
A flexible and dynamic investment strategy designed for 
investors concerned about or vulnerable to inflation. 

Rising inflation rates leave many retired investors with increasing payments and declining assets. The CLS 
Inflation Quad may help balance this by replacing existing core assets with those more sensitive to inflation.

Benefits of the CLS Inflation Quad to investors:

COMMODITIES TREASURY
BILLS

TIPS TRADITIONAL

Through CLS Active Quads, investor assets are allocated among four asset class quadrants that invest in a total 

of eight or fewer Exchange Traded Funds (ETFs), which are actively adjusted. The limited number of ETFs used 

within these tactical strategies means that the allocation within each quadrant may be more concentrated than 

a broadly diversified portfolio. CLS Quads are designed to be applied to a satellite allocation and should be 

used for a portion of a client’s diversified portfolio.

• Takes place of a static position in commodities and 
inflation-linked bonds.

• Allows an allocation to a strategy that seeks to 
dynamically manage inflation risk for the portion of the 
portfolio that the investor determines is appropriate.

• Designed to improve a portfolio’s ability to tolerate 
inflation without requiring a permanent allocation to 
commodities and TIPS when market conditions are 
unattractive for those asset classes.

INFLATION QUAD
An Investor’s Guide to CLS’s ACTIVE



The Inflation Quad offers exposure to four asset classes that react differently to various inflation 
environments. It offers access to assets that traditionally have provided protection against rising 
inflation rates, as well as the flexibility to own stocks and bonds when deflation is more likely. 

COMMODITIES TREASURY
BILLS

TIPS

TRADITIONAL The Quad invests in TIPS when they are capable of effectively reducing the risk of inflation 
but avoids them when they are risky, such as when real yields are low or even negative.

Treasury Inflation Protected Securities (TIPS)

COMMODITIES

TREASURY
BILLS

TIPS TRADITIONAL

Historically, commodities have done well during periods when inflation is increasing. The 
Quad tactically increases the allocation to commodities when they are believed to likely 
provide effective protection against rising inflation or inflation expectations.  

Commodities

U.S. Treasury bills typically track the inflation rate and, over short periods, are less adversely 
affected than stocks and bonds when inflation is high or increasing. So, the Quad may use 
Treasury bills as an attractive temporary alternative to stock and bonds in an inflationary period.

Treasury Bills

TREASURY
BILLS

COMMODITIES

TIPS TRADITIONAL

Stocks are not used to protect against near-term inflation. Rather, they are used to seek 
protection against future inflation by generating positive real returns. Stocks tend to go 
down in the near term when inflation rises. Bonds, on the other hand, are very vulnerable 
to inflation. By including traditional stocks and bonds, the Inflation Quad can offer a tactical 
approach that allows for appreciation opportunities when the risk of inflation is already 
reflected in the market and inflation is likely to decline. 

Traditional (Stocks and Bonds)

COMMODITIES TREASURY
BILLS

TIPS

TRADITIONAL

To provide a higher real return to investors during periods of high inflation than a traditional 
portfolio of equities and Treasury bonds. Over the long term, the Quad seeks to have lower 
risk than a traditional asset portfolio comprised of stocks and bonds.

Overall 
Investment 
Objective:

CLS determines allocations between the four asset classes by assessing three score calculations:
• Absolute Yield Score - measures the absolute level of real yields
• Market Conditions Score - measures the attractiveness of real yields relative to nominal 

yields and the potential for changes in the inflation environment.
• Relative Valuation Score - evaluates long-term return potential.
Allocations to each quadrant are easily adjusted based on real interest rates, the quadrant’s 
holdings’ relationship to nominal rates, and their relative value.

Determining 
Allocations:

Morningstar U.S. Real Asset IndexBenchmark:



Hypothetical Inflation Quad Positioning
During Various Inflation Scenarios

Weak Growth with High or Low Inflation
Hypothetical quad positioning:
Overweight Cash 16% 32%

19% 33%

The Inflation Quad may have high allocations to cash during 
two economic environments. The first is in a “stagflation” 
type of economy with moderately high inflation in which 
Treasury yields are high but TIPS yields are low. The second 
is when low interest rates occur in conjunction with inflation 
low enough to indicate an unhealthy economy and a generally 
weak outlook for most asset classes.

Inflation Protection Too Expensive

The Inflation Quad will tend to favor traditional asset classes, 
such as Treasury bonds and stocks, when both interest rates 
and inflation are high and valuations are low. Those conditions 
indicate that investors may be paying too much for the 
inflation-fighting characteristics of TIPS, and not paying enough 
for the earnings growth of equities.10
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Hypothetical quad positioning:
Overweight Traditional

Overheating Economy

The Inflation Quad will tend to be overweight TIPS when 
interest rates are generally high, when interest rates on TIPS are 
high relative to other Treasuries, and, to a lesser extent, when 
inflation itself is moderate. These conditions tend to occur at 
the end stages of high inflation, high rate cycles.
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Hypothetical quad positioning:
Overweight TIPS

Interest Rates Too Low

When TIPS interest rates and inflation are both low, and especially 
when Treasury yields are even lower than they should be in that 
circumstance, investors are likely to overvalue traditional asset 
classes. During periods with low interest rates and commodity 
valuations, the Inflation Quad may favor commodities, which can offer 
inflation protection without sacrificing too much interest.

Hypothetical quad positioning:
Overweight Commodities 24%

24%39%

14%



Research Provider

In addition to the portfolio management and analysis 
from CLS’s own internal teams, CLS relies on Enduring 
Investments, LLC to provide research to drive the strategy 
behind the Inflation Quad.

Enduring Investments is a boutique consulting and 
investment management company that offers focused 
inflation-market expertise. Since 2003, Managing Principal 
Michael Ashton has played an integral role in developing 
the U.S. inflation derivatives markets and is widely viewed 
as a premier subject matter expert on inflation products 
and inflation trading. While at Barclays, he traded the first 
interbank U.S. CPI swaps. He was primarily responsible for 
the creation of the CPI Futures contract that the Chicago 
Mercantile Exchange listed in February 2004 and was the 
lead market maker for that contract.

Mr. Ashton has written extensively about the use of 
inflation-indexed products for hedging real exposures, 
including papers and book chapters on “Inflation and 
Commodities,” (co-written with PIMCO’s Dr. Robert 
Greer),  “The Real-Feel Inflation Rate,” “Hedging Post-
Retirement Medical Liabilities,” and “Liability-Driven 
Investment For Individuals.” He frequently speaks in front 
of professional and retail audiences and runs the Inflation-
Indexed Investing Association.

Prior to founding Enduring Investments, Mr. Ashton 
worked as a trader, strategist, and salesman at several 
respected sell-side institutions, including Natixis, Deutsche 
Bank, Bankers Trust, Barclays Capital, and J.P. Morgan.

Mr. Ashton received a Bachelor of Arts degree in 
Economics from Trinity University in 1990 and was 
awarded his CFA charter in 2001. 

This material does not constitute any representation as to the suitability or 
appropriateness of any security, financial product or instrument.  There is 
no guarantee that investment in any program or strategy discussed herein 
will be profitable or will not incur loss.  This information is prepared for 
general information only.  It does not have regard to the specific investment 
objectives, financial situation, and the particular needs of any specific 
person who may receive this report.  Investors should seek financial advice 
regarding the appropriateness of investing in any security or investment 
strategy discussed or recommended in this report and should understand 
that statements regarding future prospects may not be realized.  Investors 
should note that security values may fluctuate and that each security’s price 
or value may rise or fall.  Accordingly, investors may receive back less than 
originally invested.  Past performance is not a guide to future performance.  
Individual client accounts may vary.  Investing in any security involves certain 
non-diversifiable risks including, but not limited to, market risk, interest-rate 
risk, inflation risk, and event risk.  These risks are in addition to any specific, 
or diversifiable, risks associated with particular investment styles or strategies.

The Morningstar US Real Asset Index is a diversified portfolio of four 
different asset classes that have historically displayed high sensitivity to 
inflation.  Asset classes include a 40% allocation to Treasury Inflation 
Protected Securities, a 30% allocation to Commodities, a 15% allocation to 
Real Estate Investment Trusts, and a 15% allocation to Commodity Stocks.  
An index is an unmanaged group of stocks considered to be representative 
of different segments of the stock market in general.  You cannot invest 
directly in an index.

An ETF is a type of investment company whose investment objective is to 
achieve the same return as a particular index, sector, or basket. To achieve 
this, an ETF will primarily invest in all of the securities, or a representative 
sample of the securities, that are included in the selected index, sector, or 
basket.  The primary diversifiable risk is business risk.  Other diversifiable 
risks may apply based on the assets which the ETF invests in.

Investing in commodities refers to investing in trade goods used in commerce.  
When traded on an exchange, all commodities must meet a minimum 
acceptable grade called the Basis Grade.  Diversifiable risks may include, but 
are not limited to business risk, capital risk, and regulatory risk.

Treasury Securities are securities issued by the U.S. Government.  Generally 
issued to fund its operations and backed by the full faith and credit of the 
U.S. Government, treasury securities are considered extremely low risk 
investments and may include: Treasury Bills (T-Bills), Treasury Notes, Treasury 
Bonds (T-Bonds), or Treasury Inflation Protected Securities (TIPS).  The return 
on treasury investments is measured by the Treasury Yield.  The primary 
diversifiable risk is opportunity risk.

Bonds are a type of debt instrument issued by a government or corporate 
entity for a defined period of time at a fixed interest rate.  The most common 
risks for bonds are non-diversifiable risks, but bonds may be subject to 
diversifiable risks including, but are not limited to, call risk, reinvestment risk, 
and credit risk.  High yield bonds, or junk bonds, will be subject to an even 
greater degree of these aforementioned risks as well as subject to credit risk 
and business risk.
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