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Bonds yields are back – kind of. For the first time in five years, U.S. 10-Year Treasuries yield over 3%.1 

This is quite remarkable, as yields on the 10-Year were as low as 2.03% in September of last year.2 In percentage 
change terms, the rally in rates over the last ten months has been the sharpest since the 1980s.3 Government and 
corporate bonds are offering their most attractive returns to income-oriented investors in many years, including on 
an after-inflation basis.  
 

 
 
 Following the Financial Crisis, global central banks cut interest rates and embarked on a massive 
quantitative easing program (buying up trillions of dollars in government and corporate debt) in an attempt to save 
the global economy. Now, global central banks are slowly beginning to unwind their bond purchases and raise 
interest rates in an attempt to “normalize” monetary conditions. The Federal Reserve, for instance, is widely 
expected to raise interest at least two more times this year, which would set the Fed Funds rate between 2.25% - 
2.50% by the end of the year. In anticipation of interest rate hikes, U.S. 2-Year Treasuries now are yielding 2.60% 
- this is not only higher than the yield on the 10-Year Treasury at the beginning of the year, but it is now also higher 
than the dividend yield on the S&P 500 (which is currently 1.9%).4  
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 As bond yields cratered in the aftermath of the Financial Crisis and the extreme monetary policy measures 
implemented by global central banks, yield focused investors had to migrate into equities in order to receive any 
meaningful income. The massive inflow of fixed income investors from bonds into dividend paying stocks had a 
number of effects. For one, it arguably distorted valuations for “dividend aristocrats,” or stocks with long histories 
of stable and rising dividend payments. At one point in 2016, reliable dividend paying companies like Colgate and 
Procter and Gamble, which were growing earnings and sales less than 5% annually, traded at materially more 
expensive valuations than tech companies like Facebook and Alphabet/Google which were growing sales and 
earnings over 20% annually (this was discussed in our September 2016 newsletter). This made no sense, except for 
the fact that investors placed a premium value on stable dividend payments. Another effect of the shift from bonds 
to stocks was that investors who may have had conservative risk profiles felt compelled to take on substantially 
more risk through owning stocks in order to receive any meaningful income. Now that yields are rising, valuations 
of dividend aristocrats are correcting as income-oriented investors begin to rotate out of stocks and back into bonds.  
 
 For those of you who felt like it did not pay to own bonds over the last five-plus years or who purchased 
dividend stocks solely for income, it may be time to revisit bonds again. As the rise in long-term bond yields has 
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not been as severe as the rise in short-term bond yields, we recommend considering both government and corporate 
bonds with shorter maturities. The yield spread or difference between the 10-Year Treasury and 2-Year Treasury 
has narrowed from over 250 basis points five years ago to just 55 basis points today.5 Thus, shorter-term bonds are 
yielding close to longer-term bonds, with significantly less long-term risk of price erosion as they are only two-year 
instruments. Investors also may want to reconsider holding cash as an alternative. While government money market 
funds are paying far from the 5%-plus of ten years ago, they now pay close to 1.5% – a notable improvement from 
0%.6 As the Federal Reserve continues increasing rates, the yield on money market funds will rise as well. While 
such payments may not meet the needs of all income-oriented investors, the below table shows various yields for 
bonds and related fixed-income products:7  
 

 
Sample Investment Yields 

  6-Months 1 Year 2 Years 5 Years 10 Years 30 Years 

CDs 2.05% 2.35% 2.83% 3.33% 3.65% 4.13% 

Treasuries 2.09% 2.34% 2.60% 2.91% 3.09% 3.21% 

AAA Corporates 2.15% 2.42% 2.71% 3.26% 3.59% 4.12% 

A Corporates 2.35% 2.75% 3.39% 4.09% 5.25% 5.10% 

AAA Municipals 1.69% 1.78% 2.11% 2.83% 3.21% 3.85% 

 
Despite the recent increase in interest rates, there are still a number of investors who remain nonplussed by current 
levels of rates. Using the Rule of 72, at a 3% yield, it will take 24 years to double the value of one’s investment. At 
a 5% yield, it will take approximately 14.4 years.  
 

On a related note, the mid-stream Master Limited Partnerships (MLPs) have been a staple of our portfolios 
for years. The past week saw a number of general partners offer to buy out their limited partners (or the MLPs) 
including Enbridge Energy Partners, LP. While partnership/corporate simplification has been a growing trend over 
the past year, we do not anticipate our largest holding, Enterprise Products Partners (EPD), will seek to undergo a 
partnership to corporate conversion. Management continues to express confidence in the benefits of the partnership 
structure for EPD. The two MLPs we own that may potentially consider such a transaction in the future are Plains 
All American (PAA) and Energy Transfer Partners (ETP). To date, the management of these firms have not 
indicated that they are considering such transactions. 
 

On an administrative note, those of you who have had to recently wire funds have noticed that is becoming 
a “bigger pain” as we and others are on high alert for fraudulent requests. If you ask us to wire money or any other 
disbursement, we will always call you at a phone number we know (this is referred to as a “trusted phone number”) 
to verify the request and to hear you tell us that the instructions are correct. We have been told stories where an 
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email account is hacked, and a request is then made to wire funds to an account that has the alleged account holder’s 
name on it. That account is not in the account holder’s name but in the hacker’s name. So please do not be annoyed 
when any of us (generally Lisa and Donna) call to verify your request including the account number. While this is 
an inconvenience for all involved, it is in everyone’s best interests. 

   
Finally, for those clients who are 70.5 years and older and like to donate to charity, we would like to 

highlight the advantage of giving from one’s IRA. Rather than taking the required minimum distribution (RMD), 
individuals can transfer up to $100,000 annually from one’s IRA to non-profits. This charitable contribution counts 
against your required annual minimum distribution, but unlike the normal RMDs you are not taxed on the 
contributions and they are not added to your adjusted gross income. There is an economic savings by giving directly 
from your IRA rather than taking the RMD and then giving from your personal account. But please remember: You 
cannot take a charitable write-off for the IRA distribution.  
 

Please let us know if you would like to discuss potential fixed income investments or discuss your portfolio, 
generally. Many thanks. 
 
Sincerely,   
 
 
 
Peter Karmin   Stuart Loren 
Managing Member  Director 
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Investing involves risks, including the possible loss of principal and fluctuation of value. Past performance is no guarantee of future 
results. 
 
This letter is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation 
to buy or sell any securities or to adopt any investment strategy. The opinions expressed are as of the date noted above and may change as 
subsequent conditions vary. The information and opinions contained in this letter are derived from proprietary and nonproprietary sources 
deemed by Karmin Capital to be reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy. As such, no warranty of 
accuracy or reliability is given and no responsibility arising in any other way for errors and omissions (including responsibility to any person 
by reason of negligence) is accepted by Karmin Capital, its principals, employees, agents or affiliates, or by Fort Sheridan Advisors LLC, 
its principals, employees, agents or affiliates. This post may contain “forward-looking” information that is not purely historical in nature. 
Such information may include, among other things, projections and forecasts. There is no guarantee that any forecasts made will materialize. 
Reliance upon information in this post is at the sole discretion of the reader.  
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Please consult with your Karmin Capital financial advisor to ensure that any contemplated transaction in any securities mentioned in this 
letter align with your overall investment goals, objectives and tolerance for risk. In addition, please note that Fort Sheridan Advisors LLC, 
through its wealth management division, Karmin Capital, including its principals, employees, agents, affiliates and advisory clients, may 
have positions in one or more of the securities discussed in this communication. Please note that Karmin Capital, including its principals, 
employees, agents, affiliates and advisory clients may take positions or effect transactions contrary to the views expressed in this 
communication based upon individual or firm circumstances. Any decision to effect transactions in the securities discussed within this 
communication should be balanced against the potential conflict of interest that Karmin Capital has by virtue of its investment in one or 
more of these securities.  

Additional information about Fort Sheridan Advisors LLC is available in its current disclosure documents, Form ADV and Form ADV Part 
2A Brochure, both which are available without charge by contacting Fort Sheridan toll-free at 866-559-9700. You may also request copies 
by email at info@fortllc.com, or access the documents online via the SEC’s Investment Adviser Public Disclosure (IAPD) database at 
www.adviserinfo.sec.gov, using CRD# 151139 or SEC# 801-70517.  

Karmin Capital neither provides investment banking services nor engages in principal or agency cross transactions. Karmin Capital is the 
wealth management division of Fort Sheridan Advisors LLC. All securities transactions are effected through Western International Securities, 
Inc. and Fidelity Brokerage Services LLC. Fort Sheridan Advisors LLC is not an affiliate of Western International Securities, Inc. or Fidelity 
Brokerage Services LLC. 
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