OCTOBER 2014

HIGHER INTEREST RATES? GOOD NEWS!
As the Fed moves closer to the start of its ﬁrst interest-rate tightening cycle in nearly a decade, most investors are
hoping for the best as they brace for a brand new market environment. Unfortunately, the stock market is illogical and
driven by human emotion, greed, fear and TV pundits. Market experts are unsure how the equity markets will interpret
an interest-rate rise, however, I’m sure investors and many managers will overreact as usual.
At WT Wealth Management we examine empirical data, along with historical data, and believe we will see a relatively
smooth transition into a Fed tightening cycle. For starters, and people easily forget this, raising short-term interest rates
means the Federal Open Market Committee (FOMC) believes the economy is strong enough to absorb an increase in
borrowing costs, which should be interpreted as positive economic news.
Supporting the “things are getting better story” has been the upward revisions in Gross Domestic Product (GDP) in the
second quarter from the initially reported 4.0% to 4.2% (the 2nd revision) and ﬁnally 4.6% (the 3rd and ﬁnal revision).
The last revision was preceded by another milestone, when the S&P 500 Index closed above 2,000 for the ﬁrst time and
made multiple new highs. Good news continued after the last GDP revision and on October 3rd, we reached the lowest
unemployment rate in 6 years with the unemployment rate falling below 6% for the ﬁrst time since 2008.
Based on GDP, unemployment and inﬂation targets set by the Fed, the economy is nearing the “healthy enough” point
to handle a nominal move oﬀ the current ﬂoor of near-zero short-term interest rates, but there is still wide speculation
as to when and how the Fed will start to take action. The U.S. economy, however, is still in unprecedented territory as it
winds down six years of record-level quantitative easing, leaving the Federal Reserve with a $5 trillion balance sheet of
Treasury and mortgage backed bonds.
If we continue to receive positive economic reports, we believe that Fed Chair Janet Yellen is going to have to move up
her time table for raising rates, or else the Fed will be behind the curve. The consensus among market watchers is that
Ms. Yellen will likely start raising rates at some point during the middle to last-half of next year, and we believe the equity
markets are currently prepared for that time period but an earlier move could be seen if economic news continues to
be positive.
A rate hike in June of 2015 is already factored in, the markets tend to adjust to the consensus, but if a rate increase
happens earlier many feel that investors will be taken by surprise. At WT Wealth Management we ﬁrmly believe the
FOMC will openly communicate its intentions well before any move in interest rates. In our opinion, investors will not
be given a surprise.
In terms of portfolio allocations in the face of rate hikes, history shows that staying put has been the most prudent and
appropriate strategy. After analyzing interest rate hike periods since 1923, we have found that initial market drops are
to be expected, but investors who do not panic and stay on course are usually rewarded.
Our study of 16 rate hike periods, over the past 91 years, where interest rates rose the most, found that the average
performance of the S&P 500 during the ﬁrst month was a decline of 78 basis points or ¾ of 1%. However, the median
return for periods ending 12 months later, were 11.5%. Remember, if the FOMC raises rates, the economy is getting better.
If you needed any more convincing that higher rates are a good thing, we complied our research into 2 tables. The
ﬁrst table highlights the 16 periods since 1923 when rates rose the most in a 12 month period. When reviewing the
subsequent returns of the S&P 500 in only 3 of the 16 tightening cycles did the S&P 500 fall during that 12 month period.
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The second table consolidates the results from the above research. Over the 16 periods there was an 81% chance that the
return of the S & P 500 would be positive vs 73% for all the possible 12 month periods in this 91 year study. In addition,
the mean return was 12.62% and the median return was 11.5%.
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The translation from the above tables, don’t worry about higher rates, embrace them.
In terms of timing, there is a minority camp that thinks the Fed should raise rates sooner. In any cycle there are always
“hawks and doves” and I ﬁrmly believe that the Federal Reserve will err on the side of caution and move later rather than
sooner. It would be devastating to the American psyche if a rise in rates triggered another economic set-back. The last
thing anyone wants is QE4. The bond market seems very comfortable with what the Fed is doing at the moment, but
that validation can dissipate very quickly.
Along those lines, the Fed is getting points for transparency by trying to avoid surprising the ﬁnancial markets. As one
noted economist recently said “I don’t really think the equity markets are that vulnerable to higher rates because we’ve
been talking about higher rates for years.”
At WT Wealth Management we are prepared for the Fed to raise rates. As you now know, raising rates is a very positive
sign for the economy, even though there will be some noise in the markets the ﬁrst time they do it. It will be a clear signal
that the troubling years of 2008 and 2009 are behind us and American can look forward to more “normal” times. Who
isn’t looking forward to that?!

DISCLOSURE
An investment in the fund(s) is not insured or guaranteed by the Federal Deposit Insurance Corporation or any other
government agency.
Any opinions expressed are the opinions of WT Wealth Management and its associates only. Information is neither an
oﬀer to buy or sell securities nor should it be interpreted as personal ﬁnancial advice. You should always seek out the
advice of a qualiﬁed investment professional before deciding to invest. Investing in stocks, bonds, mutual funds and
ETF’s carry certain speciﬁc risks and part or all of your account value can be lost.
In addition to the normal risks associated with investing, narrowly focused investments, investments in smaller companies,
sector ETF’s and investments in single countries typically exhibit higher volatility. International and Emerging Market
ETF’s investments may involve risk of capital loss from unfavorable ﬂuctuations in currency values, from diﬀerences in
generally accepted accounting principles or from economic or political instability in other nations. Emerging markets
involve heightened risks related to the same factors as well as increased volatility and lower trading volume. Bonds and
bond funds will decrease in value as interest rates rise. A portion of a municipal bond fund’s income may be subject to
federal or state income taxes or the alternative minimum tax. Capital gains, if any, are subject to capital gains tax.
Diversiﬁcation and asset allocation may not protect against market risk or a loss in your investment.
At WT Wealth Management we strongly suggest having a personal ﬁnancial plan in place before making any investment
decisions including understanding your personal risk tolerance and having clearly outlined investment objectives.
WT Wealth Management is a registered investment adviser located in Jackson, WY. WT Wealth Management may only
transact business in those states in which it is registered, or qualiﬁes for an exemption or exclusion from registration
requirements. Any subsequent, direct communication by WT Wealth Management with a prospective client shall be
conducted by a representative that is either registered or qualiﬁes for an exemption or exclusion from registration
in the state where the prospective client resides. For information pertaining to the registration status of WT Wealth
Management, please contact the state securities regulators for those states in which WT Wealth Management maintains
a registration ﬁling.
A copy of WT Wealth Management’s current written disclosure statement discussing WT Wealth Management’s
business operations, services, and fees is available at the SEC’s investment adviser public information website – www.
adviserinfo.sec.gov or from WT Wealth Management upon written request. WT Wealth Management does not make any
representations or warranties as to the accuracy, timeliness, suitability, completeness, or relevance of any information
prepared by any unaﬃliated third party, whether linked to WT Wealth Management’s web site or incorporated herein,
and takes no responsibility therefor. All such information is provided solely for convenience purposes only and all users
thereof should be guided accordingly.
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