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THE FORTNIGHTER

While I’ve spoken many times about this
issue, one of the most significant news
items (at least in the financial world) has to
be the dramatic increase in long-term
interest rates we’ve seen so far in 2013.

I think we are all now aware that rates are
going up. The 2.99% 5-year mortgage rate
now seems to be history and (I’m sure) the
days of actually being paid a little interest on
our savings and chequing accounts is just
around the corner.

But I think the current rise in interest rates
is a lot more significant than “what am I
earning on my GICs or paying for my
mortgage”. The dramatic reversal in rates
will likely have profound implications in the
way investors view their portfolios and the
“risk versus return” issue.

Six months ago, 10-year U.S. Treasury
bonds (a good proxy for long-term rates)
were yielding 1.60%. Today, they are
pushing 3%. The rise has been so
significant that it’s created one of those
weird periods in the markets where it seems
the more conservative the investment, the
worse it’s doing. And I don’t believe that’s
sunk in for many investors.

A quick glance at some long-term
government bond and Exchange Traded
Funds shows that some are down by 10%
to 15% so far in 2013. Let me ask you this:
If your investment is yielding 2% and it’s
just lost 12% in value, how long will it take
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