JULENCAPITAL

TAA during the next recession

Rob Brown, PhD, CFA

Julex Capital Advisory Board Member, Website www.robbrownonline.com

40 Grove Street, Suite 140, Wellesley, MA 02482
Phone 781-489-5398
Email info@julexcapital.com
Web www.julexcapital.com

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



Definition of a recession JULENCAPITAL

* [tis not. .. “two consecutive quarters of negative GDP growth”

 [tis....determined by a committee of the NBER (National Bureau of Economic Research)
 The NBER's definition emphasizes that a recession involves a significant decline in economic
activity that is spread across the economy and lasts more than a few months. In our
interpretation of this definition, we treat the three criteria - depth, diffusion, and duration - as
somewhat interchangeable. That is, while each criterion needs to be met individually to some
degree, extreme conditions revealed by one criterion may partially offset weaker indications
from another.
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History of recessions JU'-_E/\CAPlT/-\L
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History of recessions JULENCAPITAL

Average length of US economic recessions

Since Months
1854 17.1
8/31/1929 12.7

2/28/1945 10.3
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History of economic expansions JULENCAPITAL

Average length of US economic expansions

Since Years
1854 3.44
8/31/1929 5.35

2/28/1945 5.33
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JULEXCAPITAL

Ultra-simplified TAA model

Used to evaluate the question of how TAA performs during recessions
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28 asset categories (Jan 1919 - present) JULENCAPITAL

High quality, consistent, uniform data available since Jan 1919

7 types of US stocks

9 international countries

5 types of US Treasuries
* 90-Day...to...30-Years

1 type of TIPS
* Yes, simulated back to 1919

1 type of high yield US corporate bonds
* Yes, simulated back to 1919

2 types of precious metals
* Gold and platinum

3 types of generalized commodities
» Ultra-diversified commodities
e Agricultural commodities
e Diversified base metals
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Specifics of the TAA modeling JULEXCAPITAL

* |nvestment time horizon is specified as
e 7%ayears..... The midpoint of 5 years and 10 years

Pick those asset categories that trended the most strongly
* Over the last eleven months

 Always pick the top eight

* Because of the short investment time horizon (7 % years)
* Differentiated weighting is applied to the asset categories
* Forexample ... if Treasuries are “selected,” then they receive an extra weight
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Transactions costs are assumed in the analysis JULENCAPITAL

e At the low end
1 basis point to trade stocks . . . . in one direction (a buy or a sale)

At the high end
* 108.3 basis points to trade diversified base metals . .. a buy or a sale

* The assumed transactions costs are far higher than what one would encounter in real life
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Data JULEXCAPITAL

* All data was provided by

* Global Financial Data, Inc.
* Kenneth R. French data library (Dartmouth University)
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Results

Over the entire time period .. ... 1919 to the present
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Simple TAA model results JULEXNCAPITAL

* All returns are
e After inflation ... Inflation-adjusted
* For atime period of exactly 7 % years in length

* 10.8% average

* Percentile outcomes
e 50" 10.6%
15t 5.4%
10t 4.5%
5t 3.7%
1t 2.7%
0.5 2.6%..... in other words, 99.5% of the time, the TAA portfolio earns more than 2.6% real
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JULEXCAPITAL

Recessionary results

When the 7 %2 year investment period . . .
STARTS during a recession

ENDS during a recession
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If the investment period ENDS during a recession JULENXCAPITAL

* 11.8% average

* Percentile outcomes
e 50" 11.6%
15" 5.9%
10t 4.7%
e 51" 36%
e 15t 2.7%
0.5t 2.6%..... in other words, 99.5% of the time, the TAA portfolio earns more than 2.6% real
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If the investment period STARTS during a recession JULENXCAPITAL

* 12.6% average

* Percentile outcomes
e 50" 12.3%
15" 6.5%
10t 5.6%
5th 4.4%
1t 4.0%
0.5t 3.8%..... in other words, 99.5% of the time, the TAA portfolio earns more than 3.8% real
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Side by side comparison -

real returns

JULEXCAPITAL

Entire period (1919
through the present)

* 10.8% average

* Percentile outcomes

50th
15th
10th
Dth
15t
0.5t

10.6%
5.4%
4.5%
3.7%
2.7%
2.6%

ONLY those 7 % year
investment period that
ENDED during a recession

* 11.8% average

* Percentile outcomes
« 50 11.6%

15t 5.9%

10th  A4.7%

5t 3.6%

1t 2.7%

0.5t 2.6%
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Side by side comparison - real returns JULENCAPITAL

. . ONLY those 7 % year ONLY those 7 % year
Entire period (1919 . : : .
investment period that investment period that
through the present) : . . :
ENDED during a recession STARTED during a recession
* 10.8% average * 11.8% average * 12.6% average
* Percentile outcomes * Percentile outcomes * Percentile outcomes
¢ 50t 10.6% « 501" 11.6% « 50t 12.3%
e 15t 5.4% e 150 59% « 151" 6.5%
« 10t 4.5% e 100 4.7% « 101" 5.6%
« 5t 3.7% « 51" 36% « 5th 4.4%
e 15t 2.7% e It 2.7% e 15t 4.0%
¢ 0.5 2.6% ¢« 0.5 2.6% ¢« 0.5 3.8%
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Side by side comparison - real returns JULENCAPITAL

Why did TAA perform even better during recessions? Because markets are more directional

during such periods. Directional markets give TAA an added edge.

: : ONLY those 7 % year ONLY those 7 % year
Entire period (1919 . : : :
investment period that investment period that
through the present) : . . :
ENDED during a recession STARTED during a recession
* 10.8% average * 11.8% average * 12.6% average
* Percentile outcomes * Percentile outcomes * Percentile outcomes
¢ 50t 10.6% « 50t 11.6% « 50t 12.3%
e 15t 54% « 150 59% « 151" 6.5%
« 10t 4.5% e 100 4.7% « 101" 5.6%
« 5t 3.7% « 5t 36% « 5th 4.4%
e 15t 2.7% o 15t 2.7% e 15t 4.0%
« 0.5t 2.6% 0.5t 2.6% « 0.5 3.8%

L
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Growth of $1 inflation-adjusted

$1.20
TAA model with 7 % year destination

$1.14

$1.08
A

$1.02 =

20.95 Returns are
shown over and
$0.89 above inflation
$0.83
U.S. stocks and bonds with same asset split as
TAA model using fixed-weights
$0.77
Global stocks and bonds with same asset split as
TAA model using fixed-weights
$0.70
Global stocks, bonds, and commodities with same
$0.64 asset split as TAA model using fixed-weights
$0.58
2007.3 2007.5 2007.6 2007.8 2008.0 2008.1 2008.3 2008.4 2008.6 2008.7 2008.9 2009.0 2009.2 2009.4 2009.5 2009.7
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Conclusion - as based on the data JULEXCAPITAL

* The best possible time to first start a TAA (tactical asset allocation) programiis . . .

e |s after. .. arecession has started

* Do you or your client feel that a recession might have started ?7??

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



/
For more information contact JU'.-E/\CAP”AL

Jeff Megar, CFA Liam Flaherty
Email jeff. negar@julexcapital.com Email liam.flaherty@julexcapital.com
Office 781-772-1378 Office 781-489-5398
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JULEXCAPITAL

Will interest rates and inflation keep rising,
why, and for how long?

Friday
Aug 12t
11:00 a.m. EASTERN
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Important Disclosures JULENCAPITAL

All data and statistics were provided by Ycharts, 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.
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