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The Current View

• The Current View

Bond Bears Roar:  The three 
decade long bull market in 
bonds is likely over, but we are 
not in a bear market yet and 
investors should not abandon 
bonds.

More Signs U.S. Economic 
Growth is Gathering 
Momentum:  Recent reports on 
Philly and Richmond Fed 
Indices, housing data, consumer 
confidence, and durable goods 
were all strong and significantly 
above estimates. 

Bond Bears Roar

The over three decade long bull market in bonds appears to be over. Bond bears
awoke from their 30+ year slumber and slammed bonds across-the-board in May and
June. While interest rates, which move in the opposite direction of bond prices,
actually bottomed last summer after a steady decline of more than 30 years, the recent
sell-off in bonds and increase in rates has been epic. Indeed, the violent spike in rates
since early May has been one of the most rapid increases ever, as the yield on the U.S.
10-year Treasury Note has increased almost 60% in just seven weeks to around 2.60%.
Still low by historical standards, the rate of change has spooked bond investors, who
have all headed for the exits, driving bond prices lower and yields higher.

This Time It’s Different

There have been intermittent spikes in interest rates since 2010, yet all have been
quelled by round after round of massive quantitative easing (“QE”) by the Fed. The
Fed is still buying $85 billion per month of bonds in an effort to stimulate the
economy. However, in his speech last Tuesday, Fed Chairman Ben Bernanke
suggested that the Fed may reduce the level of QE if the economy demonstrates
sufficient improvement. That the mere hint of a possible scaling back of QE, not an
end, caused such a move higher in rates is disconcerting. Therefore, the most recent
move higher in rates is clearly different than any recent spikes, both in terms of its
origin and its voracity.

The carnage in the bond market has been severe. The long-term U.S. Treasury Bond
Index has dropped over 4% this month and is down 10% year-to-date. The world’s
largest bond mutual fund, the Pimco Total Return Fund, is down 6% in less than two
months and is now down 4% for 2013. Finally, the largest bond index ETF, the
iShares Investment Grade Corporate Bond Fund (LQD), has declined 9% since May 1
and is off 6% year-to-date.

Thank you for your trust in us. We value our relationship with you. If you have friends, family or
colleagues that could benefit from our range of investment, trust, and financial planning
services, we would be honored by your referral.
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The Current View

Bond Bears Roar Continued…..

Abandon Bonds?

So should investors throw in the towel and get out of bonds? Every person and their
investment portfolio is unique and this should be discussed with one’s advisor, but
abandoning bonds is probably not a good idea. To be sure, there are risks to owning
bonds and bond funds, and fixed income investments in general will be challenged if
interest rates and inflation accelerate higher, yet bonds have an important place in a
properly designed asset allocation strategy. Should the economy slow or recede,
investors will return to bonds seeking safety and income. Moreover, selling bond
investments now seems akin to selling stocks after a nasty sell-off. The pace of the
recent increase in interest rates is likely unsustainable. Markets typically overreact
and overshoot fair value and it appears that bonds have overshot to the downside in
the short-run.

Finally, bond prices will likely stabilize and could continue to provide a steady low
single digit return amid a sluggish economic environment. Bonds flourish during
periods of deflation and slower growth, and suffer during periods of faster growth and
inflation. In order for a real bear market to begin in bonds, real GDP growth will need
to accelerate. As Bill Gross, the “bond king” and manager of the aforementioned
Pimco Total Return fund, recently tweeted:

“30-yr bond bull mkt over but bear market begins only with consistent 2-3% real and
4-5% nominal GDP growth. Not there yet. Maybe never.”

More Signs U.S. Economic Growth Gathering Momentum

Clearly Mr. Gross is somewhat skeptical regarding U.S. economic growth. His caution
is understandable given the unprecedented territory we find ourselves in with QE etc.,
yet recent data have been unambiguously strong:

• Philly Fed Business Activity Index: released June 20 increased from -5.2 in May to
12.5, well above estimates of -2 and the highest reading since April 2011. The
current new orders index in the survey increased from -7.9 to 16.6.

• Richmond Fed Business Activity Index: Reported June 25, increased to 8 in June
vs. -2 in May and vs. an estimate of 2, the first positive reading since March and the
highest since November 2012. The New Orders component rose to 9 from -10 in
May.
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The Current View

More Signs U.S. Economic Growth Is Gathering Momentum Continued…..

• Housing: U.S. new home sales climbed 29% from a year earlier in May to an annual
pace of 476,000, the highest since July 2008 and far exceeding estimates. The
Case-Shiller 20-City Index surged 12.1%, well ahead of the 10.6% estimate. This
was the highest monthly gain in the history of the index. While housing has been
booming, there is still room to go as the composite is back to 2004 levels and still
down 27% from the June/July 2006 peaks.

• Consumer Confidence: The Conference Board reported June 25 that Consumer
Confidence rose to a five year high at 81.4, up sharply from the 74.3 in May, well
above the consensus estimate of 75.5.

• Durable Goods: Reported June 25, rose 3.6% in May vs. an estimate of 3.0%.
Orders of core capital goods increased 1.1% vs. an estimate of 0.3%, the third
monthly straight gain.

Of course, while the recent data points have been good and well above expectations,
most Americans would not characterize the economy as “strong.” We are still plagued
by serious issues, including too much debt, too many people out of work, and too
many people on government assistance. Therefore, while the marginal news is
encouraging, our long-term structural issues, namely deleveraging, will continue to
restrain economic growth.
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Another View

Long-Term Care: Watch the Terminology When Buying a Policy

Source: Financial-Planning.com March 2011

According to the U.S. Department of Health and Human Services, seventy percent of
all Americans who reach age 65 will need extended care during their lifetimes. Many
of those will need care for five years or more. Medicare only covers medically
necessary care and focuses on short-term services that are expected to improve. It
does NOT cover custodial care, so the largest part of long-term care services are
typically not covered. Therefore, in order to avoid depleting assets or even completely
running out of money, it may be wise to consider some form of long-term care
insurance coverage. These policies are available as stand alone products, or may be
intertwined with other products, such as life insurance.

Following are pitfalls that you will want to avoid, particularly when buying a stand-
alone policy:

• Elimination period - The elimination period is the time you have to wait to receive
benefits. Do not purchase a policy that has a “service day” elimination period.
Instead, the qualification for benefits should be based on the individual’s need for
assistance with “activities of daily living”.

• Insurance benefit - Choose a policy where benefits are “aggregated on a monthly
basis”. Do not buy one with a “daily benefit.” For example, if the daily benefit is
capped at $300 and the monthly benefit is capped at $6,000, a covered period of
10 days costing $600 per day would be paid at $3,000 for the daily benefit method
and $6,000 if the monthly aggregate method is used.

• Reimbursement vs. Cash Benefit - Select a “cash benefit”. The monthly benefit
amount may be the same under both options. However, with the reimbursement
method, you will have to submit bills to the insurance company for approval and
will receive payment for only those bills even if your monthly limit is not met. With
the cash benefit method, you will be paid the entire monthly benefit once you have
qualified, regardless of the amount or nature of your expenses.

• Home-care benefit - Some policies offer a 50% or 75% of home care benefit. Look
for a policy that pays 100% of home care.
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Another View

Long-Term Care: Watch the Terminology When Buying a Policy 
Continued…

Source: Financial-Planning.com March 2011

• COLA option – Long-term healthcare costs have gone up about 5% per year in the
past few years. It is therefore important to include a “cost-of-living” feature in your
policy. If absolutely unaffordable, at least add a “guaranteed purchase option”
which lets you increase your benefits every few years without evidence of
insurability.

• Compound COLA – The argument for choosing compound COLA rather than
simple COLA is based on the thought that the benefits won’t be needed until late in
life (eighties or later). Most adults, however, require care prior to that age and can
buy a higher benefit if they choose the simple COLA feature. It can take many
years to reach the cross-over point where the compound COLA benefits meet and
exceed those of the simple COLA.

• Tax Subsidies – Part of your and your spouse’s long-term care premiums may be
deductible on your tax return. Be sure to take advantage of this deduction if it is
applicable for you.


