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Market corrections only are considered “natural, normal, and healthy” until they actually happen.
....Tony Dwyer – Wall Street Strategist
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In April’s article “What to Make of The Flattening Yield 
Curve,” we discussed the Federal Reserve’s current rate 
hike cycle and the impact it was having on the bond 
market. We then took annual 10-year Treasury Bond data 
as a proxy for longer-term bonds and evaluated what a 
“bear market” in bonds looked like. We concluded that 
a bear market in bonds is nothing like a bear market in 
stocks. This makes sense as bonds are a much less risky 
investment than stocks. Ultimately, a bear market in 
bonds is a short to intermediate period with flat to slightly 
negative returns. 

The three periods we highlighted were 1955-1959, 1967-
1969 and 1977-1980. In each of these periods, stocks, as 
represented by the S&P 500, produced positive returns, 
more than offsetting any declines in 10-year Treasury 
Bond returns. However, that does not mean that there 
were not years where both stocks and bonds produced 
negative results. 

In the first quarter we saw both stocks and bonds post 
negative returns for the first time since October 2016. A 
recent Vanguard commentary decided to look further into 
the relationship between stocks and bonds. Using the MSCI 
USA Index as a proxy for U.S. stocks and the Bloomberg 
Barclays U.S. Aggregate Bond Index as a proxy for U.S. 
bonds, Vanguard evaluated the monthly data for the past 
thirty years plus the first quarter of 2018. 

Over the 363 months, U.S. stocks lost value 126 times and 
U.S. bonds lost value 112 times. Naturally, the average 
decline in bonds was much less than stocks; 0.70% versus 
3.34%. There were 47 occurrences when U.S. stocks and 
U.S. bonds declined in the same month and on 25 occasions 
they both posted negative returns over a three-month 

period. Fortunately, the median return for the 12 months 
following a decline in both U.S. stocks and U.S. bonds was 
12.17% for stocks and 8.18% for bonds.

Why All the Talk About Bonds? 

The brief equity market correction in the first quarter was 
primarily attributed to concerns about rising interest rates. 
In general, when interest rates go up stock valuations go 
down. But as Vanguard points out; that does not mean the 
next 12 months will necessarily be bad. In fact, both stock 
and bonds had positive median returns following months 
with simultaneous declines.

Today we are seeing rising interest rates affect certain 
parts of the market while others remain unscathed. Below 
is a table showing the year-to-date returns of some of the 
major U.S. ETFs. 

Illustrated above by AGG, we find that bonds have 
produced negative returns for the year, while stocks, 
represented by IVV, have recovered from the first quarter 
and are now positive for the year. But if we break down 
the equity markets further, we find some discrepancies. 
High dividend paying stocks (HDV) are down 3.92% for the 

The Relationship Between Stocks and Bonds

Ticke r Nam e YTD Re turn *
AGG iSh ares  Core  US Aggregat e  Bon d  ETF - 1.64%
IVV iSh ares  Core  S&P 50 0  ETF 2.51%
HDV iSh ares  Core  High  Dividen d  ETF - 3.92%
IVW iSh ares  S&P 50 0  Growt h  ETF 7 .0 7%
QQQ In ves co QQQ Trus t 10 .61%
IVE iSh ares  S&P 50 0  Value  ETF - 2.40 %
*Price ret u rn  as  of  6 / 30 / 18

Losing Interest...continued from page 3

Until inflation rears its ugly head, rates on intermediate 
and long term maturities have little reason to go 
significantly higher. In closing, let me say that regardless 
of rate environment, bonds are a valuable asset class 
for balanced and conservative portfolios. They provide 
safety, income and a very good stabilizer during 

stock market declines. They are a key component of a 
diversified portfolio, and a diversified portfolio is key to 
prudent investing. 

Barry Smith
Partner

I Don’t Know Where I Am but I Know Where I’m Going
Christopher Columbus embarked on a sea voyage 
aboard the Santa Maria commissioned by Ferdinand 
and Isabella of Spain. 64 days into the journey with 10 
days of rations left there was near mutiny. According to 
David Ponder in his book, The Traveler’s Gift, Columbus 
is reported to have said “I don’t know where I am, but 
I know where I am going. The earth is a sphere; I see 
land – not out here on the horizon, you have to look into 
my eyes to see it.” And you know the rest of the story. 
Columbus was focused on his destination. Even though 
he landed on the island of San Salvador rather than the 
East Indies, Columbus persisted until he reached land. 

I am always surprised when I talk to people who have 
no plan for retirement. Well, they have a vague notion of 
Social Security benefits and some are contributing to a 
401(k) but they have no clear idea of what their retirement 
needs or benefits will be. Some can never retire, at least 
not comfortably. Why is that? I believe that so many 
people are simply focused on the needs of today: house 

payments, car payments, monthly bills, college tuition, 
children’s expenses, healthcare, insurance, taxes etc. 
The list goes on and on. So what happens when they 
want to retire? They are not financially able to do so.

What if, like Christopher Columbus, each person set 
a goal, envisioned a retirement planning destination 
and with stern determination took steps to reach that 
goal? Like everything else, being financially ready for 
retirement requires effort and proper planning. Are you 
participating in a retirement plan? Are you contributing 
enough? If not, I urge you to set aside whatever amount 
you can and let your money begin to grow. We can help 
you reach your destination at Element Wealth. Give us a 
call today. You can know that you have done everything 
necessary to be prepared for your golden years.

Lee Yancey
Investment Advisor Representative

Continued on page 2
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Customized Planning

Stocks and Bonds...continued from page 1

The terms “wealth management” and “financial planning” 
sometimes are confusing to our clients. I would say that 
wealth management incorporates financial planning 
along with other aspects of dealing with someone’s 
overall financial objectives. We recommend that you 
consider taking the additional time to go through this 
valuable process. Most of the time, the final results will 
be worth the effort.

Wealth management may include financial planning, 
portfolio management, banking services, insurance/risk 
management, tax planning, estate planning and others.  
We utilize other professionals and partner firms in order 
to offer the appropriate expertise when needed. At times, 
some of our clients may already have relationships with 
experts in some of these needed areas and we work 
closely with them to maximize all financial resources.  If 
someone needs a professional, we have a number that 
we can recommend.

Each and every client is unique and we attempt to 
customize our solutions for them. This takes putting in 
extra effort on our part to completely understand what 
the client is trying to achieve. We have to actively listen 
for the needs and clarify some points throughout the 
process. In a recent meeting with a new client, they 
were not willing to take a certain amount of risk with an 
unfamiliar investment, while they were currently taking 
more risk with investments already in their portfolio 
that had sentimental value. In addition, we attempt to 
educate our clients as we collaboratively work towards 
the best solution.

Our firm’s overall goal is to enhance our client’s 
experience. We believe the basic way to help us 

accomplish our firm’s objective is to make sure we are on 
the same page with our client. According to the Certified 
Financial Planner Board of Standards, the 6 steps to 
creating a financial plan are:

 • Establish a relationship with a CFP® professional

 • Gather your data and develop your goals

 • Analyze and evaluate your financial goals

 • Review recommendations with you

 • Set your course

 • Benchmark your progress against the financial 
goals you established

It seems that our clients seem to be more motivated to 
prepare a financial plan the closer they are to retirement, 
which I understand. It is a little easier to see the so called 
“finish line” in your early 60s for sure. There are two 
points I would make at this time. One, is that retirement 
is not the finish line and we need to be thinking how 
to invest up to that point and through the next 20 to 
30 years in retirement. You may believe that you need 
to become totally conservative with your investments 
at your retirement date, but that may not be the best 
allocation of your retirement assets. Monthly income can 
be distributed from growth assets, like funds or stocks, 
just as it can be generated from bonds or fixed-income 
type investments.  

The second point I wanted to make is to consider starting 
your planning process as soon as possible so that you 
may take advantage of opportunities like maxing out 
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year and growth stocks (IVW) are outperforming value 
stocks (IVE) by 9.47% year-to-date. Ultimately, stocks in 
growth cycles are being little affected by the interest rate 
environment. May of these companies are technology 
companies. Technology is now almost 26% of the S&P 
500. The average weighting of the technology sector is 
just below 16% going back to 1990. 

Some investors are concerned about the re-emergence 
of technology within the overall equity markets. It has 
undoubtedly driven market valuations higher. But 
unlike the bubble produced in the late 90’s, this time 
technology companies are profitable. The greater 
conclusion to draw from this year’s performance is that 

rising interest rates are creating relative opportunities 
in dividend paying stocks and value stocks. In fact, per 
Ned Davis research we have seen the median price/
earnings ratio of sectors in the S&P 500 drop from over 
26 to under 20. This illustrates that the undercurrent of 
the market is a lot stronger than the waves on top of the 
water are showing. If economic trends continue to be 
positive and inflation remains in check, rising interest 
rates have repriced much of the stock market to more 
attractive levels.

As always, I welcome your feedback and questions.

Jeremy Nelson
Partner

Losing Interest
1 Vanguard: The link between stocks and bonds: Will history be our guide?

Continued on page 3

your 401k account, not just getting the maximum match 
from your company. You may want to take advantage 
of catch-up contributions for those of you 50 and older.  
Also, something that is usually more of a sure thing and 
less expensive when you are younger is making sure 
you have adequate insurance coverages and that they 
are used appropriately for anticipated future needs.  

There are many benefits you may receive from taking the 
time to prepare a financial plan. They range from helping 
you better define your financial goals to identifying risk 
you may have overlooked. If you have other questions 
about this important service, please let me know.

Danny Williams, CFP®
Partner

Customized Planning...continued from page 2

I began my career in a bank investment department.  Our 
customers at the time were mostly older bank patrons 
who were either retired and looking for income to live on, 
or wealthy and looking to stay that way.  In other words, 
they wanted U.S. Treasury bonds. For most of their adult 
life they had watched interest rates rise from 2-3% in the 
1950s to the mid-teens in the early 1980s. Inflation, the 
number one enemy of bonds, was at record levels, but 
6’7” Fed chairman Paul Volcker was already addressing 
this. The economy was in trouble. So much so that 
Volcker was quoted in 1979 that “the standard of living of 
the average American has to decline”. He obviously was 
not looking to run for office. Here’s what treasury yields 
looked like at that time:

 1 Year 14.5%

 3 Year 15.5%

 10 Year 14.0%

 30 Year 13.9%

Customers had an interesting mindset at the time.  
That mindset was that rates would continue to go up 
forever.  Even though at the time they could lock in a 14% 
guaranteed return for 30 years, very few people were 
willing to commit to a 10 year maturity, much less a 30 
year. I would estimate that over 90% of our customers 
opted for 6 month to 2 year maturities. As time went by, 
these customers complained when they reinvested at 
say, 12%. Still, they would rollover again into short term 
maturities because they “knew” rates had to go up.  Then 
when reinvestment time came around again they would 
be looking at maybe 10%. Numerous people told us they 
couldn’t pay their bills with these “low” interest rates.

Now, I was lucky to work around some very smart 
people at the time. What I learned is that the bond 
yield curve is determined not so much by the Fed as 
by institutional money reacting to Fed monetary policy.  
Treasury bond rules are set by the really big boys and 
girls—banks, insurance companies, pension plans, etc.  
This was a learning moment for me. As I watched our 
customers find comfort in short maturities, the folks I 

worked for were investing as much as they could into 
long maturities. When I asked why, I was politely told to 
use some common sense. If you can get a 10% or more 
return on U.S. Treasury bonds take it for as long as you 
can get it. 

Of course, it’s never that simple. If fact, it’s prudent to 
factor in maturity length since time has value. That’s why 
during normal interest rate periods (rates increasing as 
maturities lengthen), long term bonds carry an inflation 
premium, an enticement for tying up your money longer. 
The amount of the premium is directly related to the 
expectation for inflation. Here’s a short lesson on the 
time value of money. If you were offered $1,000 today or 
$1,000 twenty years from now, both guaranteed, which 
would you choose. No brainer right? How about $1,000 
today or $2,000 twenty years from now? Doesn’t sound 
too good to me either, but that’s really a bit more than 
you can get if you were making that deal today.  Today 
you can buy a twenty year zero coupon treasury bond 
for $.57 on the dollar yielding about 2.8%. So now, would 
you pass up $1,000 today for $1,785 in twenty years?

Many investors have been saying “No” for several years.  
Yields have been going up lately, but not a lot. Below is a 
representation of the current yield curve: 

 1 Year 2.4%

 3 Year 2.7%

 10 Year 2.8%

 30 Year 2.9%

When I look at today’s yield curve and think back to the 
lessons I learned as a young man, the most important 
one was to use some common sense.  Back then, rates 
were at or near historic highs. The country simply could 
not let inflation be our ruin, and it still can’t. Today, rates 
are at very low levels historically. Common sense tells 
us the probability of going back to 15% treasuries is 
very low, as is the probability of the hyperinflation that 
caused them to do so. 

Continued on page 4
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We utilize other professionals and partner firms in order 
to offer the appropriate expertise when needed. At times, 
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experts in some of these needed areas and we work 
closely with them to maximize all financial resources.  If 
someone needs a professional, we have a number that 
we can recommend.

Each and every client is unique and we attempt to 
customize our solutions for them. This takes putting in 
extra effort on our part to completely understand what 
the client is trying to achieve. We have to actively listen 
for the needs and clarify some points throughout the 
process. In a recent meeting with a new client, they 
were not willing to take a certain amount of risk with an 
unfamiliar investment, while they were currently taking 
more risk with investments already in their portfolio 
that had sentimental value. In addition, we attempt to 
educate our clients as we collaboratively work towards 
the best solution.

Our firm’s overall goal is to enhance our client’s 
experience. We believe the basic way to help us 
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30 years in retirement. You may believe that you need 
to become totally conservative with your investments 
at your retirement date, but that may not be the best 
allocation of your retirement assets. Monthly income can 
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The second point I wanted to make is to consider starting 
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stocks (IVE) by 9.47% year-to-date. Ultimately, stocks in 
growth cycles are being little affected by the interest rate 
environment. May of these companies are technology 
companies. Technology is now almost 26% of the S&P 
500. The average weighting of the technology sector is 
just below 16% going back to 1990. 

Some investors are concerned about the re-emergence 
of technology within the overall equity markets. It has 
undoubtedly driven market valuations higher. But 
unlike the bubble produced in the late 90’s, this time 
technology companies are profitable. The greater 
conclusion to draw from this year’s performance is that 

rising interest rates are creating relative opportunities 
in dividend paying stocks and value stocks. In fact, per 
Ned Davis research we have seen the median price/
earnings ratio of sectors in the S&P 500 drop from over 
26 to under 20. This illustrates that the undercurrent of 
the market is a lot stronger than the waves on top of the 
water are showing. If economic trends continue to be 
positive and inflation remains in check, rising interest 
rates have repriced much of the stock market to more 
attractive levels.

As always, I welcome your feedback and questions.

Jeremy Nelson
Partner
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your 401k account, not just getting the maximum match 
from your company. You may want to take advantage 
of catch-up contributions for those of you 50 and older.  
Also, something that is usually more of a sure thing and 
less expensive when you are younger is making sure 
you have adequate insurance coverages and that they 
are used appropriately for anticipated future needs.  

There are many benefits you may receive from taking the 
time to prepare a financial plan. They range from helping 
you better define your financial goals to identifying risk 
you may have overlooked. If you have other questions 
about this important service, please let me know.
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number one enemy of bonds, was at record levels, but 
6’7” Fed chairman Paul Volcker was already addressing 
this. The economy was in trouble. So much so that 
Volcker was quoted in 1979 that “the standard of living of 
the average American has to decline”. He obviously was 
not looking to run for office. Here’s what treasury yields 
looked like at that time:
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willing to commit to a 10 year maturity, much less a 30 
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maturities because they “knew” rates had to go up.  Then 
when reinvestment time came around again they would 
be looking at maybe 10%. Numerous people told us they 
couldn’t pay their bills with these “low” interest rates.

Now, I was lucky to work around some very smart 
people at the time. What I learned is that the bond 
yield curve is determined not so much by the Fed as 
by institutional money reacting to Fed monetary policy.  
Treasury bond rules are set by the really big boys and 
girls—banks, insurance companies, pension plans, etc.  
This was a learning moment for me. As I watched our 
customers find comfort in short maturities, the folks I 

worked for were investing as much as they could into 
long maturities. When I asked why, I was politely told to 
use some common sense. If you can get a 10% or more 
return on U.S. Treasury bonds take it for as long as you 
can get it. 

Of course, it’s never that simple. If fact, it’s prudent to 
factor in maturity length since time has value. That’s why 
during normal interest rate periods (rates increasing as 
maturities lengthen), long term bonds carry an inflation 
premium, an enticement for tying up your money longer. 
The amount of the premium is directly related to the 
expectation for inflation. Here’s a short lesson on the 
time value of money. If you were offered $1,000 today or 
$1,000 twenty years from now, both guaranteed, which 
would you choose. No brainer right? How about $1,000 
today or $2,000 twenty years from now? Doesn’t sound 
too good to me either, but that’s really a bit more than 
you can get if you were making that deal today.  Today 
you can buy a twenty year zero coupon treasury bond 
for $.57 on the dollar yielding about 2.8%. So now, would 
you pass up $1,000 today for $1,785 in twenty years?

Many investors have been saying “No” for several years.  
Yields have been going up lately, but not a lot. Below is a 
representation of the current yield curve: 

 1 Year 2.4%

 3 Year 2.7%

 10 Year 2.8%

 30 Year 2.9%

When I look at today’s yield curve and think back to the 
lessons I learned as a young man, the most important 
one was to use some common sense.  Back then, rates 
were at or near historic highs. The country simply could 
not let inflation be our ruin, and it still can’t. Today, rates 
are at very low levels historically. Common sense tells 
us the probability of going back to 15% treasuries is 
very low, as is the probability of the hyperinflation that 
caused them to do so. 
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Curve,” we discussed the Federal Reserve’s current rate 
hike cycle and the impact it was having on the bond 
market. We then took annual 10-year Treasury Bond data 
as a proxy for longer-term bonds and evaluated what a 
“bear market” in bonds looked like. We concluded that 
a bear market in bonds is nothing like a bear market in 
stocks. This makes sense as bonds are a much less risky 
investment than stocks. Ultimately, a bear market in 
bonds is a short to intermediate period with flat to slightly 
negative returns. 

The three periods we highlighted were 1955-1959, 1967-
1969 and 1977-1980. In each of these periods, stocks, as 
represented by the S&P 500, produced positive returns, 
more than offsetting any declines in 10-year Treasury 
Bond returns. However, that does not mean that there 
were not years where both stocks and bonds produced 
negative results. 

In the first quarter we saw both stocks and bonds post 
negative returns for the first time since October 2016. A 
recent Vanguard commentary decided to look further into 
the relationship between stocks and bonds. Using the MSCI 
USA Index as a proxy for U.S. stocks and the Bloomberg 
Barclays U.S. Aggregate Bond Index as a proxy for U.S. 
bonds, Vanguard evaluated the monthly data for the past 
thirty years plus the first quarter of 2018. 

Over the 363 months, U.S. stocks lost value 126 times and 
U.S. bonds lost value 112 times. Naturally, the average 
decline in bonds was much less than stocks; 0.70% versus 
3.34%. There were 47 occurrences when U.S. stocks and 
U.S. bonds declined in the same month and on 25 occasions 
they both posted negative returns over a three-month 

period. Fortunately, the median return for the 12 months 
following a decline in both U.S. stocks and U.S. bonds was 
12.17% for stocks and 8.18% for bonds.

Why All the Talk About Bonds? 

The brief equity market correction in the first quarter was 
primarily attributed to concerns about rising interest rates. 
In general, when interest rates go up stock valuations go 
down. But as Vanguard points out; that does not mean the 
next 12 months will necessarily be bad. In fact, both stock 
and bonds had positive median returns following months 
with simultaneous declines.

Today we are seeing rising interest rates affect certain 
parts of the market while others remain unscathed. Below 
is a table showing the year-to-date returns of some of the 
major U.S. ETFs. 

Illustrated above by AGG, we find that bonds have 
produced negative returns for the year, while stocks, 
represented by IVV, have recovered from the first quarter 
and are now positive for the year. But if we break down 
the equity markets further, we find some discrepancies. 
High dividend paying stocks (HDV) are down 3.92% for the 
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Until inflation rears its ugly head, rates on intermediate 
and long term maturities have little reason to go 
significantly higher. In closing, let me say that regardless 
of rate environment, bonds are a valuable asset class 
for balanced and conservative portfolios. They provide 
safety, income and a very good stabilizer during 

stock market declines. They are a key component of a 
diversified portfolio, and a diversified portfolio is key to 
prudent investing. 

Barry Smith
Partner

I Don’t Know Where I Am but I Know Where I’m Going
Christopher Columbus embarked on a sea voyage 
aboard the Santa Maria commissioned by Ferdinand 
and Isabella of Spain. 64 days into the journey with 10 
days of rations left there was near mutiny. According to 
David Ponder in his book, The Traveler’s Gift, Columbus 
is reported to have said “I don’t know where I am, but 
I know where I am going. The earth is a sphere; I see 
land – not out here on the horizon, you have to look into 
my eyes to see it.” And you know the rest of the story. 
Columbus was focused on his destination. Even though 
he landed on the island of San Salvador rather than the 
East Indies, Columbus persisted until he reached land. 

I am always surprised when I talk to people who have 
no plan for retirement. Well, they have a vague notion of 
Social Security benefits and some are contributing to a 
401(k) but they have no clear idea of what their retirement 
needs or benefits will be. Some can never retire, at least 
not comfortably. Why is that? I believe that so many 
people are simply focused on the needs of today: house 

payments, car payments, monthly bills, college tuition, 
children’s expenses, healthcare, insurance, taxes etc. 
The list goes on and on. So what happens when they 
want to retire? They are not financially able to do so.

What if, like Christopher Columbus, each person set 
a goal, envisioned a retirement planning destination 
and with stern determination took steps to reach that 
goal? Like everything else, being financially ready for 
retirement requires effort and proper planning. Are you 
participating in a retirement plan? Are you contributing 
enough? If not, I urge you to set aside whatever amount 
you can and let your money begin to grow. We can help 
you reach your destination at Element Wealth. Give us a 
call today. You can know that you have done everything 
necessary to be prepared for your golden years.

Lee Yancey
Investment Advisor Representative

Continued on page 2
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