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THE STORY BLY
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THE 60/40 MODEL BLY
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PORTFOLIO RETURNS BLU

In the last 10 years, The Stocks/Bonds 60/40 Portfolio obtained a 9.94% compound annual return, with an
8.47% standard deviation. Over the last 30 years, the average Sharpe ratio of a traditional 60/40 portfolio has

been 0.64.

STOCKS/BONDS 60/40 PORTFOLIO RETURNS (%)
Last Update: 31 May 2021
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Components
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i

BND - Vanguard Tofal Bond Market  +015 -026 -250 -082 +508 +320 +315

(*) annualized



HEDGING Ry}
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MATHS

REQUIRED DECLINE IN US AND UK 10 YEAR BOND YIELDS TO OFFSET A 10% EQUITY FALL
0.9
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United States United Kingdom

m Current level

m To offset a 10% decline
in equity markets
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MARCH

BLU
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QUO VADIS? Ry}
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BOND MATHS

EXAMPLE 1: If Market Interest Rates Decrease by One Percent

Market Interest Rate 3% 2%
Coupon Rate (semi-annual payments) 3% 3%

Face Value £1.,000 £1.,000
Maturity 10 years 9 years remaiming
Price $1,000 $1,082
Yield to Matunity 3% 2%

EXAMPLE 2: If Market Interest Rates Increase by One Percent

Market Interest Rate 3% 4%
Coupon Rate (semi-annual payments) 3% 3%

Face Value £1.000 £1.000
Matunty 10 years 9 years remamning
Price $1,000 $925

Yield to Maturity 3% 4%

BLU
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SUMMARY BLY

* |Interest rates have fallen for four decades
* Bond investors made more money from capital appreciation than yield
* The 60/40 model has reigned supreme (and is incredibly easy & cheap) to implement

* With interest rates at rock bottom, the risk is to the downside
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PROTECTION - PUTS

At current levels of volatility, it costs more than 4% per year to protect an equity portfolio.
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PROTECTION — DIVERSIFICATION

Pros Cons
Corportate Bonds Liquid High Correlation to I-Equmes
Cheap Interest Rate Risk
Commodities Liquid High Volatility
Contango
: : . Iliquid
Private Markets Low Correlation to Equities .
Expensive
: . Illiqui
Property Low Correlation to Equities quid
Management
Hedge Funds Large Yarlety N Complfex
Low Correlation to Equities Expensive

BLU



FIXED INCOME RETURNS BLL
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RELATIVE VALUE CREDIT BLY
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CONCLUSIONS Ry}

 Government bonds are no longer a free lunch (i.e. protection and getting paid for it)
* Cashis no alternative

e Protection through diversification

* Fixed income alternatives hard to come by

 |nflation versus deflation risk
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STAY IN TOUCH

Daily Trade Report Weekly Blog Webinars, Seminars & Events

Markets up big to start the week. Levels: S&P at 3162 (up 1.5%), Estoxx at 3350 (up 2%)

and EM up 2% at 1067. Treasuries down 0.5% at 177.5 and Gold down 0.25% at 1772. | : Deb Blu Wine Tasting Event Invitation
Oil up 0.5% at 40.5 and Copper up 1% at 6080. Sterling up 0.25% at 1.249 and so is the nveStI ng e t

Euro at 1.128. VIX flat at 27.6 and the ITRX is up 2% at 373.

News flow: China stocks surge on continued government support, US sets new CQSh & Leveroge Date: Wednesday, 11th Septemher

infections record for 27" straight day, London pubs reopen and it was “absolute

madness”. Time: 18:00-21:00

Cash, Capital and Collateral
29/06/2020 | Christian Armbruester

Charts of the day: The China Bull

Venue: Hedonism Wines, 3-7 Davies St, Mayfair, London, W1K 3LD

1. Chinais having quite a run

Dress code: Smart / Business Casual
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Why we must borrow when the giving is
this good.
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Q&A BLU

Any Questions?
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