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Today . . . Right now



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

Interest rates today  - straight Treasuries
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Interest rates today  - TIPS (inflation protected)
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Context is necessary
Long-run history
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Interest rates  - details
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2.3% =  Average

2.3% =  Median

-0.9%  =  Current level

87.2%  =  Percentage of the time is higher than current
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Interest rates  - the cycles
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Interest rates  - the cycles
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If we just “accept” history
Take history as the forward-looking forecast . . . . A good/best starting point
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Future interest rates

• Bottomed out 
• July 2020

• At -2.93% . . . Inflation-adjusted . . . Note, that is a negative interest rate

• Typical cycle 
• Runs for 19.9 years

• Moves interest rates by 1214bps 

• If history repeats (the best possible starting point) . . . interest rates will peak
• On June 2040

• At 9.21% . . . Inflation-adjusted

• Is this “heroic”? . . . . Nope . . . This would be normal, vanilla, boring . . . and typical
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Is this a bond bear market?    YEP !!!

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

-22 2.67 Mar 1863 Nov 1865 6.1 31 -9.1

-50 11.42 Dec 1908 May 1920 4.8 41 -5.9

-31 16.58 Jan 1941 Aug 1957 3.3 45 -2.2

-40 16.33 May 1965 Sep 1981 6.4 45 -3.0

? ? Jul 2020 ? ? ? ?

Median BEAR 

market
-35 13.87 5.4 43 -4.5

Mean BEAR 

market
-36 11.75 5.1 40 -5.0

Author:  Rob Brown, P hD, CFA  a t  www.robbrownonline .c om.   S ta tis tic s  ba se d on da ta  provide d by Globa l Fina nc ia l Da ta , Inc ., a t https ://fina e on.globa lfina nc ia lda ta .c om a nd a re  c urre nt a s  of July 15, 2022

Bonds  we re  de fine d a s  50% inte rme dia te - te rm U.S . Tre a sury bonds  a nd 50% liquid high- qua lity U.S . c orpora te  bonds .  And we re  c ons truc te d us ing thre e  tota l re turn bond indic e s  provide d by Globa l Fina nc ia l Da ta .  Inte rme dia te -

te rm U.S . Tre a sury bonds  a re  de fine d by the  GFD Indic e s  US A 10- ye a r Gove rnme nt Bond Tota l Re turn Inde x.  P rior to  4/30/1915 liquid high- qua lity U.S . c orpora te  bonds  a re  de fine d by the  GFD Indic e s  US A Tota l Re turn AAA 

Corpora te  Bond Inde x.  Afte r 4/30/1915 liquid high- qua lity U.S . c orpora te  bonds  a re  de fine d by a  50/50 mix of the  Dow Jone s  Corpora te  Bond Re turn Inde x a nd the  GFD Indic e s  US A Tota l Re turn AAA Corpora te  Bond Inde x

Re sults  re ly on month- e nd tota l re turns  a djus te d for the  All Urba n Consume rs  Not S e a sona lly Adjus te d Consume r P ric e  Inde x a s  provide d by the  U.S . De pa rtme nt of La bor.  Indic e s  a re  unma na ge d a nd c a nnot be  inve s te d into 

dire c tly.  Unma na ge d inde x re turns  do not re fle c t fe e s , e xpe nse s , or sa le s  c ha rge s .  Inde x pe rforma nc e  is  not indic a tive  of the  pe rforma nc e  of a ny inve s tme nt.  P a s t pe rforma nc e  is  no gua ra nte e  of future  re sults

Be a r a nd bull ma rke ts  a re  de fine d a s  move s  of a t le a s t 20.95730035%  us ing month- e nd bond inde x tota l re turns .  This  informa tion in  this  pre se nta tion is  for the  purpose  of informa tion e xc ha nge .  No re pre se nta tion or wa rra nty is  

ma de  to  the  re a sona ble ne ss  of the  a ssumptions  ma de .  Inve s tme nt a dvic e  offe re d through Inte gra te d We a lth Conc e pts  LLC (a  Re gis te re d Inve s tme nt Advise r), d/b/a  Inte gra te d Fina nc ia l P a rtne rs , Inc .

Bear markets for inflation-adjusted U.S. bonds since 1845
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Is this a bond bear market?    YEP !!!

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

-22 2.67 Mar 1863 Nov 1865 6.1 31 -9.1

-50 11.42 Dec 1908 May 1920 4.8 41 -5.9

-31 16.58 Jan 1941 Aug 1957 3.3 45 -2.2

-40 16.33 May 1965 Sep 1981 6.4 45 -3.0

? ? Jul 2020 ? ? ? ?

Median BEAR 

market
-35 13.87 5.4 43 -4.5
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But why ?
It’s always necessary to ask and adequately answer the question of “why?”
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The BIG issue at play . . . What is really determining everything

• It’s all about funding (paying for) . . . projects . . . that’re at play

• Society and governments have several projects that they’re attempting to finance
• Cold war with Russia
• Cold war with China
• Conversion from fossil fuels to renewables
• Income inequality gap
• Wealth inequality gap
• Expanding social welfare programs
• Transitioning from one political structure . . . To a different structure

• Inflation is a method for both obscuring the cost . . . and dispersing its burden

• My 2 cents . . . The French revolution (reign of terror) of the late 18th century . . . Is helpful
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Ultra-simplified TAA model
Used to evaluate the question of how TAA performs when interest rates rise
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28 asset categories  (Jan 1919 - present)

• 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
• Agricultural commodities
• Diversified base metals
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Specifics of the TAA modeling

• Investment time horizon is specified as
• 7 ½ years . . . . . 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 ½ years)
• Differentiated weighting is applied to the asset categories

• For example, if Treasuries are “selected,” then they receive an extra weight
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Transactions costs are assumed in the analysis

• 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 to encounter in real life
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Data

• 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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All results are shown after inflation

• Adjustment for inflation is necessary because
• Inflation has varied to such an extent (high to low), that without this adjustment one ends 

up with noise

• Investors care about what their portfolio will purchase in goods and services

• We took the entire time period (1919 – present)

• Evaluated for those months when interest rates were rising the most rapidly
• 20% of the months

• 25%

• 33.33%

• 50%

• Strictly ignored how high or low interest rates were . . . Only looked at how fast interest 
rates were rising (measured proportionately)
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After inflation, annualized returns

Percentile 

(in %)

TAA before all 

transactions 

costs

TAA after super 

high transactions 

costs

S&P 500
Dow Jones 

Industrials

10-year 

Treasury

US 

Aggregate 

Bond Index

25/75 S&P 500 

and 10-year 

Treasury

20 7.1 5.9 -5.1 -4.2 -12.4 -8.5 -10.4

25 8.6 7.4 -3.5 -3.5 -11.2 -7.5 -9.1

33.33 7.7 6.6 -2.5 -2.1 -8.9 -6.3 -7.1

50 8.5 7.5 0.4 0.5 -5.7 -3.7 -3.9
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But why?
Why is the TAA model doing so much better than passive Buy & Hold?
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TAA model with 7 ½ year destination
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Returns are 
shown over and 
above inflation
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Conclusion  - as based on the data

• The best possible time to first start a TAA (tactical asset allocation) program is . . . 

• Is at the beginning of a rising interest rate environment

• Do you or your client feel that interest rates might rise for the next 10 or perhaps 20 years?
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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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Tactical Asset Allocation during rising inflation 
Friday 

Sept 2nd

11:00 a.m. EASTERN
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Important Disclosures

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.


