
 

 

 

 

Please see the Appendix on page 3 for important disclosures. 
 

Robert W. Baird & Co. Incorporated   |    Strategas Securities, LLC Page 1 of 3 

 

 

 

 

   

REAL RATES MAY HAVE TO MOVE TO POSITIVE TERRITORY 

Following the financial crisis, an easy 
stance from the Federal Reserve pushed 
real rates deep into negative territory. 
Today is no different. In fact, real rates 
are following a similar path today. 
Ultimately, real rates moved into positive 
territory shortly after the Fed introduced 
its taper language in May of 2013. Should 
this occur this time around, rates still 
have room to move higher. 

 

 

 

 

 

 

 

RISE IN NOMINAL YIELDS EVENLY SPLIT BETWEEN REAL & BREAKEVEN RATES 

Just two weeks ago, the increase in 
yields this year was more attributable to 
a rise in real yields than a surge in 
inflation expectations. The split today is 
now more evenly distributed with both 
accounting for 40bps. If real rates 
approach the zero bound and inflation 
expectations remain anchored near 
2.4%, it means a treasury rate of 2.3% is 
not out of the realm of possibilities. 
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FORWARD EQUITY RISK PREMIUM APPROACHING POST FINANCIAL CRISIS LOWS 

One major difference for equities back in 
2013 at the onset of the taper tantrum was 
that the forward equity risk premium was 
significantly higher than it stands today. 
Back in 2013, the ERP was above 5% 
while it lies at just north of 2.8% today. 
Should yields continue to push higher to 
the 2.3% level we eluded to previously, it 
could mean a forward ERP of 2% is 
attainable, especially if earnings are 
negatively impacted from increased 
corporate taxes. 
 

 
 
  
 
 
 
  
RUSSELL 2000 EARNINGS YIELD ALSO NEAR LOWS 
 

There has been a noticeable divergence 
between small-caps and large-caps over 
the past couple of weeks and, in fact, 
small caps have already seen two 10% 
corrections this year. The forward equity 
risk premium for small caps continues to 
slide despite the latest sell-off. Part of this 
is due to the rising 10-year yield, but the 
bigger story is that earnings have dipped 
lower. 
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APPENDIX – IMPORTANT DISCLOSURES 
This communication was prepared by Strategas Securities, LLC (“we” or “us”). Recipients of this communication may not 
distribute it to others without our express prior consent. This communication is provided for informational purposes only and 
is not an offer, recommendation or solicitation to buy or sell any security. This communication does not constitute, nor should 
it be regarded as, investment research or a research report or securities recommendation and it does not provide information 
reasonably sufficient upon which to base an investment decision. This is not a complete analysis of every material fact 
regarding any company, industry or security. Additional analysis would be required to make an investment decision. This 
communication is not based on the investment objectives, strategies, goals, financial circumstances, needs or risk tolerance 
of any particular client and is not presented as suitable to any other particular client; therefore, this communication should 
be treated as impersonal investment advice. The intended recipients of this communication are presumed to be capable of 
conducting their own analysis, risk evaluation, and decision-making regarding their investments.  
 
For investors subject to MiFID II (European Directive 2014/65/EU and related Delegated Directives): We classify the 
intended recipients of this communication as “professional clients” or “eligible counterparties” with the meaning of MiFID II 
and the rules of the UK Financial Conduct Authority. The contents of this report are not provided on an independent basis 
and are not “investment advice” or “personal recommendations” within the meaning of MiFID II and the rules of the UK 
Financial Conduct Authority. The information in this communication has been obtained from sources we consider to be 
reliable, but we cannot guarantee its accuracy.  

 
The information is current only as of the date of this communication and we do not undertake to update or revise such 
information following such date. To the extent that any securities or their issuers are included in this communication, we do 
not undertake to provide any information about such securities or their issuers in the future. We do not follow, cover or 
provide any fundamental or technical analyses, investment ratings, price targets, financial models or other guidance on any 
particular securities or companies. Further, to the extent that any securities or their issuers are included in this 
communication, each person responsible for the content included in this communication certifies that any views expressed 
with respect to such securities or their issuers accurately reflect his or her personal views about the same and that no part 
of his or her compensation was, is, or will be directly or indirectly related to the specific recommendations or views contained 
in this communication. This communication is provided on a “where is, as is” basis, and we expressly disclaim any liability 
for any losses or other consequences of any person’s use of or reliance on the information contained in this communication.  

 
Strategas Securities, LLC is a registered broker-dealer and FINRA member firm, as well as an SEC-registered investment 
adviser. It is affiliated with Strategas Asset Management, LLC, an SEC-registered investment adviser. Strategas Securities, 
LLC is also affiliated with Robert W. Baird & Co. Incorporated (“Baird”), a broker-dealer and FINRA member firm, although 
the two firms conduct separate and distinct businesses.  

 
A complete listing of all applicable disclosures pertaining to Baird with respect to any individual companies mentioned in 
this communication can be accessed at http://www.rwbaird.com/research-insights/research/coverage/third-partyresearch-
disclosures.aspx. You can also call 1-800-792-2473 or write: Robert W. Baird & Co., PWM Research & Analytics, 777 E. 
Wisconsin Avenue, Milwaukee, WI 53202. 


