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Motivation

• We have a recession coming . . . inevitable . . . always have, always will

• So how will TAA (tactical asset allocation) perform during the next recession

• That’s a bridge too far

• BUT . . . We can ask and answer how . . . TAA performed during past recessions
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What is a recession?
It’s well worth taking a moment to define this “economic behavior”
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Two different definitions

• Most commonly used

• NBER (National Bureau for Economic Research) officially defines when we are (and are not) in 
a recession

• NBER does NOT care about “investments” or your needs or your client’s needs

• They are serving a much much larger audience . . . With vastly different needs/objectives

• Their definition of a recession is subjective, flexible, and remains undefined

• Other than it will be based on
• Severity

• Duration

• Breadth (geographic and sector)
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Second definition of a recession

• Less traditional

• However . . . . it might possibly be more relevant for investment professionals and 
their clients

• Second definition
• A recession only occurs when GDP shrinks by at least 3.6201%

• Economy stays in recession until it starts growing . . . And that growth is at least 3.6201%
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How do these two definitions compare?

Number of 

recessions since 

11/30/1919

How often do they 

agree with each 

other (by month)

What portion of 

the time was spent 

in recession

Longest period of 

time without a 

recession (in years)

NBER definition 18 86 % 19.0 % 10.5

2nd definition (GDP decline 

or growth of at least 3.62%)
27 86 % 14.9 % 28.0
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How are we going to define TAA?
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TAA specification

• Select 8 assets that trended most strongly over the 11 months just completed

• All 8 must be equal-weighted

• However . . . if “cash” is selected . . . then it is over-weighted . . . “cash” is defined as 
90-Day U.S. Treasury Bills . . . giving it an 11x overweight

• The playing field . . . 26 unique and quite different asset categories
• 7  US stocks
• 9  International stocks
• 5  U.S. Treasuries
• 1  Inflation-protected Treasury bond (TIPS)
• 1  Precious metals
• 3  Other commodities

• The data . . . Jan 1919 through today
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Results . . . 1919 through today
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Comparisons

• The TAA model . . . . which was burdened with transactions costs

• 3 different passive index Buy&Hold portfolios . . . this is a seriously high hurdle
• Pure 100% U.S. . 

• 50% stocks and 50% bonds

• Global . . . Half U.S. and half international
• 50% stocks and 50% bonds

• Global but with 10% allocated to commodities

• WHY?
• Because we’ve got to ask/answer how other practical solutions would have performed
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Start with NBER definition of recessions

• Start with NBER definition of recessions
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Comparison . . . NBER definition

TAA after 

transaction costs

Pure U.S. passive 

benchmark

Global passive 

benchmark

Global passive benchmark 

with 10% commodities

Annual return above inflation 4.6 0.8 -1.0 -1.5

Risk-adjusted return (return/risk) 0.5 0.0 -0.1 -0.1

Risk (standard deviation) 10.0 16.2 13.2 12.5

Annual margin of outperformance 

by TAA portfolio
3.8 5.6 6.1

During NBER definition of recessions
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Comparison . . . NBER definition

TAA after 

transaction costs

Pure U.S. passive 

benchmark

Global passive 

benchmark

Global passive benchmark 

with 10% commodities

Annual return above inflation 12.5 7.0 7.1 6.8

Risk-adjusted return (return/risk) 1.1 0.8 0.9 0.9

Risk (standard deviation) 11.3 8.9 8.1 7.7

Annual margin of outperformance 

by TAA portfolio
5.5 5.4 5.6

During NBER definition of expansions
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Shift . . . to GDP growth/shrinkage 
definition of recessions
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Comparison . . . GDP growth definition of expansions

TAA after 

transaction costs

Pure U.S. passive 

benchmark

Global passive 

benchmark

Global passive benchmark 

with 10% commodities

Annual return above inflation 11.3 6.6 5.8 5.7

Risk-adjusted return (return/risk) 1.0 0.7 0.7 0.7

Risk (standard deviation) 11.1 9.5 8.4 8.0

Annual margin of outperformance 

by TAA portfolio
4.7 5.5 5.6

During GDP growth/shrinkage definition of expansions
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Comparison . . . GDP growth definition of recessions

TAA after 

transaction costs

Pure U.S. passive 

benchmark

Global passive 

benchmark

Global passive benchmark 

with 10% commodities

Annual return above inflation 8.9 1.2 3.4 2.3

Risk-adjusted return (return/risk) 0.8 0.1 0.3 0.2

Risk (standard deviation) 11.2 15.9 13.3 12.6

Annual margin of outperformance 

by TAA portfolio
7.7 5.5 6.6

During GDP growth/shrinkage definition of recessions
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Always ask . . .  “Why?”
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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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The Value opportunity - Is it too late             
Friday

February 24th

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.
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