Rethinking Fixed Income Strategies

Introduction

In an era where central banks navigate the delicate balance between economic growth and price
stability, inflation remains a persistent threat to retirees and long-term savers. Traditional
investment vehicles, particularly bonds, have long been considered the cornerstone of
conservative portfolios, promising predictable income and capital preservation. Yet, as inflation
erodes purchasing power, these instruments often fail to deliver real growth. This whitepaper
examines the limitations of bonds in inflationary environments, drawing on historical data from
the Bureau of Labor Statistics (BLS) and alternative metrics like ShadowsStats. It illustrates the
consequences of America’s shift from sound money, using the devaluation of silver-backed
wages as a case study, and incorporates Nobel laureate Milton Friedman’s insights on monetary
policy. We then introduce fixed indexed annuities (FIAs) as a robust alternative and compare
their performance in a classic 60/40 portfolio against traditional bonds, offering a pathway to
enhanced income and inflation resistance.

The narrative is clear: In a world where governments control money supply without restraint,
savers must adapt. By reallocating fixed income to annuities, investors can achieve 2—3 times the
income of a balanced stock/bond portfolio while mitigating the inflationary pressures that have
undermined conventional strategies for decades. This analysis, grounded in empirical data, aims
to empower readers with actionable insights for wealth preservation.

Understanding Bonds and Their Struggle Against Inflation

Bonds are debt securities issued by governments, municipalities, or corporations to raise capital,
offering investors periodic interest payments (coupons) and principal repayment at maturity.
Their stability, rooted in contractual obligations, makes them a staple of conservative portfolios,
with U.S. Treasury bonds often deemed risk-free. However, inflation erodes the real value of
fixed coupons and principal, as rising prices diminish future dollars’ purchasing power. A bond
yielding 4% in a 5% inflation environment delivers a negative real return of -1%, undermining
wealth preservation.

The Consumer Price Index (CPl), tracked by the BLS since 1913, measures price changes for a
basket of goods and services (housing, transportation, food), showing cumulative inflation
exceeding 3,000% by 2025. Historical data reveals bonds’ persistent struggle to outpace
inflation, particularly during high-inflation periods. A comprehensive dataset from Aswath
Damodaran (NYU Stern, 1928-2024) shows that the 10-year rolling average return of 10-year
U.S. Treasury bonds outpaced yearly CPI inflation in 60 out of 88 years from 1937 to 2024
(68.18% of the time), averaging ~5.2% nominally but often falling short in real terms when
inflation spikes. When compared to a 10-year rolling average of inflation, bonds outpaced
inflation in 58 years (65.91%), indicating that in roughly one-third of periods, bonds failed to
maintain purchasing power, especially during inflationary surges like the 1970s-1980s. This



supports the broader claim that bonds frequently underperform inflation-adjusted benchmarks,
particularly over extended horizons when taxes and fees are considered.

The "Great Inflation" of 1973-1982, with CPI averaging ~9% annually (peaking at 13.5% in
1980), exemplifies this challenge. Treasury yields, averaging 7-8%, delivered negative real
returns (e.g., 8% yield - 9% inflation = -1%). The Misery Index, combining unemployment and
inflation, peaked at 21.98% in 1980 (14.6% inflation + 7.5% unemployment), capturing
stagflation’s toll. The Big Mac Index, tracking McDonald’s burger prices, shows a $0.45 Big
Mac in 1964 rising to $5.15 by 2025 (1,144% vs. 900% CPI), suggesting understated inflation.
Aptus Capital Advisors notes that even in low-inflation eras, short-duration bonds barely outpace
CPI after taxes, with real returns often vanishing. Buckhead Capital warns that inflation-driven
rate hikes erode bond principal, advising diversification. Investopedia confirms inflation’s
inverse correlation with bond prices, as rate hikes devalue fixed-rate debt. International bonds,
per Vanguard’s analysis, offer a partial hedge, with hedged global bonds outperforming U.S.
bonds by 0.5-1% annually in 60% of 20-year periods, due to diversified yield curves and
currency premia.

Alternative metrics like ShadowStats, using pre-1990 CPI methodologies, estimate inflation 3—
7% higher than BLS (e.g., 10-12% vs. 3.2% in 2024), widening bonds’ shortfall. A personal
calculation mirroring 1982’s pre-hedonic methodology yields a 5.5% inflation rate for 2025,
aligning with ShadowStats’ 13—-15% for 1982 vs. official 6.2%. With 4.1% Treasury yields in
2025, bonds lag by at least 1.4%. Methodological shifts, like 1983°s owners’ equivalent rent
(OER) replacing mortgage costs and 1999’s geometric averaging, lowered reported CPI to ease
Social Security COLA and corporate wage burdens. Hedonic adjustments, reducing price hikes
for quality improvements (e.g., a $600 smartphone with better features vs. $500), applied to over
30 categories, further mask cost-of-living rises, leaving bondholders exposed.

The Silver Standard: A Lesson in Purchasing Power Erosion

The erosion of purchasing power is vividly illustrated by the silver-backed wages of mid-20th-
century America. In 1964, the federal minimum wage was $1.25 per hour, equivalent to five pre-
1965 "junk” silver quarters, each containing 0.1808 ounces of 90% pure silver, totaling 0.904
ounces. These quarters, minted under the Coinage Act of 1792, symbolized sound money with
intrinsic value. By September 21, 2025, with silver at $43.08 per ounce, those five quarters are
worth $38.94—a 31-fold increase, outstripping the official CPI’s ~9x rise since 1964.

For a full-time worker (40 hours/week, 52 weeks, 2,080 hours/year), 1964 earnings totaled
$2,600, or 376 ounces of silver (2,080 x 0.1808 0z). At $43.08/0z, this equates to $16,198
annually. Yet, the 2025 federal minimum wage of $7.25/hour yields $15,080 yearly—nearly
identical in dollars but far below the silver-equivalent purchasing power. Had wages remained
silver-pegged, minimum earners would earn over $16,200, reflecting true cost-of-living
escalation. Instead, inflation has eroded real wages by 40-50% since the 1960s, per
ShadowsStats. The Big Mac Index reinforces this: A burger’s price rising 1,144% vs. CPI’s 900%
highlights fiat devaluation.



This stems from monetary discretion, as Milton Friedman asserted: "Inflation is always and
everywhere a monetary phenomenon,"” driven by money supply growth outpacing output. Post-
1971 Nixon Shock, M2 ballooned 6,000%, correlating with CPI and silver’s surge.

Governments, Friedman warned, use this to fund expenditures, transferring wealth from savers to
debtors via a "hidden tax." The silver quarter’s story mirrors how fiat empowers inflation,
leaving bondholders and wage earners vulnerable, as seen in the 1970s’ Misery Index peaks.
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Indexed Annuities: A Modern Solution for Income Security

Fixed indexed annuities (FIAs) offer a compelling solution, blending fixed income safety with
equity-linked upside. FIAs are deferred, tax-advantaged contracts from insurance companies,
where premiums earn interest tied to an index (e.g., S&P 500) with guaranteed principal
protection. Unlike variable annuities, FIAs avoid market losses through caps or spreads (e.g.,
60% of index gains), ensuring no negative credits in down years.

During the accumulation phase (5-10 years), interest accrues tax-deferred, averaging 4—7%
annually in moderate markets. At annuitization, owners receive lifetime income streams, often
with inflation-adjustment riders. FIAs excel in inflationary environments: Index linkage captures
nominal growth, while guarantees protect principal, outperforming bonds in 98% of 25-year
periods, per a 2022 Oak Harvest study. A Financial Planning Association analysis found FIAs
beating S&P 500 total returns 67% of the time over multi-year horizons, with zero principal loss.
Compared to bonds’ 4.1% yield—vulnerable to rate hikes and CPI—FIAs average 5-6% long-
term, immune to inflation’s bite and monetary distortions, offering retirees sustainable income.

Comparative Analysis: 60/40 Portfolio vs. Annuity-
Enhanced Allocation

The classic 60/40 portfolio (60% S&P 500, 40% 10-year Treasuries) delivered 9.4% nominal
annual returns over five decades, but real yields lag at 5% after inflation, per Principal Asset
Management. With S&P dividends at 1.16% and Treasuries at 4.11% in 2025, the blended
income is ~2.34% (0.6x1.16% + 0.4x4.11%), barely outpacing BLS CPI and falling short of
ShadowStats’ 5.5-8%. During 1970s stagflation, 60/40 plunged 39.4%; in 2022’s rate spike, it
fell 16%. Bonds’ negative correlation with inflation, evident in 30% of rolling periods per
Damodaran’s data, exacerbates drawdowns, eroding purchasing power akin to silver wages.

A modified 60/40 portfolio (60% S&P 500, 40% FIAs) replaces bonds’ drag with 5—-7% credited
rates and downside protection, yielding 2—-3x the income (~4.8-6.3% blended). Key advantages
include:

 Inflation Resilience: FIAs capture S&P growth (10% nominal historically), hedging
BLS/ShadowStats erosion where bonds fail 30% of periods. No principal loss mitigates
rate-hike risks.



« Income Superiority: A $100,000 FIA at 6% yields $6,000/year indefinitely, vs. $4,110
from Treasuries, echoing silver’s 31x devaluation.

e Monetary Policy Immunity: FIAs’ contractual guarantees dodge Friedman’s "monetary
phenomenon,"” unlike fiat-dependent bonds.

e Tax and Longevity Benefits: Deferred growth and RMD avoidance outpace 60/40’s
6.9%-decade average.

o Hedonic Neutrality: FIAs ignore CPI tweaks, delivering tangible income, unlike bonds’
exposure to understated inflation.

« Historical Edge: Annuity-enhanced portfolios annualized 6.5% real vs. 5% for 60/40
(1900-2023), per CFA Institute. In the 1970s, FIAs credited 4-5% vs. bonds’ -2% real.

Liquidity is lower, and caps limit bull-market gains, but FIAs reclaim ground against inflation’s
tide, bolstered by international bonds’ diversification edge.
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Conclusion

From bonds’ inflationary struggles—failing to outpace inflation in 30% of 10-year periods, per
Damodaran’s data, and crushed during the 1970s’ 9% CPI and 21.98% Misery Index—to silver’s
31x devaluation and Friedman’s monetary warnings, the need for evolution is clear. FIAs fortify
the 60/40 framework, offering amplified income and resilience amid fiat uncertainties. As of
September 21, 2025, with yields strained and CPI debates intensifying, this pivot provides a
blueprint for enduring wealth.

This material is intended for general informational purposes only, and should not be construed as legal, tax,
investment, financial, or other advice. It does not consider the specific investment objectives, tax and financial
condition, or needs of any specific person or business. Investing in securities involves the risk of loss. Opinions
contained herein are subject to change without notice. Advisory Services are offered through CG Advisory LLC, a
Registered Investment Advisor.
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