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Last night I went to my favorite Taco 

Tuesday joint around the corner from my 

house in Newport Beach for all-you-can-eat 

tacos. After finishing my tenth taco, I decided 

to slow things down and try out the salsa bar. 

Now I wouldn’t consider myself a wimp 

when it comes to spicy food, but the epic mix 

of salsas had my mouth on fire with the only 

assuagement coming from eating more chips 

and more salsa, which of course reprieved the 

burn until only few moments later. Hoping 

that eventually the burn would go away, I 

continued to eat chip after chip with no relief. 

I am not like every other normal twenty-

something year old because this got me 

thinking about the economy and the Federal 

Reserve. 

 

Since the great recession, the Fed has 

pumped billions of dollars into the economy 

through money printing and open market 

purchases inflating their balance sheet to 

astronomical levels and bringing interest 

rates to near zero. In my young life, I have 

never had the opportunity of being a 

participant in the market when rates were 

normal. I have read about the days when an 

investor could earn 5% in the money market, 

but that has never been a reality to me 

growing up in this zero-interest rate policy 

(ZIRP) environment. It made me laugh one 

day when I was presenting to Chapman 

University’s endowment management 

committee on the performance of my 

portfolio management group and an older 

gentleman whose name was on the building 

said, “It’s too bad we can’t put our money in 

CD’s and earn 6% anymore.” To give a 

demonstration of just how low rates are, 

below is a graph created on the St. Louis 

Fed’s Economic Data website of the 10-year 

treasury interest rate less inflation since 1953. 

It is amazing to see the 10-year real rate was 

up to 15% at its highest in the 80’s. Even 

more amazing is to see that not once has there 

been an era of lower interest rates than the 

present. We are all currently along for a wild 

ride in the market at the hands of a mad 

scientist named The Federal Reserve, us 

being Frankenstein. 

 

 

The intentions of the Federal Reserve are 

pure: to stimulate a beaten-up economy after 

the greatest financial meltdown since the 

great recession, but there comes a time when 

too much stimulus becomes destructive (a 

lesson I learned after eating that tenth taco). 

 

How have these low interest rates become 

destructive? To start, this cheap money was 

not put to use the way the Fed had hoped. 

Economics academia states that cheap money 

will cause consumers to spend and producers 

to invest in capital expenditures and research 
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and development. Well, this time around, it 

wasn’t the case. With the fear of the near 

collapse of the banking system looming over 

their heads, banks were reluctant to extend 

credit to the average consumer. Instead, 

household debts decreased and savings 

increased: not what you want to have with the 

goal of spurring the economy. As seen below, 

the same goes for institutions. On top of this, 

businesses used the cheap money that was 

supposed to go towards capital expenditures 

to inflate their balance sheets as well as 

inflate their stock prices through stock 

buybacks. Recently, Goldman Sachs 

presented data showing corporations used 

only 54% of their cash for R&D and cap-ex 

in 2016 compared to 75% in 2001. 

 

 

Carrying on, low rates are destructive in an 

even bigger way to our clients and all retirees 

alike. Near-zero rates rob retirees of the 

income they need in their retirement accounts 

in order to live. Without earning the average 

4-5% interest on treasuries and other riskless 

intermediate term fixed income securities, 

those looking to live off their retirement 

savings are now having to either retire later 

or take unwanted risks in their accounts to fill 

their yield-deprived appetite. This is evident 

in the soaring prices of junk bonds or even 

utility or telecom stocks where dividends are 

rich. To quote an overwhelming example, the 

price to earnings ratio of the utilities sector 

rarely moved above 15x over the last 25 years. 

It currently stands at 19x: a premium to its 

average of more than 30%. This yield chasing 

works until it doesn’t work and unfortunately, 

we are entering the doesn’t work phase. 

 

Now to get back to the start to this letter, how 

does this spicy salsa induced epiphany relate? 

Here you go: The Federal Reserve has 

created a market environment that has 

stumped many professional money managers. 

As the Fed continues to tease the market 

along with the imminently coming interest 

rate hikes, the market goes sideways. The 

Federal Reserve knows that they have created 

issues in the market for retirees yet they are 

too scared to fix the problem. Instead, they 

keep putting off the rate hikes for another day. 

Sure, The Fed claims to be data dependent, 

but eventually things need to normalize. I 

could have continued to eat chip after chip at 

Taco Tuesday with the goal of putting off the 

pain until later hoping that one chip might 

just fix it all, but I eventually had to toughen 

up and let nature work. 

 

Now some of you readers may be wondering 

what this pain refers to in our markets. Put 

simply, when interest rates rise, bond prices 

fall. With bond prices currently inflated, 
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rising interest rates will create a slowdown in 

the bond market. As well, due to the elasticity 

of yields, higher rates will eventually lead 

investors back to low risk securities from 

their higher risk counterparts (utilities, real 

estate, junk bonds, etc.). Falling demand for 

these higher risk assets will cause price 

resistance.   

 

It is times like these when your classic 

cookie-cutter portfolio manager or robo-

advisor seriously underperforms those that 

are tactical. There are still plenty of 

opportunities to be had out there, but the 

market has proven to us many times this year 

that opportunities do not last long and 

performance can flip in a second. Looking 

forward, most analysts are forecasting 

sideways to low digit growth in financial 

markets. This paired with lack of yield are the 

two top reasons our clients at Alta Pacific 

Wealth Management are in the best hands. 

Our active style portfolio management 

utilizes options to help generate the income 

clients need in their accounts while offering 

more downside protection than the classic 

buy and hold portfolio. Our strategies have 

proven strong performance in past market 

conditions similar to the ones we are 

currently facing. 

 

 

 

 

 

 

 

Please contact me personally or the firm with 

any questions relating to your portfolio or our 

investment approach. 

 

 

Best, 

 

Bradley Whiting 

(206) 719-0748 

Bradley@AltaPacificWM.com 

 

 


