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The events of the last year have impacted us all, and they have impacted the 

approach that governments and central banks have taken toward supporting 

their economies. In the US for example, the Federal Reserve (the “Fed”) 

lowered its benchmark short-term interest rate to nearly zero and began 

purchasing longer duration, fixed-income investments. The latter served to 

provide liquidity to financial markets, but the purchases also served to drive 

up fixed-income prices, which pulls down yields that are available to other 

investors. The Fed’s motivation for taking these actions is to support an 

economic recovery through accommodative monetary policy. However, these 

actions also serve as a mechanism to force investors to take greater risks in 

search of return and to avoid the potential eroding effects of inflation on their 

cash positions, yielding nearly zero.

The federal government did its part to support households and businesses 

with direct cash payments and enhanced unemployment benefits, which 

may also have served to drive up the prices of assets like stocks, bonds, and 

homes. Chart 1 below highlights the short-term policy rates set by key central 

banks over the last 20 years, which are all currently near zero. Charts 2 and 3 

exemplify the effect that significant monetary and fiscal stimulus have had on 

asset prices as the yields on global stocks and a balanced 60/40 portfolio are 

also near long-term lows, creating challenges for investors who require income 

from their portfolios.

Part 1: 

How We Got Here

Source: Eaton Vance as of April 30, 2021
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For more than five years in the wake of the global financial crisis of 2008, 

the Federal Reserve held its benchmark rate near zero while simultaneously 

taking steps to influence longer duration bonds as well. The US central bank 

takes these steps to encourage borrowing, spending, and investing to drive 

economic growth. However, this creates challenges for savers, particularly when 

certain crucial costs, such as medical care and education, continue to rise at a 

meaningful rate.

The chart below highlights the annual income earned from the average savings 

account by calendar year compared to the amount of income that would have 

been needed to outpace inflation. The abrupt slowdown and forced closure 

of many parts of the global economy in response to the COVID-19 pandemic 

— followed by significant fiscal and monetary stimulus and snapback in 

demand for goods — has already created above-average inflation in 2021. It is 

reasonable to assume that these inflationary trends will continue, so investors 

who require current income from their portfolios may need to accept greater 

risk than a traditional savings account to meet their objectives and outpace 

rising costs. Identifying areas of opportunity for generating income while 

managing risks will be a crucial balance to strike in the years ahead.

Part 2: 

We’ve Been Here Before

Source: JPMorgan as of April 26, 2021
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While this environment was frustrating for those holding cash, other fixed-

income investments such as bonds, preferred stocks, and dividend-oriented 

equities climbed. As the economy began to show signs that it was nearing a 

sustainable recovery roughly five years after the global financial crisis, the Fed 

began to increase short-term borrowing rates in an effort to move toward a 

more sustainable long-term monetary policy.

Despite the central bank indicating its intentions to remain very accommodative 

for the next few years, the success of the vaccine roll-out in the US and the 

robustness of the economic recovery may necessitate that the Fed begin to 

increase rates again within the next several quarters. While the potential for 

higher short-term rates benefits those invested in bank instruments and short-

term Treasuries, this potential may create volatility for longer-dated bonds and 

other interest-rate sensitive investments as their prices could fall to adjust for 

the higher yield environment. A balanced portfolio that includes other types 

of assets beyond just traditional bonds such as alternative investments and 

dividend-oriented stocks may help mitigate the risk of rising interest rates and 

participate in economic growth.

Part 2: 

We’ve Been Here Before
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Anyone who invested in longer maturity Treasury bonds in early 2021 knows 

the pain of a rising interest rate environment. The iShares 20+ Year Treasury 

Bond ETF declined nearly 14% in just the first 3.5 months of the year, essentially 

wiping out ~seven years of future interest income before the potential would be 

whole again, absent any future price changes. This is emblematic of the risks 

that face traditional bond investors today. 

Today, we still anticipate that traditional 

investment grade and government bonds will 

remain a source of relative stability and liquidity 

in portfolios, as their current income component 

and ability to mitigate against equity market 

drawdowns are less compelling than in the past.

For investors who seek current income from 

their portfolios to fund lifestyle expenses, we 

recommend shifting some portion to traditional, 

higher quality fixed income (at least 1-2 years 

of expenses), but more current income and 

risk mitigation properties may be found from 

alternative strategies such as flexible bond funds, 

hedged equity/option income strategies, global 

macro, and managed futures.

Traditional bonds have 
historically been used to 
serve three key roles in 
portfolio management:

1. As a source of stability 
and liquidity,

2. As a source of current 
income,

3. And, as a source of 
less correlated returns 
to traditional equity 
investments.

Part 3: 

What Can We Do Today?

Source: Eaton Vance as of April 30, 2021
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Throughout this piece, we’ve identified multiple sources of income that may be 

distributed from an investment or portfolio, including income generated from 

dividends, bond interest income, municipal bond income, option premiums, etc. 

Taxation of these returns can differ significantly through time and is based on 

each individual’s specific situation. It is important to speak with your financial 

professional regarding the types of income that may be most attractive from an 

after-tax perspective for your specific situation.

While the future is always difficult to predict, we anticipate that in the very long 

run, investors should be rewarded for accepting risks. For most investors seeking 

to generate current income from their portfolios, a professionally-managed, 

balanced approach that includes multiple sources of returns and income streams 

makes sense. These could include government bonds, corporate debt, preferred 

stocks, dividend-paying stocks, and stock-option writing strategies.

Part 4: 

Not All Income is Taxed Equally

Part 5: 

What Does the Future Hold?

Source: JPMorgan as of May 19, 2021



The views expressed are those of Evergreen Wealth Solutions, LLC as of June 2021, and are subject to change 
at any time based on market and other conditions. Information, research and data throughout this document 
is acquired through multiple sources, including company websites, annual reports, presentations, SEC 
filings, and conference call transcripts; third-party research and news articles from various sources. 
While the information presented herein is believed to be reliable, no representation or warranty is 
made concerning its accuracy. Forecasts, estimates and certain information contained herein 
are based upon proprietary research and should not be considered as investment advice or a 
recommendation of any particular security, strategy or investment product. No part of this 
material may be reproduced in any form, or referred to in any other publication, without 
express written permission. Past performance may not be indicative of future results. 
Therefore, no current or prospective client should assume that the future performance 
of any specific investment or investment strategy (including the investments and/or 
investment strategies recommended by the adviser) will be profitable or equal to 
past performance levels. This material is intended to be educational in nature, 
and not as a recommendation of any particular strategy, approach, product 
or concept for any particular advisor or client.  Evergreen Wealth Solutions, 
LLC, is registered as an investment adviser with the United States 
Securities and Exchange Commission. Registration as an investment 
adviser does not imply any certain degree of skill or training. 

At Evergreen Wealth Solutions, your best 

interest is at the center of every decision 

we make. Investors who require current 

income from their portfolios may need 

to accept greater risk than a traditional 

savings account to meet their objectives 

and outpace rising costs. Identifying areas 

of opportunity for generating income 

while managing risks will be a crucial 

balance to strike in the years ahead.

www.evergreenwealthsolutions.com

info@egwealth.com

1000 Commerce Park Drive, Suite 407 
Williamsport, PA 17701

Phone: 570.601.6960 | Fax: 570.651.9032
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