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In an era of easy money, we’ve seen many
asset classes inflate in value. Real Estate prices
are back to their insane levels. The stock
market is nearing its all-time high and even
esoteric investments such as art and sports
memorabilia are commanding higher bids at
the auction house. Interest rates affect the
economy by influencing consumer and
business spending. Understanding the
relationship between interest rates and the
U.S. economy will allow us to understand the
big picture and make better investment
decisions. Investors should take a long term
approach and factor in the risk of how higher
interest rates could affect the value of their
investments.
Bond prices will decline like many other asset
classes when rates move higher. But here are
the reasons you should still own tax-free
municipal bonds:
-Price declines in bonds are temporary if
you hold your bonds until maturity. The
issuer has an obligation to pay you in full if
you hold your bonds to maturity.
-High degree of safety with regard to
payment of interest and principal. Municipal
bonds are only second to U.S Treasury bonds
in safety. Default rates are historically very low
on municipal bonds and you may further
reduce your risk by buying investment grade
bonds and insured bonds.
-Predictable stream of income. If you
depend on your investments for income,
municipal bonds pay on a semi-annual basis
and you can build a portfolio tailored to your
cash flow needs.
-The taxable equivalent yield for tax-free
municipal bonds are attractive. The 30 year
U.S Treasury bonds yield 2.60% and are
taxable on the Federal level.
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But investment grade tax-free bonds yield
above 3% and you pay no taxes (if both
Federal and state tax free). For clients in the
highest tax bracket the 3% tax-free rate is
equivalent to 6.11% taxable yield.
-If you lower your taxable income with taxfree investments you might lower your
overall tax bracket. If you adjust your
portfolio and convert taxable investments to
tax-free you could lower your taxable income
and spend less on taxes.
-You can use strategies such as cushion
bonds and laddering the portfolio to
minimize your market risk.
-Wide range of choices with regard to
quality, maturity, and type of bond.
Municipal bonds are issued by cities, counties,
and other government institutions to raise
money for highways, schools and other
projects for the public good.
The $2 trillion U.S municipal market is littered
with bargains for investors. Unlike the Treasury
market it isn’t a single uniform marketplace.
Work with a bond specialist who knows how to
find a good value and will make you aware of
opportunities in the market.
Make sure you're also aware of the pertinent
risks of any particular bond issue, and how it
relates to your objectives and risk tolerance.
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Last month, I talked about stocks and how
the collective wisdom of the market values,
or prices, companies.
Continuing on with that theme, it’s
important to understand why I may
recommend a particular stock, bond, or any
investment for one person, and why that
same security may not be appropriate for
another.
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In some ways, it's fair to ask, "Why is ABC, Inc.
a good fit for Barry but not Susan?"
I have often compared a carefully crafted
investment plan to a financial roadmap.
When you embark on a vacation, a roadmap
is the essential tool that keeps you on the
road to your final destination. The same holds
true for your financial destination, or what I
like to refer to as your financial goals.
What’s necessary to get one individual to his
or her destination may not be appropriate for
someone else. Everyone starts at a different
place and has different needs.
Think of it another way. Let's say two people
are interested in becoming physically fit. One
of them is training for his or her first
marathon and another hopes to become an
accomplished tennis player.
The weekly regimen a physical trainer would
prescribe might include some of the same
exercises, say warm-ups and stretches, but
the similarities may quickly end at that point.
The same holds true for retirees Bob and
Sally, whose financial plan is primarily
designed for income and the preservation of
capital, as compared to Linda, who won’t be
retiring for another 25 years. Unlike Bob and
Sally, Linda may have a much larger
concentration of stocks and more aggressive
investments that simply aren’t the right fit for
Bob and Sally.
Linda isn’t nearly as concerned about a steep
sell-off and might even relish the opportunity
to buy more shares in the event of a decline.
However, Bob and Sally must take a much
more cautious approach. Hence, what I might
recommend for one person, I do not
recommend for another.
Simply put, much like an exercise plan,
recommendations vary based upon individual
goals.
Eschewing the flavor of the month
By taking such an approach, we may choose
to avoid stocks that are hot today, or tips
you may have heard from acquaintances.
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To visualize it yet another way, each investment
sits in your portfolio for a reason, much like a
piece in a puzzle.
And a piece that fits into one puzzle may not
be right for another puzzle. Whatever your
goals may be, the asset allocation we
recommend is designed with your objectives in
mind. Choosing investments outside the
chosen strategy can lead you astray.
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Looking ahead
The Fed appears to be on the sidelines right
now, so let’s take a quick peek at Europe. In
June, Britain will vote on a referendum to
remain in the European Union (E.U.). Coined
“Brexit,” a vote against remaining in the 28nation federation could create a new round of
uncertainty in Europe.
The latest polls put those who want to remain
in the E.U. in a slight lead (Reuters), which
suggests this issue may get more coverage in
the days and weeks ahead.
Markets hate heightened uncertainty, which
could add to volatility in stocks.
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But as I’ve consistently counseled, please look
past short-term events that can create shortterm waves, especially when they originate
overseas.
Over the medium and long term, U.S. markets
take their cues from what’s happening at home.
Stick with a plan that has been purposely
crafted for your unique situation. Markets will
go through cycles that take us to new highs
and markets will also enter periods of volatility.
Making decisions in haste based on an
emotional reaction to current circumstances is
rarely profitable over the long term.
I hope you’ve found this review to be
educational and helpful. As I always emphasize,
it is my job to assist you! If you have any
questions or would like to discuss any matters,
please feel free to give us a call.
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