
9/28/2017

1

The Fed, The Bond Market and What’s
in Store for Investors

Miamisburg Ohio Office
Raymond James

10050 Innovation Drive
Suite 160

Miamisburg, Ohio 45342
937.401.1920

www.CarillonRJ.com

Michael B. Fink, CPM®
Managing Director - Investments

Raymond James & Associates, Inc., Member New York Stock Exchange/SIPC

• The Role of the Federal Reserve System

• GeoPolitics

• Investment Strategies

Agenda

http://www.google.com/url?sa=t&rct=j&q=linkedin&source=web&cd=&cad=rja&sqi=2&ved=0CJwBEKEQUAE&url=https://plus.google.com/107350354213838732087?socpid%3D1%26socfid%3Dweb:infocard:default:image&ei=Zo1lUd68I5Lc8AThy4HoBg&usg=AFQjCNFzgGthuO_MAIIcfikYdztQb0i1vw&bvm=bv.44990110,d.eWU


9/28/2017

2

The mandate of the Federal Reserve is “to promote sustainable growth, high 
levels of employment, stability of prices to help preserve the purchasing 
power of the dollar and moderate long term interest rates.”

• Promote Economic Growth

• Stable Prices

• Full Employment

• 2008 Stabilize Markets?

Role of the Fed

The Fed’s Tools

• Open Market Operations

• Federal Funds Rate

• Discount Rate

• Reserve Requirement
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$ policy = 

Quantitative Easing = 
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Fed Balance Sheet 

Source: Scott J. Brown Ph.D. Raymond James & Associates

Extra yield investors demand for the risk of 
lending over a longer term.

Term Premium
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Source: Kevin Giddis, Raymond James & Associates
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US Aggregate Reserves Depository Institutions 
Excess Reserves

Source: Bloomberg
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• What will be the net effect of the Fed 
shrinking its balance sheet?

– Tapper purchases to zero

– Reinvest proceeds of maturing bonds

– Stop investing
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We don’t know what we don’t know

• Yellin’s term expiring

• Draghi’s replacement

• Policy concerns
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Investment Strategies

• Analyze Spread Differentials

April 27, 2016

1 Year 2 Year 3 Year 5 Year

Treasury .60 .85 1.00 1.37

Agency 1.00 1.30 1.75

CD .70 1.05 1.20 1.45

Spread + .10 + .20 + .20 +.8

SOURCE: Bloomberg

This is a hypothetical example for illustrative purposes only.



9/28/2017

10

June 16, 2016

1 Year 2 Year 3 Year 5 Year

Treasury .49 .67 .79 1.06

Agency

CD .70 1.05 1.25 1.5

Spread + .21 + .38 + .46 + .44

SOURCE: Bloomberg

This is a hypothetical example for illustrative purposes only.

September 26, 2017

1 Year 2 Year 3 Year 5 Year

Treasury 1.3 1.45 1.57 1.86

Agency 1.38 1.60 1.77 2.10

CD 1.50 1.70 1.95 2.30

Spread + .2 + .25 + .38 + .44

SOURCE: Bloomberg

This is a hypothetical example for illustrative purposes only.
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Yield to Worst Call

Source: Bloomberg
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Source: Bloomberg

Source: Bloomberg
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Source: Bloomberg
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Disclosure
Diversification does not ensure a profit or protect against a loss. Investments are subject to market risk, including possible loss 
of principal This information should not be construed as a directive from the RJ&A Taxable Fixed Income Department to buy or 
sell the securities noted above. Prior to transacting in any security, please discuss the suitability, potential returns, and
associated risks of the transactions(s) with your financial advisor. 

The information contained herein has been prepared from sources believed reliable but is not guaranteed by Raymond James 
& Associates, Inc. (RJA) and is not a complete summary or statement of all available data, nor is it to be construed as an offer
to buy or sell any securities referred to herein. Trading ideas expressed are subject to change without notice and do not take 
into account the particular investment objectives, financial situation or needs of individual investors. This presentation should 
not form the primary basis for any investment decision you may make. Securities identified herein are subject to availability 
and changes in price. All prices and/or yields are hypothetical examples for illustrative purposes only. They are not intended to 
reflect the actual characteristics of any security. Additional information is available upon request. 

To learn more about the risks and rewards of investing in fixed income, please access the Securities Industry and Financial 
Markets Association’s “Learn More” section of investinginbonds.com, FINRA’s “Smart Bond Investing” section of finra.org, and 
the Municipal Securities Rulemaking Board’s (MSRB) Electronic Municipal Market Access System (EMMA) “Education Center” 
section of emma.msrb.org. 

Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. Raymond James Financial Services, Inc., member 
FINRA/SIPC. 

Terms and Definitions

Accrued Interest

The amount of interest that has accumulated from and including the most recent interest payment date or dated date up to but not including the date of 

settlement.

Adjustable and Floating Rate Bonds

A bond for which the interest rate is adjusted periodically according to a predetermined formula (i.e. linked to an index). In case of variable securities such as 

stepups

or floaters, the initial yield may be lower than the yield on comparable fixed -rate bonds in return for the potential of higher yields over the life of the investment.

Adjusted Price (Adj Price)

Acquisition price adjusted by amortization of a premium or accretion of a discount using the constant yield method as recommended by the IRS except 

preferreds.

Alternative Minimum Tax (AMT)

Taxation based on an alternative method of calculating federal income tax intended to ensure that taxpayers are not able to avoid paying any federal income tax.

Auction Rate Preferred Securities (ARS)

Floating-rate bonds where the rate is periodically reset by a dutch auction.

BQ (Bank Qualified Bonds)

Designation given to bonds when the issuer expects to issue no more than $10 million in par in the calendar year.

Convexity

A measure of the change in a security's duration with respect to changes in interest rates. The more convex a security is, the more its duration will change with

interest rate changes.

Coupon

The bond’s annual interest rate expressed as a percentage. Payment frequency may vary with each security and some bonds pay interest at maturity.

Coupon Cash Flow (Graph)

Cash flow over the next 12 months including atypical interest payments for first or last coupons. Auction, Floating and Variable rate securities assume constant

coupon rate to maturity which may not represent actual future results.

Current Face Value

The current amount of principal outstanding on a security, which is calculated by multiplying the original face value by the most recent factor (i.e. discount bond,

Collateralized Mortgage Obligation or factored security).

Current Yield

The ratio of interest paid to the purchase or market price, stated as a percentage. For example, a bond with a current market price of $1,000 that pays $60 per 

year in interest would have a current yield of 6%.
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Effective Maturity

The date to which a bond is priced taking into account embedded options (i.e. call or pay down features). Call or average life dates are substituted for maturity 

dates on bonds priced to a call for portfolio average calculations.

Estimated Annual Coupon Cash Flow (Graph)

Estimated Annual Income (see below) in monthly graphical format.

Estate Protection Feature (survivor’s option, death put)

This feature allows the estate of the beneficial holder to return the bond to the issuer at face (par) value in the event of the beneficial holder’s death, regardless of

the price at which the security is trading at that time. If this security has a zero coupon, then it will be redeemed at the accreted value. As certain limitations may

apply, please refer to each individual issuer’s prospectus, offering circular or disclosure document.

Estimated Annual Income

Annual cash flow from coupon payments based on current portfolio composition; does NOT reflect long or short first coupon payments or maturing bonds. Auction,

Floating and Variable rate securities assume constant coupon rate to maturity which may not represent actual future results.

G/L (Unrealized Gain/Loss)

The difference between the adjusted purchase price of the bond and its current evaluated market price.

Insurer

The company that guarantees the payment of principal and interest on the bonds (also includes PSF a credit enhancement provided by the Texas Permanent

School Fund).

Market Price

Price per $100 based on current market as determined by third party data sources; subject to change without notice.

Market Value

The sum of each security’s most recent market price multiplied by quantity held.

Maturity

The date on which the bond is due; unpaid principal balance is payable and interest payments stop. Adjusted for pre-refunded, crossover refunded and mandatory

put bonds. Certain securities may reflect average life based upon principal pay-down assumptions.

Modified Duration

A measurement of price volatility when interest rates change. Bonds of similar duration will have similar price movements for a given move in interest rates. 

Effective Duration takes into account any calls, puts or other options of the security.

Mortgage-Backed Securities

Mortgage backed securities are generally regarded as higher yielding investments with relative safety of principal. However, the potential reward of higher 

yields is dependent on the predictability of timing the return of principal contingent upon the cash flows from the underlying mortgage pools. Homeowners 

have the option of  prepaying their principal at any time. For those well-diversified portfolios looking for an additional yield and willing to accept the 

prepayment risk, mortgage backed securities are an alternative worth investigating. Fannie Mae, Ginnie Mae, and Freddie Mac are government sponsored 

enterprises backing the timely payment of principal and interest. This backing does not protect against loss of principal if sold prior to maturity.

Original Face Value (Par)

The face value or original principal amount of a security on its issue date.

Past Performance

There can be no assurance that past performance will be repeated in the future.

Preferred Securities

Preferred securities are considered fixed income investments as their income payments are generally fixed over the term of the investment and will react 

similarly to other debt investments to changes in the market conditions. Preferred securities are quoted on either current yield or yield to call if trading at a 

premium. Some preferred securities may have a deferrable interest feature, which allows the issuer, in certain circumstances, to defer interest payments

between 5 to 10 years or longer depending on the security. The deferred income will generally accumulate, but will be considered as ordinary income for the 

year in which it is accrued, even though the holder of the security receives no payment until the issuer reinstates interest payments. If deferred, the ability of 

issuer to reinstate interest payments is subject to credit worthiness of the issuer.

Term to Maturity and Early Redemption (call)

Except where noted, the investments shown are for a specified term. Some investments provide for the maturity extension by the issuer. Some preferred 

securities are perpetual and, therefore, have no stated maturity date. The yields displayed assume ownership until maturity date or termination date. Should 

your ownership cease for any reason prior to that date, the amount of principal you receive may differ from that originally invested (market risk), and your 

return may differ from that shown. Certain early redemption features, such as calls, provide the issuer an option to repay principal prior to maturity and may

change the term of the investment. The likeliness of a call may vary, and may depend upon prevailing interest rates and credit condition of issuers. Bonds 

may only be called at the issuer’s option, on predetermined dates or at any time with notice.

Total Market Value

Market value plus accrued interest as of the last pricing date.

Yield to Maturity

Yield to final maturity based on current market evaluation. Adjusted for pre-refunded, crossover refunded and mandatory put bonds. Auction, Floating and 

Variable rate securities assume constant coupon rate to maturity which may not represent actual future results.

Yield to Worst

Yield to applicable call, average life or maturity date whichever is lowest based on current market evaluation. Auction, Floating and Variable rate securities 

assume constant coupon rate to maturity which may not represent actual future results.
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Disclaimer

YIELDS REPRESENT YIELD TO MATURITY OR YIELD TO WORST CALL AS INDICATED. PLEASE REVIEW THIS INFORMATION CAREFULLY WITH YOUR 

FINANCIAL ADVISOR TO ASSURE IT MEETS YOUR INVESTMENT OBJECTIVES.

Minimum purchases may apply. Prices and yields are subject to change based upon market conditions and availability.

An overview of these investments, their features and risks is available at raymondjames.com, "Smart Bond Investing" at finra.org , under "Learn More" at investinginbonds.com, 

or emma.msrb.org.

RISK CONSIDERATIONS: These securities are subject to risk factors that may decrease (or increase) the market value of your investment. Interest or dividend rate risk is the 

risk that changes in interest rates may reduce (or increase) the market value of your investment. Generally, a rise in interest rates decreases market price; while a fall in interest 

rates increases market price. Default or credit risk is the risk that the issuer, obligor, or insurer will be unable to make interest payments or repay principal when due. Liquidity 

risk is the risk that you will be unable to sell these securities in the secondary market. If you decide to sell prior to maturity, your proceeds may be more or less than the original 

cost, and may be subject to capital gains or loss.

CREDIT RISK OR DEFAULT RISK refers to the risks that the issuer’s creditworthiness may weaken or possibly the issuer will not be able to pay interest or repay principal. 

Adverse changes in the creditworthiness and rating may decrease value of the investment. Generally, higher yields and/or lower ratings reflect higher perceived credit risk. 

Independent rating agencies provide actual and underlying security ratings on most securities which at times include future outlook and/or placement of the security under 

review for future action. These ratings are subject to change at any time and are not meant as a recommendation to buy, sell or hold. Securities with the same rating can 

actually trade at significantly different prices. Raymond James trade confirmations, online accounts and monthly statements display only the current ratings and subsequent 

changes of those Rating Agencies to which Raymond James subscribes. Investors may request Moody’s and/or S&P credit reports from their financial advisors, and Fitch 

reports are available for municipal bonds. To learn more please refer to moodys.com<http://moodys.com>, standardandpoors.com <http://standardandpoors.com>, and 

fitchratings.com <http://www.fitchratings.com>

Insurance, if specified, relates to the timely payment of principal and interest. Insurance does not guarantee market value or protect against fluctuations in bond prices resulting 

from general market fluctuations. No representation is made as to the insurer's ability to meet its financial commitments and the underlying credit should be considered. High 

yield bonds are not suitable for all investors and are generally considered speculative in nature with greater potential loss of interest and/or principal. Brokered Certificate of 

Deposit FDIC insurance covers up to $250,000 (including principal and interest) for deposits held in different ownership categories, including single accounts, joint accounts, 

trust accounts, IRAs, and certain other retirement accounts, per issuer. Funds may not be withdrawn until the maturity date or redemption date. However, these CDs are 

negotiable, which means, that although not obligated to do so, Raymond James and other broker/dealers currently maintain an active secondary market at current interest 

rates. FDIC insurance does not guarantee market value or protect against fluctuations in CD prices resulting from general market changes.

INCOME: In general, fixed income investments pay a fixed interest rate coupon. Some bonds, however can pay variable payments such as step coupons and or variable rates 

based on a predetermined formula. Interest from taxable zero coupon securities is subject to annual taxation as ordinary income, even though no

income is received. Certain federally tax-exempt municipal securities, although federally tax-exempt, may be subject to federal alternative minimum tax (AMT). Brokered CDs 

annual percentage yields (APY) represents the interest earned based on simple interest calculations.

MATURITY: Brokered CDs with a maturity of longer than 1 yr are considered as Long-Term. Certain early redemption features, such as a call at issuer's option, provide the 

issuer an option to repay principal prior to maturity and may change the term of the investment. Certain brokered CDs are also callable at the

option of the issuer. Modified Duration and Convexity are measures of price sensitivity of a fixed-income security to changes in interest rates. Modified Duration is the 

approximate percentage change in price that would occur with a 1% change in interest rates. Convexity estimates the impact of interest rate changes on modified duration. 

Modified Duration and Convexity may be used together to approximate price volatility of fixed-income securities. Modified Duration does not account for early redemption 

features, such as calls by the issuer. Mortgage-backed securities and Collateralized Mortgage Obligations (CMOs) are priced based on average life which includes prepayment 

assumptions that may or may not be met and changes in prepayments may significantly affect yield and average life.

For more complete information about new issues, including charges and expenses, obtain a prospectus at sec.gov <http://www.sec.gov/> or municipal official statement at 

emma.msrb.org <http://www.emma.msrb.org/> or from your Financial Advisor. Please read it carefully before you invest or send money.


