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“Markets can remain 

irrational longer than you 

can remain solvent”
John Maynard Keynes
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Objective

• Provide an honest hardnosed assessment of TAA (tactical asset allocation)

• Looking at a live portfolio, even if its been live for 20 years . . . Is misleading

• Instead, one has to look across the great range of market and macroeconomic environments

• WHY?

• Because the last 20 years is incredibly non-representative
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How do we examine TAA over the last 100+ years?

• Grab quality data
• Global Financial Data, Inc.

• Kenneth R. French Data Library - Dartmouth College

• Use an incredibly simple quantitative rule
• Unambiguous

• Flawlessly transparent

• Anyone could replicate

• Was NOT backfitted . . . i.e., was not designed to outperform
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Assumed model

• Start with 28 asset categories

• Once each month . . . select the 8 that just trended the most strongly

• Equal-weight the portfolio

• Repeat
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28 asset classes utilized   - stocks, bonds, commodities

Exhibit 1

28 asset categories utilized
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Trading costs, assumed

Government/Corporate U.S. Bond Index 

(50% U.S. Treasury and 50% Investment 

Grade U.S. Corporate)

Dow Jones 

Corporate Bond 

Return Index

Bank of America Merrill 

Lynch US High Yield Master 

II Total Return Index Value

Gold Spot Price-

London PM Fixing 

(US$/ounce)

Palladium 

(USD per 

Troy Ounce)

Reuters CRB Total 

Return Index 

(w/GFD extension)

All stocks and 

U.S. Treasury 

bonds

38 53 8 23 83 68 0

Assumed one-way trading (a BUY or a SELL) costs, shown in basis points

Exhibit 2
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Four comparative performance benchmarks (with NO trading costs)

TAA portfolio
Benchmark - Exact same asset 

mix

Benchmark - U.S. stocks/bonds 

only

Benchmark - Global 

stocks/bonds only

Benchmark - S&P 500/10-year 

U.S. Treasuries only

Tactical asset allocation 

portfolio described in this article. 

Assumes significant trading 

costs for all asset categories 

other than stocks and U.S. 

Treasury bonds.

Passive benchmark that exactly 

matches the average asset 

allocation of the referenced 

TAA portfolio. Uses all 28 asset 

categories. Assumes zero 

trading costs, zero transactions 

costs, zero internal expenses, 

and monthly rebalancing.

Passive benchmark allocated 

80.611% to stocks and 19.389% 

to bonds. Stocks are equal-

weighted across 7 US stock 

indices. Bonds are equal-

weighted across 9 US bond 

indices (6 Treasury and 3 

other). Assumes zero trading 

costs, zero transactions costs, 

zero internal expenses, and 

monthly rebalancing.

Passive benchmark allocated 

80.611% to stocks and 19.389% 

to bonds. Stocks are equal-

weighted across 16 stock 

indices (7 are US and 9 are non-

US). Bonds are equal-weighted 

across 9 US bond indices (6 

Treasury and 3 other). Assumes 

zero trading costs, zero 

transactions costs, zero internal 

expenses, and monthly 

rebalancing.

Passive benchmark allocated 

80.611% to S&P 500 Index and 

19.389% to 10-year constant-

maturity US Treasury bonds. 

Assumes zero trading costs, 

zero transactions costs, zero 

internal expenses, and monthly 

rebalancing.

Portfolio and comparative benchmark definitions

Exhibit 3
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Return over entire time period (since 1919)

TAA portfolio
Benchmark - Exact same asset 

mix

Benchmark - U.S. stocks/bonds 

only

Benchmark - Global 

stocks/bonds only

Benchmark - S&P 500/10-year 

U.S. Treasuries only

11.46 6.68 7.12 6.86 6.81

Geometric mean inflation-adjusted return (in %) over the entire time period (101.6 years)

Exhibit 4



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

Return over “typical” 12 ½ year investment time window

Statistic TAA portfolio
Benchmark - Exact 

same asset mix

Benchmark - U.S. 

stocks/bonds only

Benchmark - Global 

stocks/bonds only

Benchmark - S&P 

500/10-year U.S. 

Treasuries only

Mean 12.5-year inflation-adjusted 

return (in %) over 1,070 different 

rolling time windows

11.81 6.61 6.71 6.82 6.28

Median 12.5-year inflation-adjusted 

return (in %) over 1,070 different 

rolling time windows

11.40 6.21 7.13 6.48 6.51

Anticipated annualized inflation-adjusted return for the typical 12.5-year investment time period

Exhibit 5
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Percentile outcomes for 12 ½ year investment time periods

Percentile TAA portfolio
Benchmark - Exact same 

asset mix

Benchmark - U.S. 

stocks/bonds only

Benchmark - Global 

stocks/bonds only

Benchmark - S&P 500/10-

year U.S. Treasuries only

99.5 1.97 0.27 -1.36 0.28 -1.91

99 2.62 0.70 -1.00 0.67 -1.74

98 3.85 1.56 -0.72 1.10 -1.65

97 4.76 2.09 -0.55 1.64 -1.37

96 5.52 2.33 -0.30 1.92 -1.16

95 6.03 2.46 -0.17 2.20 -0.88

90 8.43 3.06 0.99 2.74 0.39

85 8.92 3.40 2.38 3.21 0.97

80 9.20 3.88 3.11 3.71 1.82

75 9.55 4.37 3.91 4.09 3.22

70 10.02 4.67 4.98 4.59 4.41

65 10.50 5.16 5.58 5.23 5.05

60 10.81 5.63 6.14 5.76 5.62

55 11.13 5.94 6.51 6.10 6.09

Exhibit 6

Percentile outcomes expressed as annualized inflation-adjusted returns for a random 12.5-year long time period
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Worst ever outcomes for 12 ½ year investment time periods

Different 12.5-year long 

investment time periods
TAA portfolio

Benchmark - Exact same 

asset mix

Benchmark - U.S. 

stocks/bonds only

Benchmark - Global 

stocks/bonds only

Benchmark - S&P 500/10-

year U.S. Treasuries only

worst 1.11 -0.35 -2.61 -0.38 -2.58

2nd worst 1.27 -0.02 -2.40 0.03 -2.49

3rd worst 1.31 0.03 -1.68 0.07 -2.19

4th worst 1.41 0.14 -1.61 0.15 -2.05

5th worst 1.77 0.18 -1.52 0.18 -1.98

6th worst 1.90 0.27 -1.37 0.26 -1.92

7th worst 2.12 0.28 -1.33 0.31 -1.90

8th worst 2.20 0.52 -1.29 0.49 -1.89

9th worst 2.27 0.57 -1.08 0.55 -1.86

10th worst 2.30 0.57 -1.06 0.63 -1.77

11th worst 2.45 0.68 -1.02 0.64 -1.77

12th worst 2.69 0.71 -0.98 0.68 -1.73

13th worst 2.88 0.73 -0.97 0.72 -1.73

14th worst 2.89 0.78 -0.97 0.76 -1.71

15th worst 3.05 0.78 -0.96 0.78 -1.71

16th worst 3.07 0.87 -0.84 0.84 -1.71

Exhibit 7

Annualized inflation-adjusted return for the sixteen worst-ever 12.5-year investment time periods (drawn from 1,070)
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Probability of success for randomly selected 12 ½ year window

TAA portfolio
Benchmark - Exact 

same asset mix

Benchmark - U.S. 

stocks/bonds only

Benchmark - Global 

stocks/bonds only

Benchmark - S&P 

500/10-year U.S. 

Treasuries only

Probability of earning more than 4.25% 

inflation-adjusted over a randomly selected 

12.5-year long investment time period

97.7 76.2 73.6 73.2 70.7

Likelihood of success

Exhibit 8
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Probability of success as a function of your investment holding period

56.2

60.4

64.6

68.9

73.1

77.3

81.5

85.8

90.0

94.2

98.4

0.08 1.07 2.07 3.06 4.06 5.05 6.04 7.04 8.03 9.02 10.02 11.01 12.01 13.00

Investment time period (measured in years the investment is held)

P
ro

b
ab

il
it

y
 t

h
e 

in
v

es
tm

en
t 

w
il

l 
ea

rn
 m

o
re

 t
h

an
 a

n
 a

n
n

u
al

iz
ed

 i
n

fl
at

io
n
-a

d
ju

st
ed

 4
.2

5
%

TAA portfolio

Benchmark - Exact same asset mix

Benchmark - Global stocks/bonds only

Benchmark - S&P 500/10-year U.S. Treasuries only

Benchmark - U.S. stocks/bonds only

Exhibit 9

Impact of investment time period on the likelihood of success
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Is TAA’s superior performance declining over time?

Number of unique 12.5-year 

long investment time periods 

that end during the date 

range shown to the right

Date range TAA portfolio
Benchmark - Exact 

same asset mix

Benchmark - U.S. 

stocks/bonds only

Benchmark - Global 

stocks/bonds only

Benchmark - S&P 

500/10-year U.S. 

Treasuries only

153 10/31/08 to 6/30/21 100.0 79.7 64.7 63.4 55.6

153 1/31/96 to 9/30/08 100.0 100.0 100.0 100.0 99.3

153 4/30/83 to 12/31/95 100.0 86.9 79.1 81.7 75.8

153 7/31/70 to 3/31/83 100.0 33.3 21.6 26.1 20.9

153 10/31/57 to 6/30/70 100.0 100.0 100.0 100.0 100.0

153 1/31/45 to 9/30/57 83.7 41.8 81.7 45.8 75.2

152 5/31/32 to 12/31/44 100.0 91.4 68.4 95.4 68.4

1,070 5/31/32 to 6/30/21 97.7 76.2 73.6 73.2 70.7

Exhibit 10

Probability of earning more than 4.25% inflation-adjusted during a random 12.5-year long investment time period
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Bear markets here in the U.S.  - measured properly

Cumulative percentage 

return, unannualized

Duration in 

years
Start date End date

Volatility, annualized standard 

deviation of monthly returns

Percentage of monthly 

returns that were POSITIVE

Annualized return 

during BEAR market

-30 1.25 Aug 1853 Nov 1854 27.6 27 -25.1

-31 0.83 Dec 1856 Oct 1857 19.2 10 -36.4

-35 0.67 Jul 1864 Mar 1865 32.4 38 -47.1

-32 1.25 Mar 1876 Jun 1877 7.8 7 -26.2

-37 1.17 Sep 1906 Nov 1907 13.8 14 -32.7

-27 2.00 Oct 1912 Oct 1914 11.0 38 -14.8

-48 4.08 Nov 1916 Dec 1920 15.9 41 -14.8

-79 2.75 Aug 1929 May 1932 37.3 36 -43.7

-50 1.08 Feb 1937 Mar 1938 31.6 23 -47.1

-39 2.58 Sep 1939 Apr 1942 19.3 42 -17.3

-37 1.75 May 1946 Feb 1948 14.5 29 -23.4

-35 1.58 Nov 1968 Jun 1970 14.8 26 -24.1

-52 1.75 Dec 1972 Sep 1974 15.2 14 -34.2

-30 0.25 Aug 1987 Nov 1987 33.9 0 -76.3

-47 2.08 Aug 2000 Sep 2002 17.8 36 -26.4

-52 1.33 Oct 2007 Feb 2009 19.2 25 -42.1

Median BEAR 

market
-37 1.46 18.5 26 -29.6

Mean BEAR 

market
-41 1.65 20.7 25 -33.2

Bear markets for inflation-adjusted U.S. stocks since 1846
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TAA’s performance during 12 ½ year windows ending during a bear market

Statistic TAA portfolio
Benchmark - Exact 

same asset mix

Benchmark - U.S. 

stocks/bonds only

Benchmark - Global 

stocks/bonds only

Benchmark - S&P 

500/10-year U.S. 

Treasuries only

Mean 12.5-year inflation-adjusted return (in %) 

over 150 different rolling time windows
11.31 5.87 5.45 6.01 5.28

Median 12.5-year inflation-adjusted return (in 

%) over 150 different rolling time windows
10.72 5.73 5.51 5.97 5.19

Probability of earning more than 4.25% 

(annualized inflation-adjusted) if your investment 

time period ends during a bear market

100.0 79.3 68.7 77.3 64.0

150 investment intervals of 12.5-years in length, ending during an S&P 500 bear market  -  How did they perform?

Exhibit 11
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EXAMPLE  - when should I load up on emerging markets
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EXAMPLE  - when should I load up on emerging markets
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Client-facing collateral
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Investment Library collateral
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Investment Library collateral
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For more information contact

Jeff Megar, CFA

Email  jeff.megar@julexcapital.com

Office  781-772-1378

Bob Peatman

Email  bob.peatman@julexcapital.com

Cell  617-875-9316
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Important Disclosures

All data and statistics were provided by Global Financial Data, Inc., Kenneth French Data Library Dartmouth College, and www.robbrownonline.com

This information in this presentation is for the purpose of information exchange. This is not a solicitation or offer to buy or sell any security. You must do your own due 
diligence and consult a professional investment advisor before making any investment decisions. The use of a proprietary technique, model or algorithm does not 
guarantee any specific or profitable results. Past performance is not indicative of future returns. The performance data presented are gross returns, unless otherwise 
noted. 

The risk of loss in trading securities can be substantial. You should therefore carefully consider whether such trading is suitable for you in light of your financial condition. 
All information posted is believed to come from reliable sources. We do not warrant the accuracy or completeness of information made available and therefore will not be 
liable for any losses incurred.

Some part of the investment performance shown is HYPOTHETICAL. It is based on the back tests of historical data. Hypothetical performance results have many inherent 
limitations, some of which are described below. No representation is being made that any account will or is likely to achieve profits or losses similar to those shown. In 
fact, there are frequently sharp differences between hypothetical performance results and the actual results subsequently achieved by any particular trading program.

One of the limitations of hypothetical performance results is that they are generally prepared with the benefit of hindsight. In addition, hypothetical trading does not 
involve financial risk, and no hypothetical trading record can completely account for the impact of financial risk in actual trading. For example, the ability to withstand 
losses or adhere to a particular trading program in spite of trading losses are material points which can also adversely affect actual trading results. There are numerous 
other factors related to the markets in general or to the implementation of any specific trading program which cannot be fully accounted for in the presentation of 
hypothetical performance results and all of which can adversely affect actual trading results.

The composition of a benchmark index may not reflect the manner in which a Julex portfolio is constructed in relation to expected or achieved returns, investment 
holdings, portfolio guidelines, restrictions, sectors, correlations, concentrations, volatility, or tracking error targets, all of which are subject to change over time.

No representation or warranty is made to the reasonableness of the assumptions made or that all assumptions used to construct the performance provided have been 
stated or fully considered.


