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The nature of change
95% of the time it’s about speed or pace
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Nature of change  - There are two very different kinds of change

The “95% of the time”

About . . . speed or pace

Best possible approach

See what worked best in the past and modify 

it at the edges to reflect current day realities

The “5% of the time”

About . . . direction

Worst possible approach

See what worked best in the past and modify 

it at the edges to reflect current day realities

Guarantees faceplant

10
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Speed of change  - An example of the 95%

SLOW FAST
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When was the last time we had 
directional change?
Maybe the 1970s?

NO . . . . probably not
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Era    1971-1986

• OPEC oil embargos to the U.S.

• 1973 Arab-Israeli War

• Race Riots in most major cities

• Unemployment rising to highest level since The Great Depression

• Interest rates hit 16 ½%

• Series of three economic recessions

• Black Monday (Oct 1987) when the market 
fell -25% in just 120 minutes

• Highest inflation in over 100 years

• Oil rose 1,140% in just over nine years

• Regan revolution that transformed American politics
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Opportunistic CIO K-1 Benchmark Index

U.S. stocks and bonds with same asset split as 
Opportunistic Index using fixed-weights

Global stocks and bonds with same asset split as 
Opportunistic Index using fixed-weights

Global stocks, bonds, and commodities  with same 
asset split as Opportunistic Index using fixed-weights

Returns are 
shown over and 
above inflation

$7.97

$1

$0.63

4.2% 

6.6% 
6.3%

14.8%
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The last time we had directional 
change
Was probably the broadly-defined WWII era
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Directional change  - A second example of the 5%

• Large and rapidly growing economy

• Relatively separate from the rest of the world, 
endeavoring to remain apart and uninvolved

• Leader of the Free World

• Major provider of capital to other nations

• Nation builder

1929-1946
• Great Depression of 1929
• World War II
• Eight-year drought - The Dust Bowl
• ENIAC began the computer revolution
• A scalable market for U.S. Treasury bonds was developed
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Why directional change now?    Part 1

• Fossil to renewables

• Haves versus the have-nots

• China cold war

• Velocity of money

• Interest rates

• Fundamental intrinsic valuations      (on stocks, bonds, and trophy real estate)
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Why directional change now?    Part 2

• Zombies

• Weather and demographics

• Suppression of creative destruction      (undermining evolution, renewal, and future opportunity)

• European war

• Reinvention of four industries      (Transportation, Medicine, Energy, Digital finance and contracting)

• An “Andrew Jackson” governmental regression

• Deglobalization 
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Why directional change now?    Part 1

• Fossil to renewables

• Haves versus the have-nots

• China cold war

• Velocity of money

• Interest rates

• Fundamental intrinsic valuations      (on stocks, bonds, and trophy real estate)
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Wealth inequality  - this is not just a U.S. issue
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Why directional change now?    Part 2

• Zombies

• Weather and demographics

• Suppression of creative destruction      (undermining evolution, renewal, and future opportunity)

• European war

• Reinvention of four industries      (Transportation, Medicine, Energy, Digital finance and contracting)

• An “Andrew Jackson” governmental regression

• Deglobalization 
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Lack of creative destruction

$4 trillion

$28 trillion
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Why directional change now?    Part 2

• Zombies

• Weather and demographics

• Suppression of creative destruction      (undermining evolution, renewal, and future opportunity)

• European war

• Reinvention of four industries      (Transportation, Medicine, Energy, Digital finance and contracting)

• An “Andrew Jackson” governmental regression

• Deglobalization 
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Transportation

• Not about “cars”

• It’s about
• Cars

• Trucks

• Buses

• Farm equipment

• Industrial equipment

• Not about “electric”

• It’s about
• Conversion from fossil fuels to renewables

• Autonomy

• Abandoning ownership
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Who makes the most cars
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Who has the largest market capitalization
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Electric vs gas autos

Who makes what Who’s worth what
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Energy
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Energy

• Yes, the world has begun the conversion from fossil to renewables

• Renewables
• Solar

• Wind

• Geothermal

• Ocean

• Hydro

• Fission

• Fusion

• BUT . . . . That is not the real story

• The real story is all about . . . Energy storage
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#1  - Batteries
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#2  - Thermal energy storage
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#2  - Thermal energy storage
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#3  - Mechanical energy storage
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#4  - Hydrogen energy storage
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#5  - Pumped hydro power
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Medicine
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This is far more than vaccine development

• mRNA vaccine development

• But . . . a much broader range of 
applications

• Some of the most exciting include
• Displacing conventional agriculture

• Genetically altered organisms

• Large-scale controlled environment 
farms

• Factory cultivation
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or . . . Biological mining and pollution abatement 



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

Digital finance
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Digital finance and contracting

• No, this is not about Crypto (that was just an unfortunate and temporary malady)

• This is an outgrowth of several technologies . . . all harmonizing together
• Artificial intelligence

• Social networks

• Machine learning

• Mobile applications

• Distributed ledger technology   (i.e., blockchain)

• Cloud computing

• Big data analytics
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Snapshot of current firms operating in the space
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Appreciate - this is not just about finance or banking !!
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Yes, it starts with banking

• The global banking system is
• Old, outdated

• Built from “1950s technology

• It will be rebuilt from whole-cloth

• Resulting in
• Greater efficiency

• Lower cost

• Enhanced transparency

• Improved surety

• Fewer intermediaries and hand-touches

• Greater speed

• Interoperability (facilitating proprietary applications)

• Improved oversight
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Early wins

• Banking

• Investments

• Finance

• Insurance

• Contracting

A nice read on the 
topic, but it is 141 
pages
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Digital finance has little to do with the U.S.  - It’s purely global
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Nature of change  - There are two very different kinds of change

The “95% of the time”

About . . . speed or pace

Best possible approach

See what worked best in the past and modify 

it at the edges to reflect current day realities

The “5% of the time”

About . . . direction

Worst possible approach

See what worked best in the past and modify 

it at the edges to reflect current day realities

Guarantees faceplant

10
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1981 to 2021 (40 years) was rare, 
exceptional, and won’t be seen again
It was a classic “one-off”
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Interest rates . . . What do the next “39 years” hold for us?

16 %

½ %

9/30/1981

8/4/2020

39 
years

9/30/1981

11/30/1945

36 
years

16 %

1½ %

8/4/2059

8/4/2020

39 
years

? %

½ %
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Returns for over last 40 years . . . Since Sep 1981

• Annual returns for over 40 years

• Sep 1981 through Oct 2021

• 12.7% stocks

• 11.5% for a 60/40 portfolio of stocks/bonds

• 8.8% bonds

But the 60/40 portfolio only returned 
7.7% during the preceding 81.8 years 
(since Dec 1899)

So how can this be?

Was the US economy doing better 
during the most recent 40+ years?

• Stocks defined as 80% S&P 500 and 20% S&P 400 MidCap
• Bonds defined as 50% 10-year US Treasuries, 25% Dow Jones Investment Grade Corporate Bond Index, 25% GFD Indices USA Total Return AAA Corporate Domestic Bond Index
• The 60/40 portfolio is rebalanced monthly, this rebalancing contributed to its high long-term return
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US economy before and after Sep 1981 . . . This doesn’t make sense
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3.51%

2.60%

60/40 portfolio returned 
7.7% during this period

60/40 portfolio returned 
11.5% during this period
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Interest rates and inflation

9/30/1981 8/31/2020
Change (in 

percentage terms)

Yield on the 10-year U.S. Treasury Bond 15.84% 0.52% -97%

Year-over-year CPI inflation 11.0% 1.3% -88%
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The rewards were taken from labor . . . and transferred to capital

9/30/1981 8/31/2020
Change (in 

percentage terms)

Corporate after-tax profits as a % of 

GDP
5.71% 10.10% 77%

Wage and salary disbursements as % of 

GDP
47.2% 44.93% -5%
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We built an economic expansion based on ever increasing debt

9/30/1981 8/31/2020
Change (in 

percentage terms)

Household CREDIT debt as % of GDP 46.0% 77.9% 69%

Household MORTGAGE debt as % of 

GDP
30.1% 51.1% 70%

Household debt as a % of Disposable 

Personal Income
65.1% 93.6% 44%

Publically held federal debta as % of 

GDP
27.5% 109.5% 298%

Total credit market debt as % of GDP 161.0% 385.9% 140%
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Household’s got ever more excited . . . seeing only the upside

9/30/1981 8/31/2020
Change (in 

percentage terms)

U.S. household allocation to stocks 

(direct and indirect)
29.5% 56.5% 92%
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Finally, stock valuations flew to the sky

9/30/1981 8/31/2020
Change (in 

percentage terms)

S&P 500 P/E ratio 7.61x 35.27x 363%

Median P/E ratio 7.7x 29.7x 286%

S&P 500 dividend yield 5.6% 1.3% -77%

Stock market capitalization as % of Nominal Gross Domestic Product (Stocks/Economy) 37% 159% 330%

S&P 500 median Price/Sales 0.37x 2.53x 584%

Price/Sales above or below its trendline path -52.58% 19.32% "huge"

Shiller ratio (Cyclically adjusted Price-to-Earnings) based on ten years 8x 33x 313%

Tobin's Q (market value / net wealth) measures "build vs buy" 0.31x 1.48x 377%

Tobin's Q above or below its trendline path -57.16% 24.32% "huge"
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Index funds underperform
Index funds, by design and construction . . . 

• Overweight the most overpriced stocks and 

• Underweight the cheapest stocks
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S&P 500 Index is distorted by ten ultra-large companies
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S&P 500 Index is distorted by ten ultra-large companies

What portion of an index fund is now 
invested in these underperforming 
companies?
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Fiscal and monetary stimulus in response to COVID-19
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Leaving out the ten largest companies generates superior performance
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Leaving out the ten largest companies generates superior performance
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The largest U.S. company has always underperformed  - by a lot !!
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The bottom line
Don’t let yourself be gaslighted
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Bottom line

• Serious reasons to expect something
• Different

• Challenging

Gaslighting  - Outlandish outlooks

• The word “Gaslighted” means manipulated into not seeing reality

• As evidenced by forecasts of 2022 security returns, investors are 
routinely gaslighted into believing the future is bright

• The reality is that severe market corrections are highly likely in this 
decade of the 2020s
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TAA portfolio 65/0/35/0 75/0/25/0 35/30/35/0 40/35/25/0 35/30/26.25/8.75 40/35/18.75/6.25

Real return 10.80 6.40 6.86 6.19 6.66 6.11 6.60

Correlation with 

TAA portfolio
1 0.58 0.58 0.65 0.65 0.67 0.66

Annualized 

standard deviation
11.74 12.56 14.22 10.41 11.73 10.51 11.80

Return per unit of 

volatility
0.92 0.51 0.48 0.59 0.57 0.58 0.56

Statistics over entire time period (102.1 years) using inflation-adjusted monthly returns
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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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How to explain tactical asset allocation to a 
client
Friday 

April 8th

11:00 a.m. EASTERN
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Important Disclosures

All data and statistics were provided by Global Financial Data, Inc. and NDR, 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.


