
 

 

 

 
 

 

 

 
 

Things are beginning to shift. While a better than expected recovery and an additional stimulus bodes well for 

equities in 2021, the double-whammy of interest rates and inflation are starting to rear their ugly heads. Overall, 

this is a good thing. Yes, we love to be able to borrow money at such low rates, and everyone loves spending 

less on consumer goods, but the imbalance created since 2009 was not sustainable. Consequently, we will see a 

bit of a reversion to the mean, which was inevitable.  

While the ramifications of this are widespread, I want to focus specifically on what rising interest rates means to 

our portfolios and possible strategies for the future. First, let’s have a bit of a “Interest Rate 101” discussion. 

This perspective will focus on fixed income investments like U.S. Treasury bonds/bills and corporate debt. In 

general, regardless of the specific instrument, the return generated by fixed income assets consists of both 

capital appreciation and dividends. Let’s look at what has happened in the marketplace since March of 2020. 

We’re going to use the Aggregate Bond Index Exchange Traded Fund (ETF) AGG as a basic example. From March 

9, 2020 to March 8, 2021, this investment is down -3.5%. That takes into account about a 2% dividend paid out 

over that period. So, the capital loss was in the neighborhood of -5.5%. Over that same period the yield on the 

10-year U.S. Treasury Bond went from 0.499% to 1.585%. That’s over a 300% increase. Simplified, when rates go 

up the value goes down, and vice-versa. 

So, what do we do with all of that? Firstly, the rise in interest rates will, from a management perspective on the 

part of the FED, happen gradually, The marketplace has its effect as well, but between the two, things will be in 

moderation for fear of tanking an economy that still needs to recover from the pandemic. As is always the case 

we need to be careful about chasing higher yield or allocating to more risky investments to stem the capital loss. 

The IncomeX Model continues to strike a great balance in navigating these waters. An inverse treasury bond ETF 

was added on 1/21/21 as a bit of a hedge against the loss of capital. It is up 9% since purchase and up 13% this 

year. Add to this the contribution the private credit holding (VPC) in the model made of +14%, and the loss of 

about -3% each on both the municipal bond fund and the Overlay Shares bond fund has been nicely hedged.  

Now, on to inflation. Again, to an extent the FED manages this outcome to keep the economy, which is your 

buying power, steady. Yes, it has been so low for so long that we are spoiled to the low rate. Again, it’s 

inevitable that it will rise. The big fear of rampant inflation due to all the stimulus since 2009 has not 

materialized. That doesn’t mean, however, we should be indifferent to it. In general, rising rates will entice a 

flow from fixed income to equities (see above), which supports higher equity prices. The Ivy model includes an 

inflation protection ETF that helps hedge the model regarding inflationary pressures. It’s a constant see-saw, 

and a solid, consistent approach is what wins the day. 

Although market volatility has risen, and in the short run the tech heavy Nasdaq has had a decent correction and 

international equities are keeping pace. All in all, we’re fully allocated in the models after backing off a bit due to 

this correction. That’s The Look of Things for March. 
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