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“I think that a life properly 

lived is just learn, learn, 

learn all the time”

Charlie Munger
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Agenda

• My client’s past bond returns were fantastic

• Do past bond returns tell me anything about future bond returns

• Current yields . . . today

• Best possible forecast of future bond returns . . . and why

• Inflation . . . do I need to worry about rising inflation?

• But wait . . . it gets even worse

• Reasonable expectations

• Does this apply to bond tactical asset allocation . . . nope!



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

My client’s past bond returns 
were fantastic



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

Vanguard bond mutual fund
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PIMCO bond mutual fund
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American Funds bond mutual fund
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Do past bond returns tell me 
anything about future bond returns
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When you get a new home mortgage . . . . 

• Do you ask the banker what mortgages were charging over the last ten years

• Or . . . do you ask what the current interest rate is on today’s mortgages

• What’s the WRONG thing to do . . . look at the past

• What’s the RIGHT thing to do . . . look at today’s rate
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When you get a new bank certificate of deposit (bank CD) . . . . 

• Do you ask what bank CDs were paying over the last ten years

• Or . . . do you ask what the current rate is on today’s bank CDs

• What’s the WRONG thing to do . . . look at the past

• What’s the RIGHT thing to do . . . look at today’s current yield
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NO . . . Past returns tell you NOTHING about future returns

• Let me walk this back

• 99% of the active bond portfolios are too passive to deliver anything other than 
the current yield

• Sure . . . they’ll deviate a tiny bit . . . but that deviation will be so small as to be 
generally unnoticeable

• That leaves the remaining 1%

• These are the tactical asset allocators

• Those bond managers that make such gigantic shifts . . . that current yields are 
relatively unimportant

• These managers are going after capital gains instead of current yields
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NO . . . Past returns tell you NOTHING about future returns

• Let me walk this back

• 99% of the active bond portfolios are too passive to deliver anything other than 
the current yield

• Sure . . . they’ll deviate a tiny bit . . . but that deviation will be so small as to be 
generally unnoticeable

• That leaves the remaining 1%

• These are the tactical asset allocators

• Those bond managers that make such gigantic shifts . . . that current yields are 
relatively unimportant

• These managers are going after capital gains instead of current yields

And if current yields are 1.5%, which do 
you want to go after?    Current yields
or capital appreciation?
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Current yields . . . today
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Today’s yields on taxable US Treasury bonds
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Today’s yields on taxable Inflation Protected “TIPS” bonds

These yields 
are all 
negative
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Best possible forecast of future 
bond returns . . . and why
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Best possible prediction of what your client will earn !!!
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Best possible prediction of what your client will earn !!!
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Best possible prediction of what your client will earn !!!

Lesson learned  - Bond investors end up earning 
what the current yield was when they first 
invested . . . no more and no less
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So what will your client earn if they hold US Treasuries??
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So what will your client earn if they hold TIPS bonds??

Plus the rate of 
inflation 
(because these 
are TIPS)
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Inflation . . . do I need to worry 
about rising inflation?
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Recent inflation
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Recent inflation
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NO . . . Don’t worry about inflation

• Inflation is temporarily being pushed up by
• Supply chain disruption

• Labor market imbalance

• Both of these are temporary short-term behaviors

• Both are already healing . . . and in the process of going away

• In fact, they may very well operate in reverse, serving to push prices back DOWN
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YES . . . Future inflation could be pretty bad

• End of cheap Chinese labor

• Shrinking US labor force due to immutable demographic patterns

• Global shift from fossil fuels to renewables

• New federal infrastructure bill . . . extra $750 billion

• New federal social spending bill . . . extra $1.7 trillion

• Excess savings held by US consumers . . . extra $2.3 trillion

• Return of the velocity of money (how long people hold a $Dollar in their wallets) back to 
its normal average historical level
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But wait . . . it gets even worse
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Where are interest rates right now . . . and can they stay there
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Where are interest rates right now . . . and can they stay there
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Where are interest rates right now . . . and can they stay there



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

Bonds have ferocious bear markets . . . too
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Bonds have ferocious bear markets . . . too
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Bond bear markets

• We (and every other major nation) have always had Bond Bear Markets

• The vanilla, middle of the road, bond bear market delivers
• -36%

• Lasts 11.75 years
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Reasonable expectations
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Setting reasonable expectations  - must be done with humility

• Inflation will return

• Interest rates (after adjustment for inflation) must rise, returning to a sustainable level

• Markets will overshoot . . . they ALWAYS do

• For political, social, geopolitical, economic, and societal reasons . . . . honking big 
indisputable reasons . . . the global developed world has embarked on an 
expansionary phase defined by an increased role for government, social programs, 
shifting priorities, and wealth redistribution

• This new direction . . . will serve to push interest rates and inflation higher for decades 
as opposed to years

• A traditional, vanilla, middle of the fairway bond bear market . . . is the only possible 
conclusion
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Bottom line

• A classic bond bear market

• Check the numbers

• Check them for the US . . . And for the other major industrialized nations

• Bond bear markets have always been with us, always will, and for good reasons

• Bond bear markets are not fun
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Does this apply to bond tactical 
asset allocation . . . nope!
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NO . . . Past returns tell you NOTHING about future returns

• Let me walk this back

• 99% of the active bond portfolios are too passive to deliver anything other than 
the current yield

• Sure . . . they’ll deviate a tiny bit . . . but that deviation will be so small as to be 
generally unnoticeable

• That leaves the remaining 1%

• These are the tactical asset allocators

• Those bond managers that make such gigantic shifts . . . that current yields are 
relatively unimportant

• These managers are going after capital gains instead of current yields
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My 2 cents

• My 2 cents    (probably worth less than that)

• Here are the following solutions

• Stay ultra short interest rate duration

• Move out of bonds
• Direct ownership of physical real estate (own a building)

• True institutional quality alternative investments

• Go with an ultra-active, ultra-aggressive, mutual fund bond manager
• These are serious rare !!!!

• Tactical Asset Allocation
• Restricted to the fixed-income arena
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For more information contact

Jeff Megar, CFA

Email  jeff.megar@julexcapital.com

Office  781-772-1378

Liam Flaherty

Email  liam.flaherty@julexcapital.com

Office  781-489-5398
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Time Segmentation Investing & 
Enhancing Client Behavior 
Rob . . . moving from a detractor to an advocate

Friday, November 19th at 11:00 a.m. EASTERN
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Important Disclosures

All data and statistics were provided by Global Financial Data, Inc.  (unless otherwise indicated in the exhibit)

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.


