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Today . . . Right now
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Consumer Price Inflation today

• CPI today

• On a year-over-year basis
• 9.1% June 30th

• 8.5% July 31st

• 8.0% e August 31st
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Expected future inflation

• Just take the difference between
• Regular Treasuries

• TIPS

• Be careful to
• Use current yield

• Exactly match the maturities
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Regular Treasuries
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TIPS
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Therefore the market expects future inflation to be

• Average over the next

• 2.7% 5 years

• 2.6% 10 years

• 2.2% 20 years

• 2.3% 30 years
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Context is necessary
Long-run history
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Inflation  - the details
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Inflation  - the cycles
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Inflation  - the cycles

-4.89

-3.87

-2.85

-1.83

-0.81

0.21

1.23

2.25

3.27

4.29

5.31

6.33

7.35

8.37

9.39

10.41

11.43

1854.5 1864.3 1874.2 1884.0 1893.9 1903.7 1913.6 1923.4 1933.3 1943.1 1953.0 1962.8 1972.7 1982.5 1992.4 2002.2 2012.1

Jun 1854
4.63%

Jun 1857
-0.68%

Jun 1864
7.62%

Nov 1875
-3.31%

Dec 1916
11.43%

Oct 1929
-4.89%

Jul 1944
7.70%

Oct 1961
1.19%

Dec 1976
9.36%

Jan 2012
1.17%

Average cycle

• 1012 basis points

• Lasting 17.5 years

Consumer Price Inflation over rolling 
7-year window

(centered on the date shown at the bottom of the graph)

Inflation . . . Now 
rises for “17.5 
years”

Like its always done
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If we just “accept” history
Take history as the forward-looking forecast . . . . A good/best starting point



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

Future inflation

• Bottomed out 
• Jan 2012

• At 1.17%

• Typical cycle 
• Runs for 17.5 years

• Moves inflation YOY by 1012bps

• If history repeats (the best possible starting point) . . . inflation will peak
• On July 2029

• At 11.29% . . . YOY (year-over-year)

• Is this “heroic”? . . . . Nope . . . This would be normal, vanilla, boring, and seriously typical

• RECALL . . . inflation hit a high of 14.8% on Mar 1980 YOY
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Important qualifications
Drawn from today’s . . . quite serious realities
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Rob’s attempt at . . . current-day qualifications

• It’s all about COVID

• And the US government’s response to COVID

• And many other country’s . . . respective responses to COVID

• We seriously need to modify our history-based conclusions for the once-in-a-
hundred-year event of COVID

• I struggle to see . . . how this has anything to do with “long-run” interest rates

• BUT . . . It has serious implications for inflation
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How did inflation get to today’s extreme high level

• Why is inflation happening . . .

• COVID

• Millions left the labor force . . . stopped working

• The global supply chain broke . . . and it takes years (not months) to reconnect it

• Consumers got bored . . . and just started buying stuff . . . a lot of stuff

• Federal government stimulus

• Monetary  - by Federal Reserve

• Fiscal  - spending by the US Congress

• Ukraine

• Deglobalization
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What happens to inflation next

• It goes down . . . Big time

• Security markets are forecasting inflation to AVERAGE just 
• 2.7 % over the next five years

• 2.6% over the next ten years
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Why is it necessary that inflation falls from today’s level

• Why must inflation fall from current levels?

• COVID

• Millions left the labor force . . . stopped working

• The global supply chain broke . . . and it takes years (not months) to reconnect it

• Consumers got bored . . . and just started buying stuff . . . a lot of stuff

• Federal government stimulus

• Monetary  - by Federal Reserve

• Fiscal  - spending by the US Congress

• Ukraine

• Deglobalization

These five factors 
are all working in 
reverse, serving to 
push inflation back 
down

These two factors 
are working hard to 
drive inflation 
higher
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But why ?
Why would inflation go back up . . . AFTER COVID fully washes through the system

It may not . . . . . 

BUT . . . . . . 
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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



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

Ultra-simplified TAA model
Used to evaluate the question of how TAA performs when inflation rises/falls
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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 College)



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

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 inflation was rising the most rapidly
• 20% of the months
• 25%
• 33.33%
• 50%
• 60%

• Strictly ignored how high or low inflation was . . . Only looked at how fast it was rising 
(measured proportionately)



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

After inflation, annualized returns . . . . Rising the FASTEST

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

Gold

25/75 S&P 500 

and 10-year 

Treasury

20 2.7 1.5 -3.3 -4.1 -4.7 -4.2 0.3 -4.1

25 2.3 1.2 -2.7 -3.4 -3.4 -2.8 -1.4 -3.0

33.333 4.4 3.3 -0.5 -0.7 -2.1 -1.6 -0.4 -1.5

50 6.8 5.7 1.7 1.8 -0.4 -0.1 1.1 0.3

60 7.8 6.7 3.0 3.4 0.1 0.5 0.9 1.1
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When inflation was falling the 
fastest
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When inflation was falling the fastest

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

Gold

25/75 S&P 500 

and 10-year 

Treasury

10 16.1 15.7 11.6 9.3 13.9 13.5 10.9 14.6

20 18.5 17.9 18.3 19.1 8.0 8.9 6.5 11.2

25 18.7 18.1 16.6 16.2 7.0 7.8 6.6 10.0

33.33 18.3 17.6 15.9 15.5 6.4 7.0 4.2 9.3

This is when inflation is FALLING the fastest
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But why?
Why is the TAA model doing so much better than passive Buy & Hold?



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

$0.58

$0.64

$0.70

$0.77

$0.83

$0.89

$0.95

$1.02

$1.08

$1.14

$1.20

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

G
ro

w
th

 o
f 

$
1

 in
fl

at
io

n
-a

d
ju

st
ed

TAA model with 7 ½ year destination

U.S. stocks and bonds with same asset split as 
TAA model using fixed-weights

Global stocks and bonds with same asset split as 
TAA model using fixed-weights

Global stocks, bonds, and commodities  with same 
asset split as TAA model using fixed-weights
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above inflation
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Quick rebuttal
Have bear markets been getting shorter . . . NO !

Has TAA been losing its edge . . . NO !
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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

? ? Dec 2021 ? ? ? ?

Bear markets for inflation-adjusted U.S. stocks since 1845
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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

-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

? ? Dec 2021 ? ? ? ?
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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 prospect 
Friday 

Sept 16th

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.


