions change very quickly.

By Ferdinando Giugliano

February 8, 2021, 10:00 PM MST
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A onetime, but large CPI spike, later this year JULENCAPITAL

2/13/2021 Fed's Kaplan Expects Temporary Inflation Spikes During Recovery - Bloomberg

Economics

Fed’s Kaplan Expects Temporary Inflation
Spikes During Recovery

By Catarina Saraiva
February 9, 2021, 7:44 AM MST

> Dallas Fed C]‘lIEf speaks in BIODmberg Telewsmn mtermew

Iv Watchmg for excess rlsk—takmg but not seeing systemlc threat
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The long bond is reacting

2/13/2021 Global Markets See Inflation Breaking Out to Multiyear Highs - Bloomberg

Markets

Global Markets See Inflation Breaking Out to
Multiyear Highs

By Elizabeth Stanton, Stephen Spratt, and John Ainger

February 7, 2021, 6:55 PM MST
Updated on February 8, 2021, 10:14 AM MST

h Fiscal, monetary easing plus vaccines provide potent cocktail
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Rising inflation drives interest rates JULEXCAPITAL

Investing

Inflation Risk Is Rising. Here’s How to Protect
Your Investment Portfolio

Buying gold is just one of the available options if talk of rising prices has you worried.

By Emily Cadman, Eric Lam, and Katharine Gemmell

February 9, 2021, 5:00 PM MST
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Investing

Inflation Risk Is Rising. Here’s How to Protect
Your Investment Portfolio

Buying gold is just one of the available options if talk of rising prices has you worried.

By Emily Cadman, Eric Lam, and Katharine Gemmell
February 9, 2021, 5:00 PM MST

Geraldine
Sundstrom

= PIMCO PORTFOLIO
MANAGER, ASSET
ALLOCATION
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Oil prices on their way back to record high JULENCAPITAL

MacroStrategy Andrew Lees

. 18 February 2021
Partnership

Headlines

Ambrose Evans Pritchard suggests oil prices returning
to their all-time highs are now probably already
baked in the cake due to politics creating demand
while starving the industry of investment.
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Prices paid by manufacturers . . . and labor costs JULENCAPITAL

BloombergOpinion U

From John Authers

Recent macro numbers suggest that inflation pressures are worryingly high, even if they
have not yet broken out. Prices paid by manufacturers, as measured by the ISM survey, are
showing the greatest pressure in almost a decade. Meanwhile, unit labor costs, measured
quarterly, also suggest that labor is getting more expensive, in a way that hasn’t been seen
In decades. So is the market really right to be so confident that inflation will remain under
control?
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Inflation is showing up in labor costs JULEXNCAPITAL

Chart 8: US unit labor & nonlabor costs (%)
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James Ferguson at MacroStrategy out of London JULENCAPITAL
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