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Since the start of December 2016, there have been two 
increases in the federal funds rate. While the Federal Open 
Market Committee (“FOMC”) had been transparent about 
its intent to raise rates, what remains unknown is how 
investors will react over time to future increases. In March 
2015, Eye on the Market (“EotM”) looked at what was driving 
market participants into yield-oriented investments, 
including bond and bond-like portfolios. Now that short-
term interest rates have risen, EotM revisits the topic and 
attempts to see whether investors will continue playing the 
same tune, or be inspired to create their own music. 

THINK ABOUT IT (LYN COLLINS)

As Chart 1 indicates, the U.S. 10-year Treasury declined 
from its early 1995 high to its low in the summer of 2016. 
Over this same period of time, assets in bond and bond-like 
funds increased rather dramatically, especially following 
the financial crisis. In addition to interest rates falling for 
most of this period, the demographics of the United States 
changed. It was during this window of time that the baby-
boom generation began to retire. 

Probably the most noticeable shift on Chart 1 was the 
near exponential growth of yield-oriented investments 
beginning in the summer of 2009 until the summer of 
2013, when the pace of growth began to slow. During this 
four-year period, the compounded annual growth rate 
of assets in these strategies was nearly 20%. Since that 
time, the total net assets of yield-oriented mutual funds 
has continued to grow, but at a much slower pace. If the 
FOMC continues to raise interest rates as it has indicated, 
investors may not feel the need to reach for yield as they 
have in the past. With this shifting pattern, investors 
should heed Lyn Collins’ guidance and Think About It.
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Chart 1*

Will investors cease to seek yield-oriented investments?

Not if the world of music has anything to teach us.

Since the start of December 2016, there have been two increases in the federal funds rate.  While the 
Federal Open Market Committee (“FOMC”) had been transparent about its intent to raise rates, what 
remains unknown is how investors will react over time to future increases.  In March 2015, Eye on the 
Market (“EotM”) looked at what was driving market participants into yield-oriented investments, including 
bond and bond-like portfolios.  Now that short-term interest rates have risen, EotM revisits the topic and 
attempts to see whether investors will continue playing the same tune, or be inspired to create their own
music.  

Think About It (Lyn Collins)
As Chart 1 indicates, the U.S. 10-year Treasury declined from its early 1995 high to its low in the summer 
of 2016.  Over this same period of time, assets in bond and bond-like funds increased rather dramatically, 

especially following the 
financial crisis.  In addition 
to interest rates falling for 
most of this period, the 
demographics of the 
United States changed.  It 
was during this window of 
time that the baby-boom 
generation began to retire.  

Probably the most 
noticeable shift on Chart 1 
was the near exponential 
growth of yield-oriented 
investments beginning in 
the summer of 2009 until 
the summer of 2013, when 
the pace of growth began 
to slow.  During this four 
year period, the 
compounded annual 

growth rate of assets in these strategies was nearly 20%.  Since that time, the total net assets of yield-
oriented mutual funds has continued to grow, but at a much slower pace.  If the FOMC continues to raise 
interest rates as it has indicated, investors may not feel the need to reach for yield as they have in the 
past.  With this shifting pattern, investors should heed Lyn Collins’ guidance and Think About It.

Keep on Truckin’ (Eddie Kendricks)
EotM encourages investors to take 
a long-term view by acknowledging 
that interest rates cycles occur over 
time and that the need for income 
will likely remain in place 
regardless of what rate cycle the 
market is in.  Chart 2 shows that 
even with two increases in the 
Federal Funds rate since
December 2016, the yield on 
longer-term maturities has declined 
from three months ago, highlighting 
that changes in interest rates
impact the yield curve in the same way. 

*Source: St. Louis Federal Reserve, Morningstar Direct, Raymond James. All data is as of February 28, 2017. Short & Intermediate-Term Bonds are 
representative of Morningstar’s Short-Term and Intermediate-Term categories.  The Below Investment Grade category contains Morningstar’s Emerging Market 
Bond, Bank Loan, and High Yield categories.  The Bond Proxy category represents Morningstar’s Global Real Estate, Real Estate, and Utility categories. 
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KEEP ON TRUCKIN’ (EDDIE KENDRICKS) 

EotM encourages investors to take a long-term view by 
acknowledging that interest rates cycles occur over time 
and that the need for income will likely remain in place 
regardless of what rate cycle the market is in. Chart 
2 shows that even with two increases in the Federal 
Funds rate since December 2016, the yield on longer-
term maturities has declined from three months ago, 
highlighting that changes in interest rates impact the yield 
curve in different ways. 

This is further illustrated in Chart 3, which shows the 
change in yield for all U.S. Treasury securities ranging 
from one-month bills to 30-year bonds. It is clear that over 
the six-month and one-year periods, yields increased, with 
longer-dated maturities showing the greatest increase 
over the six-month period. Over the one-year period, the 
change in yield was most pronounced for one-month and 
five-year maturities. 

You may be asking, what does this mean for my portfolio? 
In short, there is an inverse relationship between price 
and yield for fixed-income securities, so as yields rise, 
bond prices typically fall. 

More importantly, Chart 3 illustrates that even with 
the most recent increase in short-term rates, shorter 
maturities (circled in red) were clearly impacted while 
longer maturity yields (circled in grey) actually declined. 

Yes, our investor is likely thinking about her long-term 
needs for income and should be cognizant of these yield 
changes, but more importantly she should Keep on Truckin’, 
as markets shift over time presenting new opportunities 
and risks.

O-O-H CHILD (THE FIVE STAIRSTEPS)

EotM would love to say that things are going to get easier 
and that they will be getting brighter, but trying to predict 
market movements is very difficult and often results in 
the loss of capital over the long run. The FOMC has been 
vocal in noting that it intends to raise interest rates again 
in 2017. What remains unknown is will this continue into 
2018 and future years, or will there be a need at some 
point to lower rates because of a change in the broader 
economy. 

Furthermore, uncertainty surrounding equity market 
movements, industry rotation, and style-bias among 
other things, can all impact portfolio performance.

Table 1 shows just how this can play out. Over the first 
six months of 2016, higher dividend-yielding companies 
within the S&P 500 drove performance, while the lowest-
yielding quintile was the worst performing group. This 
dynamic shifted during the second half of 2016 and has 
shifted again for the year-to-date period. Investors should 
interpret the last refrain from the Five Stairsteps song 
O-o-h Child is “…some day, yeah, we’ll get it together and 
we’ll get it all done…” as encouragement that over longer 
periods of time, a disciplined approach can, and usually 
will, generate the desired outcome.

Source: St. Louis Federal Reserve and Raymond James. All data is as of March 
25, 2017.

Will investors cease to seek yield-oriented investments?

Not if the world of music has anything to teach us.

Since the start of December 2016, there have been two increases in the federal funds rate.  While the 
Federal Open Market Committee (“FOMC”) had been transparent about its intent to raise rates, what 
remains unknown is how investors will react over time to future increases.  In March 2015, Eye on the 
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Chart 2

Source: St. Louis Federal Reserve and Raymond James. All data is as of March 
25, 2017.

This is further illustrated in 
Chart 3, which shows the 
change in yield for all U.S. 
Treasury securities ranging 
from the one-month bills to 
30-year bonds.  It is clear 
that over the six-month and 
one-year periods, yields 
increased, with longer-
dated maturities showing 
the greatest increase over 
the six-month period. Over 
the one-year period, the 
change in yield was most 

pronounced for one-month and five-year maturities.   

You may be asking, what does this mean for my portfolio?  In short, there is an inverse relationship 
between price and yield for fixed-income securities, so as yields rise, bond prices typically fall.  More 
importantly, Chart 3 illustrates that even with the most recent increase in short-term rates, shorter 
maturities (circled in red) were clearly impacted while longer maturity yields (circled in grey) actually 
declined.   

Yes, our investor is likely thinking about her long-term needs for income and should be cognizant of yield 
these yield changes, but more importantly she should Keep on Truckin’, as markets shift over time 
presenting new opportunities and risks. 

O-o-h Child (The Five Stairsteps) 
EotM would love to say that things are going to get easier and that they will be getting brighter, but trying 
to predict market movements is very difficult and often results in the loss of capital over the long run. The 
FOMC has been vocal in noting that it intends on raising interest rates again in 2017.  What remains 
unknown is will this continue into 2018 and future years, or will there be a need at some point to lower 
rates because of a change in the broader economy.   

Furthermore, uncertainty surrounding equity market movements, industry rotation, and style-bias among 
other things, can all impact portfolio performance. 

Chart 4 shows just how this can play out.  Over the first six months of 2016, higher dividend-yielding 
companies within the S&P 500 drove 
performance, while the lowest-yielding 
quintile was the worst performing group.  
This dynamic shifted during the second half 
of 2016 and has shifted again for the year-
to-date period.  Investors should interpret the 
last refrain from the Five Stairsteps song O-
o-h Child is “…some day, yeah, we’ll get it 
together and we’ll get it all done…” as 
encouragement that over longer periods of 
time, a disciplined approach can, and usually 
will, generate the desired outcome. 

Fly Like an Eagle (The Steve Miller Band) 
No one will deny that as time keeps on 

slippin’ into the future, investors need to be prepared for an ever-changing landscape.  Just because a 
certain investment approach works today does not mean that it will work going forward.  By remaining 
focused on long-term goals, investors will allow much of the clamor to pass by.  For those investors 
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Source: Morningstar Direct and Raymond James. All 
data is as of March 25, 2017.

This is further illustrated in Chart 3, which shows the change in yield for all U.S. Treasury securities 
ranging from the one-month bills to 30-year bonds.  It is clear that over the six-month and one-year 
periods, yields increased, with longer-dated maturities showing the greatest increase over the six-month 
period. Over the one-year period, the change in yield was most pronounced for one-month and five-year 

maturities.  

You may be asking, what 
does this mean for my 
portfolio?  In short, there is 
an inverse relationship 
between price and yield for 
fixed-income securities, so 
as yields rise, bond prices 
typically fall.  More 
importantly, Chart 3 
illustrates that even with 
the most recent increase in 
short-term rates, shorter 

maturities (circled in red) were clearly impacted while longer maturity yields (circled in grey) actually
declined.  

Yes, our investor is likely thinking about her long-term needs for income and should be cognizant of yield 
these yield changes, but more importantly she should Keep on Truckin’, as markets shift over time 
presenting new opportunities and risks.

O-o-h Child (The Five Stairsteps)
EotM would love to say that things are going to get easier and that they will be getting brighter, but trying 
to predict market movements is very difficult and often results in the loss of capital over the long run. The 
FOMC has been vocal in noting that it intends on raising interest rates again in 2017.  What remains 
unknown is will this continue into 2018 and future years, or will there be a need at some point to lower 
rates because of a change in the broader economy.  

Furthermore, uncertainty surrounding equity market movements, industry rotation, and style-bias among 
other things, can all impact portfolio performance.

Chart 4 shows just how this can play out.  Over the first six months of 2016, higher dividend-yielding 
companies within the S&P 500 drove 
performance, while the lowest-yielding 
quintile was the worst performing group.  
This dynamic shifted during the second half 
of 2016 and has shifted again for the year-
to-date period.  Investors should interpret the 
last refrain from the Five Stairsteps song O-
o-h Child is “…some day, yeah, we’ll get it 
together and we’ll get it all done…” as 
encouragement that over longer periods of 
time, a disciplined approach can, and usually 
will, generate the desired outcome.

Fly Like an Eagle (The Steve Miller Band)
No one will deny that as time keeps on 

slippin’ into the future, investors need to be prepared for an ever-changing landscape.  Just because a 
certain investment approach works today does not mean that it will work going forward.  By remaining 
focused on long-term goals, investors will allow much of the clamor to pass by.  For those investors 
relying on their portfolio for income, the past few years have been challenging given this prolonged low 

Table 1
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FLY LIKE AN EAGLE (THE STEVE MILLER BAND)

No one will deny that as time keeps on slippin’ into the future, investors need to be prepared for an ever-changing 
landscape. Just because a certain investment approach works today does not mean that it will work going forward. By 
remaining focused on long-term goals, investors will allow much of the clamor to pass by. For those investors relying on 
their portfolios for income, the past few years have been challenging given this prolonged low interest-rate environment. 
EotM does see the light at the end of the tunnel, as higher interest rates in the future will allow investors to generate more 
income through less risky investments without reaching for yield as has recently been the case for many.

SIDE NOTE

The origins of rhythm and blues (“R&B”) music dates back to early 1900s and has influenced a wide range of artists 
and other music genres since then. As such, each of the artists referenced in this 
EotM were influenced by earlier R&B artists. Just as these artists were influenced 
by their predecessors, their music influenced other artists. To that end, each of 
the songs referenced have also been used in other songs or have been covered/
remixed by other artists. Whether you enjoy easy listening, hip hop, or rock, 
jazz, among many other genres, each successive generation builds on the 
one before it. (Extra credit – figure out what songs used portions of the ones 
referenced in this EotM.)

Raymond James & Associates, Inc. member New York Stock Exchange/SIPC. Raymond James Financial Services, Inc., member FINRA/SIPC. 

Investment products are not deposits, not FDIC/NCUA insured, not insured by any government agency, not bank guaranteed, subject to risk and may lose value

Investors should carefully consider the investment objectives, risks, charges and expenses of mutual funds 
and ETFs before investing. The prospectus contains this and other information about mutual funds and ETFs. 
The prospectus is available by contacting the fund family and should be read carefully before investing.
Diversification and strategic asset allocation do not ensure a profit or protect against a loss. The process of rebalancing 
may carry tax consequences.
The views expressed in this newsletter are subject to change, and no forecasts can be guaranteed. Information 
contained in this report was received from sources believed to be reliable, but accuracy is not guaranteed. Material is 
provided for informational purposes only and does not constitute recommendations, investment advice or an indication 
of trading intent. Investing always involves risk and you may incur a profit or loss. No investment strategy can guarantee 
success.
The S&P 500 is an unmanaged index of 500 widely held stocks. Investors cannot invest directly in an index.
Past performance does not guarantee future results. There is no assurance these trends will continue.


