
The U.S. economy has shown signs of continual slow, steady growth to the point to where the Federal Reserve is considering 
raising interest rates slightly sometime this year. As you know if you follow these pages, the Fed has been lowering interest 
rates sharply since the 2008 banking crisis with the hopes of stimulating the economy by making it more attractive for 
businesses and individuals to borrow money to spend and invest to grow the economy. Interest rates are now at historic lows 
of about 2% annual rate on a 10-year US Treasury bond. Rates are even lower overseas as Europe has embarked on a 
money printing program that has lowered Germany’s 10 year rate to 0.7% and their shorter maturity bonds even into minus 
interest rates, i.e. they lose money on their bonds when they mature. Japan has had interest rates near zero now for 30 years 
trying to stimulate their economy.                                                                                                                   

  

Lower interest rates tend to be good for the stock market in the short term as investors may seek higher returns than in bonds, 
even though the risk of losing money is much higher in stocks. Conversely, a period of rising interest rates can be harmful to 
stocks, as investors may move into higher interest paying and safer bonds. 

  

In this potentially rising interest rate environment, bonds can also face risks if they are fixed rate bonds, as used in index funds. 
These are usually the aforementioned US Treasury or corporate bonds, where a fixed interest payment is paid every month 
or every six months. The risk is that when interest rates go up, new investors will be more interested in buying the newer, higher 
paying bonds, so the value of current lower paying bonds will go down. So investors’ bond index funds will lose money, even 10-
20% in some of these funds. This will be an extremely unfortunate and surprising event to many amateur investors in index funds, 
which thought they were safe. 

  

This risk is why active, professional financial planners such as Magnolia, are preparing for this possibility by investing in floating 
rate bonds for our clients. These types of bonds do NOT pay a fixed interest payment, but instead the payments increase as 
interest rates go up. So you are protected from the losses that will come in bond index funds, and you will also earn higher interest 
payments over the long term. 

  

In fact, so far this year, our floating rate bonds have actually gone up in principal 4-6%, in addition to the up to 4-7% annual interest 
payments.  This is good as it is unusual for bonds to increase in principal that much, as the gains usually come just from the 
interest payments.   

  

We have also seen excellent gains in the energy investments that we made after the oil market crashed last year. Now we are 
getting opportunities in other areas for example, other energy companies, gold mining, and some international areas, particularly 
Europe where they have embarked upon the aforementioned money-printing program similar to the one the U.S. government did in 
2008 that helped stock prices, and in other sectors. 

  

At Magnolia we have been using profits that we have locked in during the last few years from selling overpriced stocks, to provide 
cash for buying back in at lower prices. Those buys will then make excellent money for our clients going forward, as did the 
purchases made after the financial crisis in 2008. 
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