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 Interest rates have been on a long and slow decline for the last 30 years. Unfortunately, there must be a 

bottom. The sharp spike in rates since the beginning of May signals an end of an era. During the past 30 

years, fixed income assets provided exceptional returns, especially on a risk adjusted basis. This is the income 

many people relied on to live and retire. Now, with interest rates reversing from a multi-decade decline, 

investors must search for new ways to find income. 

The recent market activity in the past two months has been a wake-up call to investors.  Fixed income 

securities, traditionally “safe” assets, have lost immense value very quickly. The question now becomes “where 

can I find income in a low, but rising rate environment?” Fixed income securities are no longer going to be a 

way to garner sufficient income, as the expected return for bonds has fallen dramatically. Investors will need to 

search elsewhere. Fortunately, there are alternatives even in this environment, as long as one is willing to 

redefine their conceptions of safe income.  

An Eye Opening Turn of Events  

 On Tuesday June 25th, the yield on the 10-Year Treasury Note hit a nearly two year high of 2.6%.  This 

represents a 97 basis point increase since the beginning of May, a mere 38 trading days.  

 Since 1991, the average number of trading days it took for the yield on the 10-Year T-Note to rise 100 

basis points was 80 trading days.  

 From June 15th-19th, the yield rose nearly 40 basis points, the largest one week move in 10 years. 

 Interest rates have since pulled back to around 2.5%, a level we expected by the end of 2013. 

Since interest rates began their sharp escalation 7 weeks ago, most fixed income products have declined 

severely in value, as fear and strong selling pressure compounded upon each other, creating a snowball effect 

on the credit markets. The Barclays US Aggregate Bond Index is on track to have its first negative year since 

1999. 

This broad market correction may have been a gross overreaction to Ben Bernanke’s comments last week. 

The stimulus will end and interest rates will rise (albeit, not at the current pace). Tightening Fed policy is a 

positive sign however, signaling that the economy is in fact healthy enough to creep along on its own without 

the Fed’s foot on the gas pedal. Some economists, notably Brian Wesbury, Chief Economist at First trust, even 

argue that too much credit was given to the Fed and QE in the first place, stating that it had little effect on the 

recent growth of the economy. Regardless, stimulus will end, the economy will chug along, and investors will 

regain confidence in the market.  
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Equity Markets: The New “Safe” Asset Class?  

Now that the 30 year decline in rates seems to be ending, an entirely new philosophy must now be created, as 

the search for income need now be considered a search not necessarily for yield, but for total return. Equity 

markets, therefore, provide an excellent long term investment opportunity, delivering dividend payments and 

potential for significant price appreciation.  

US Markets:  Long term prospects for US equities look promising as corporations are more cash rich than they 

have ever been and PE ratios are lower today than they were in 2008.  

Emerging Markets: The spread between US equities and Emerging Markets is at an unprecedented 27% YTD. 

Emerging Market countries are expected to experience an 8-9% annual GDP increase over the next several 

years, exhibiting strong potential for equity markets. Funds with attractive valuations such as IEMG and EEM 

should perform well in this environment. 

With 3% dividend yields and the potential for 6-10% price appreciation, this is the new way in which investors 

must seek to generate risk adjusted income.  

Fixed Income: A Ticking Time Bomb  

Short Term: We see opportunity only in the shorter term. Goldman Sachs estimates the year end 10 Year 

Treasury rate to be 2.50%, slightly below the current level. For that reason, the recent spike in rates has 

increased yields and created an attractive entry point for shorter duration bond funds like CMF and MUB.  We 

also see upside in shorter duration floating rate securities such as bank loans, recently purchasing high 

yielding BKLN. First Trust, using estimates based on historical data, shows that bank loans would 

hypothetically be the best performing fixed income asset class in the case of a 1% rise in interest rates, 

estimating a 5.10% return.   

Long Term: Long term bonds and bond funds such as TLT are highly sensitive to rising rates and have lost 

significant value (5-10%) in the recent months. As interest rates rise, the case will worsen for these securities 

as funds that have poured into bonds during the last few years begin to leak out.  

The End of an Era 

Gone are the days of safe, high yielding bonds. New methods to invest and seek return must be devised in 

order to capture similar benefits to the last 30 years.  

Disclosures 
The views of Miracle Mile Advisors, LLC (“MMA”) may change depending on market conditions, the assets 

presented to us, and your objectives. This research is based on market conditions as of the printing date. The 

materials contained above are solely informational, based upon publicly available information believed to be 

reliable, and may change without notice. MMA makes every effort to use reliable, comprehensive information, 

but we make no representation that it is accurate or complete.  We have no obligation to tell you when opinions 

or information in this report change.   

MMA shall not in any way be liable for claims relating to these materials, and makes no express or implied 

representations or warranties as to their accuracy or completeness or for statements or errors contained in, or 

omissions from, them. This report does not provide individually tailored investment advice.  It has been 

prepared without regard to the individual financial circumstances and objectives of persons who receive it.  The 

securities discussed in this report may not be suitable for all investors. MMA recommends that investors 

independently evaluate particular investments and strategies, and encourages investors to seek the advice of 

a financial adviser.  The appropriateness of a particular investment or strategy will depend on an investor’s 

individual circumstances and objectives. 
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This report is not an offer to buy or sell any security or to participate in any trading strategy.  In addition to any 

holdings that may be disclosed above, owners of MMA may have investments in securities or derivatives of 

securities mentioned in this report, and may trade them in ways different from those discussed in this report.  

The value of and income from your investments may vary because of changes in interest rates or foreign 

exchange rates, securities prices or market indexes, operational or financial conditions of companies or other 

factors.  There may be time limitations on the exercise of options or other rights in your securities transactions.  

Third-party data providers make no warranties or representations of any kind relating to the accuracy, 

completeness, or timeliness of the data they provide and shall not have liability for any damages of any kind 

relating to such data.  

The information and analyses contained herein are not intended as tax, legal or investment advice and may 

not be suitable for your specific circumstances; accordingly, you should consult your own tax, legal, investment 

or other advisors, at both the outset of any transaction and on an ongoing basis, to determine such suitability. 

Legal, accounting and tax restrictions, transaction costs and changes to any assumptions may significantly 

affect the economics of any transaction. MMA does not render advice on tax and tax accounting matters to 

clients. This material was not intended or written to be used, and it cannot be used by any taxpayer, for the 

purpose of avoiding penalties that may be imposed on the taxpayer under U.S. federal tax laws.  

The projections or other information shown in the report regarding the likelihood of various investment 

outcomes are hypothetical in nature, do not reflect actual investment results and are not guarantees of future 

results. 

Other Important Disclosures 

Physical precious metals are non-regulated products. Precious metals are speculative investments and, as 

such, their value can be subject to declining market conditions. Real estate investments are subject to special 

risks, including interest rate and property value fluctuations as well as risks related to general and local 

economic conditions. Foreign/Emerging Markets:  Foreign investing involves certain risks, such as currency 

fluctuations and controls, restrictions on foreign investments, less governmental supervision and regulation, 

and the potential for political instability.  In addition, the securities markets of many of the emerging markets 

are substantially smaller, less developed, less liquid and more volatile than the securities of the U.S. and other 

more developed countries.  This report or any portion hereof may not be reprinted, sold or redistributed without 

the written consent of MMA.  

 

 

 

 

 

 

  

 

 

 

 

 


