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Risk- and Inflation-Adjusted Returns

| recently read a memo titled The Indispensability of Risk from Howard Marks of Oaktree. In it he
quoted himself from a previous memo titled Fewer Losers, or More Winners!?

...not having any losers isn’t a useful goal. The only sure way to achieve that is by not taking any
risk. But ... risk avoidance is likely to result in return avoidance. There’s such a thing as the risk of taking
too little risk. Most people understand this intellectually, but human nature makes it hard for many to
accept the idea that the willingness to live with some losses is an essential ingredient in investment
success.

As Howard mentions, most of us can understand this, but sometimes when we see the negative
returns for certain investments on our statements it makes it more difficult to accept. In any
diversified portfolio there are always going to be winners and losers from year-to-year.

Speaking of risk, Meb Faber, founder of the Cambria Funds, recently posted some interesting data
tracking various assets from 1926-2022.

Annualized Returns -2.94% 0.36% 6.85% 4.61% 183% 2.00%

Volatility 1.82% 1.82% 18.80% 16.04% TATH 14.99%
Max Drawdown 94.22% -48.91% -79.18% -78.01% -60.63% -84.39%
% Positive Months 36.34% 60.82% 59.97% 57.04% 53.61% 41.49%
Worst 1 Year Returns -16.90% -16.58% “63.95% -56.75% 24.69% 42.24%
Worst 3 Year Returns 28.90% -25.33% -76.08% -64.07% -34.87% -50.76%
Worst 5 Year Returns -38.18% “28.11% 51.7066 -T6.33% -38.62% BT.42%
Worst 10 Year Retums -ST.24% -42.29% -45.45% -70.89% -44.43% -65.24%

SOURGE: Glotal Financial Data, Meb Faber as of 12731722 Performance is hypothetical,

As you can see from these real returns, meaning they have been adjusted for inflation, US Stocks
aren’t the only asset class that can have large drawdowns over |, 3, 5 and 10 year periods. T-Bills
and 10-year bonds have had some substantial drawdowns over those time periods, mainly do to
the impact of inflation on their nominal returns. This is important to think about today when we
see yields on CDs, money market accounts and bonds of various maturities in the 5% range.
What may seem like a great risk-free return today may not be so after adjusting for inflation years
from now.



BARRISTER
BULLETIN

Real Retumns After Inflation 1926-2022 Cash T-bills US 60 / 40 GAA
Annualized Returns 0.36% £.28% 4.64%
Volatility 1.82% 11.92% 8.40%
Max Drawdown -48.91% -53.79% -33.96%
% Positive Months 60.82% 58.93% 63.40%
Worst 1 Year Returns -16.58% -43.26% -15.37%
Worst 3 Year Returns -25.33% -49.30% -22.98%
Worst 5 Year Returns -28.11% -26.33% -15.79%
Worst 10 Year Returns -42.29% -31.89% -18.18%

SOURCE: Gicbal Financial Data, Meb Faberas of 12/31/22. Porformance is hypothatical,

Not surprisingly, the best risk-adjusted portfolio over the period Meb studied was a globally
diversified one. This is why we stay globally diversified despite US returns recently being
substantially better than international, emerging and frontier markets. As Howard Marks
discussed, we take those drawdowns now so that over time we generate the best risk and
inflation adjusted returns that we can in our portfolios.

As always if you have any questions please don’t hesitate to reach out.

Best,
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DISCLOSURES

Past performance may not be indicative of future results. Historical performance results for investment
benchmarks/indexes have been provided for general comparison purposes only, and generally do not reflect
the deduction of transaction and/or custodial charges, the deduction of an investment management fee, nor
the impact of taxes, the incurrence of which would have the effect of decreasing historical performance
results. It should not be assumed that an account’s holdings correspond directly to any comparative
benchmark or index. Each index used as proxy for a given asset class/investment category referenced in
this newsletter is a commonly used benchmark for that asset class. An investor may not directly invest in
an index.

Some information in this newsletter is gleaned from third party sources, and while believed to be reliable, is
not independently verified. Other information presented herein is based upon facts derived from publicly
available information, and is also based on certain assumptions, including that there are no additional
changes to current tax law, and that demographic information regarding retirement plan contributions also
remains unchanged.

This material is intended to be educational in nature, and not as a recommendation of any particular
strategy, approach, product or concept for any particular advisor or client. These materials are not intended
as any form of substitute for individualized investment advice. The discussion is general in nature, and
therefore not intended to recommend or endorse any asset class, security, or technical aspect of any security
for the purpose of allowing a reader to use the approach on their own. Before participating in any
investment program or making any investment, clients as well as all other readers are encouraged to consult
with their own professional advisers, including investment advisers and tax advisors. Barrister can assist in
determining a suitable investment approach for a given individual, which may or may not closely resemble
the strategies outlined herein.

Barrister is registered as an investment adviser within the jurisdictions in which it is required to do so,
Registration as an investment adviser does not imply any certain degree of skill or training. Barrister’s
ADV Firm Brochure is available at www.Barrister.net



