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"The Great Rotation" 

 
By now, you have likely heard something, either directly or indirectly, about “The Great Rotation” from bonds into stocks. Just 
“googling” the term will pull up a whole host of articles written by practically every major financial news organization in 
existence, and it seems that every “bond king” and market strategist has weighed in with his or her own respective opinions 
on the matter. In short, the line of thinking behind the rotation is that, after 30+ years of interest rates in the United States 
generally falling and bond prices, resultantly, rising, an inflection point has been reached or is approaching where now 
interest rates will rise over time and bond prices will suffer. Most people, at least, seem to agree on that point to some 
extent, though what exactly that will mean for bonds and stocks as investments remains widely contested. Some have argued 
that this dynamic will prompt massive money flows to move from bonds into the stock market (producing the titular “great 
rotation”), while others contend it will not have as big of an effect on aggregate portfolio allocations as expected. 
 
The financial media has tried quite hard to pitch this as a battle between Bill Gross, the well-known portfolio manager at 
Janus, and Jeff Gundlach, founder of DoubleLine Capital, who have shared a contentious past and don’t mind taking jabs at 
each other. However, to me, they seem to be saying the same thing except for a slight difference of opinion on the “key level” 
in the bond market. Gross has come out and said that 2.6% on the 10-Year U.S. Treasury is the line in the sand for the end of 
the bond bull market, while Gundlach argues that “second-tier managers” can focus on 2.6%, but 3% is the level to watch to 
“define the end of the bone bull market from a classic chart perspective.” In other words, both of these very smart bond guys, 
despite their minor differences, believe we are getting close to hitting that inflection point, with Gundlach going on to say that 
it is “almost for sure” that the 10-Year is going to take out 3% this year.  
 
Meanwhile, we have already said that it is very likely that last July marked THE bottom for rates, when the 10-Year U.S. 
Treasury made an undercut low below the 2012 nadir before quickly recovering to shoot up about 125 basis points (almost a 
100% move in percentage terms) by the end of 2016. The future trajectory for rates, therefore, does appear to be upward, 
but the exact path remains an unknown. Just as yields didn’t go straight down over the last three decades, they will not go 
straight up in the years ahead, as the last few weeks have reminded us with the 10-Year falling about 10%. Also, while the 
long-term chart of the 10-Year going back to the early 1980s looks to have already broken its downtrend line when using a 
linear scale (Chart 1), the logarithmic chart (Chart 2) still has some work to do and would need to better 3.5% before the 
downtrend is broken. 2.6%, 3%, and 3.5% may all act as fairly strong resistance, too, so it would not surprise me to see 
interest rates remain range-bound for much of 2017 until expectations about economic growth and inflation pick up enough 
to power rates above this resistance block. 3%, especially, may be tough to overcome in the next few months until we see just 
what the new administration’s policies are going to be.  
 
So, what does this all mean for the stock market? Well, market strategists are sort of torn on that point, as well. Jeffrey 
Kleintop, chief global strategist at Charles Schwab, believes the fund flow shift from bonds to stocks that has taken place over 
the last two months, which has added $3 trillion to global equity values while bond values have dropped by $2 trillion per 
Bloomberg, “marks an important juncture” and has “years left to run.” Conversely, David Kostin of Goldman Sachs argued last 
week in a note that, many institutional investors, the ones who really move markets, are restricted from moving money out of 
bonds and/or owning stocks, so the impact of the “great rotation” may already be approaching its upper limit since 
allocations to debt securities are already near the lowest levels of the last 30 years.  
 
The truth may lie somewhere in the middle, then. Overall, rates are still likely to be low and accommodative for the next 
couple of years when compared to their long-term averages, which should help keep interest in stocks high. At the same time, 
if we are correct and earnings growth picks up in the quarters ahead, that should bode well for stock prices, so we may still 
see a large amount of money flowing back from bonds into stocks, particularly among retail investors chasing returns, if stock 
prices go up while bonds are losing value and still yielding relatively low rates. However, David Kostin does make a fair point 
that we are certainly not going to see most fixed income investors suddenly switch to stocks – institutional investors are 
generally limited in what they can invest in by the terms of their portfolio agreements, and bonds will still play a large role for 
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retail investors who need the diversification and income benefits that they can provide. So, on a net basis, I’d say that “the 
great rotation” may help provide a tailwind for stocks, but it might not be as “great” as many believe. At the end of the day, 
earnings and economic growth are still the primary drivers behind the stock market and, without this growth, interest rates 
and stocks may both have trouble rising significantly from current levels. 
 
And on a more short-term basis, the S&P 500 seems to be having trouble rising at this very moment, with yet another week 
behind us where the index basically went nowhere. That’s not an exaggeration, either, as it opened the week trading at 2273 
and finished just one point higher at 2274, putting in a total range of only 25 points in the process. Stocks continue to face 
tough resistance just above current prices, possibly because of that big test line (Chart 3) I have regularly referenced, but 
there just hasn’t been enough bad news out there to knock prices down. None of the major indices is really breaking down 
yet, and the NASDAQ has even managed to make new highs in the past few days, but there will likely come a point where the 
floor gives way if stocks can’t make any more progress on the upside.  
 
As mentioned, our models indicate that late January could be when the market finally runs into trouble, and that could begin 
as early as this week unless we can break above the overhead selling pressure. It is options expiration week, too, which has 
historically been difficult in January over the last 18 years, according to Jeff Hirsch, the mind behind the Stock Trader’s 
Almanac. The S&P 500 has declined in 13 of those 18 years, with an average loss of 1.06%, and this expiration date also 
happens to come on inauguration day this year, which could up the volatility even more. And that leaves… 
 
The call for this week: Earnings season should be the primary focus with this the first really big week for the 4Q16, though 
Donald Trump’s cabinet nominees and impending inauguration will continue to get a lot of attention. We will conclude the 
week with a new president here in the United States, and, as we have mentioned, this could be “buy the rumor, sell the 
news” type event where traders use the swearing-in as an excuse to take profits. Watch for a possible trading top coinciding 
with the inauguration, even if that doesn’t exactly make rational sense (when does the market ever make rational sense?). 
Also, expect even more attention to be paid to corporate earnings releases and conference calls this quarter to see how 
management teams are planning around the new administration. Investor sentiment seems to have greatly picked up since 
the election, but it will be interesting to see how companies feel given the uncertainty that exists with all the policy 
speculation. If managers are mostly in “wait and see” mode when it comes to future investments and strategic action, it could 
delay the impact Trump’s and Congress’s policies have on corporate earnings. However, we still believe the final earnings 
numbers will continue to show an improving growth environment, which will hopefully prevent any serious downside for the 
broad market. So, stay alert, as this has the makings of a pivotal week for the stock market over the short to intermediate 
term. 
 

 

Chart 1 10-Year U.S. Treasury Rate (Linear Scale) 
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Chart 2 10-Year U.S. Treasury Rate (Logarithmic Scale) 

 
 
Chart 3 S&P 500 
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Important Investor Disclosures 
Raymond James & Associates (RJA) is a FINRA member firm and is responsible for the preparation and distribution of research created in 
the United States. Raymond James & Associates is located at The Raymond James Financial Center, 880 Carillon Parkway, St. Petersburg, 
FL 33716, (727) 567-1000. Non-U.S. affiliates, which are not FINRA member firms, include the following entities that are responsible for 
the creation and distribution of research in their respective areas: in Canada, Raymond James Ltd. (RJL), Suite 2100, 925 West Georgia 
Street, Vancouver, BC V6C 3L2, (604) 659-8200; in Europe, Raymond James Euro Equities SAS (also trading as Raymond James 
International), 40, rue La Boetie, 75008, Paris, France, +33 1 45 64 0500, and Raymond James Financial International Ltd., Broadwalk 
House, 5 Appold Street, London, England EC2A 2AG, +44 203 798 5600. 

 

This document is not directed to, or intended for distribution to or use by, any person or entity that is a citizen or resident of or located in 
any locality, state, country, or other jurisdiction where such distribution, publication, availability or use would be contrary to law or 
regulation.  The securities discussed in this document may not be eligible for sale in some jurisdictions.  This research is not an offer to sell 
or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal.  It does not 
constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of 
individual clients.  Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital 
may occur.  Investors should consider this report as only a single factor in making their investment decision. 

For clients in the United States: Any foreign securities discussed in this report are generally not eligible for sale in the U.S. unless they are 
listed on a U.S. exchange.  This report is being provided to you for informational purposes only and does not represent a solicitation for the 
purchase or sale of a security in any state where such a solicitation would be illegal.  Investing in securities of issuers organized outside of the 
U.S., including ADRs, may entail certain risks.  The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting 
requirements of, the U.S. Securities and Exchange Commission.  There may be limited information available on such securities.  Investors who 
have received this report may be prohibited in certain states or other jurisdictions from purchasing the securities mentioned in this report.  
Please ask your Financial Advisor for additional details and to determine if a particular security is eligible for purchase in your state.  

The information provided is as of the date above and subject to change, and it should not be deemed a recommendation to buy or sell 
any security. Certain information has been obtained from third-party sources we consider reliable, but we do not guarantee that such 
information is accurate or complete. Persons within the Raymond James family of companies may have information that is not available 
to the contributors of the information contained in this publication. Raymond James, including affiliates and employees, may execute 
transactions in the securities listed in this publication that may not be consistent with the ratings appearing in this publication.   

Raymond James (“RJ”) research reports are disseminated and available to RJ’s retail and institutional clients simultaneously via electronic 
publication to RJ's internal proprietary websites (RJ Investor Access & RJ Capital Markets). Not all research reports are directly distributed 
to clients or third-party aggregators. Certain research reports may only be disseminated on RJ's internal proprietary websites; however 
such research reports will not contain estimates or changes to earnings forecasts, target price, valuation, or investment or suitability 
rating. Individual Research Analysts may also opt to circulate published research to one or more clients electronically. This electronic 
communication distribution is discretionary and is done only after the research has been publically disseminated via RJ’s internal 
proprietary websites. The level and types of communications provided by Research Analysts to clients may vary depending on various 
factors including, but not limited to, the client’s individual preference as to the frequency and manner of receiving communications from 
Research Analysts. For research reports, models, or other data available on a particular security, please contact your RJ Sales 
Representative or visit RJ Investor Access or RJ Capital Markets. 

Additional information is available on request. 

 

 

Simple Moving Average (SMA) - A simple, or arithmetic, moving average is calculated by adding the closing price of the security for a number 
of time periods and then dividing this total by the number of time periods. 
Exponential Moving Average (EMA) - A type of moving average that is similar to a simple moving average, except that more weight is given to 
the latest data. 
Relative Strength Index (RSI) - The Relative Strength Index is a technical momentum indicator that compares the magnitude of recent gains to 
recent losses in an attempt to determine overbought and oversold conditions of an asset. 
 

International securities involve additional risks such as currency fluctuations, differing financial accounting standards, and possible 
political and economic instability.  These risks are greater in emerging markets. 

Small-cap stocks generally involve greater risks.  Dividends are not guaranteed and will fluctuate.  Past performance may not be indicative 
of future results.  

 

Investors should consider the investment objectives, risks, and charges and expenses of mutual funds and exchange-traded funds 
carefully before investing. The prospectus contains this and other information about mutual funds and exchange –traded funds. The 
prospectus is available from your financial advisor and should be read carefully before investing. 
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For clients in the United Kingdom: 

For clients of Raymond James Financial International Limited (RJFI): This document and any investment to which this document relates 
is intended for the sole use of the persons to whom it is addressed, being persons who are Eligible Counterparties or Professional Clients 
as described in the FCA rules or persons described in Articles 19(5) (Investment professionals) or 49(2) (High net worth companies, 
unincorporated associations etc) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended) or any 
other person to whom this promotion may lawfully be directed.  It is not intended to be distributed or passed on, directly or indirectly, to 
any other class of persons and may not be relied upon by such persons and is therefore not intended for private individuals or those who 
would be classified as Retail Clients. 

For clients of Raymond James Investment Services, Ltd.: This report is for the use of professional investment advisers and managers and 
is not intended for use by clients. 

For purposes of the Financial Conduct Authority requirements, this research report is classified as independent with respect to conflict of 
interest management. RJFI, and Raymond James Investment Services, Ltd. are authorised and regulated  by the Financial Conduct 
Authority in  the United Kingdom. 

For clients in France: 

This document and any investment to which this document relates is intended for the sole use of the persons to whom it is addressed, 
being persons who are Eligible Counterparties or Professional Clients as described in “Code Monétaire et Financier” and Règlement 
Général de l’Autorité des Marchés Financiers. It is not intended to be distributed or passed on, directly or indirectly, to any other class of 
persons and may not be relied upon by such persons and is therefore not intended for private individuals or those who would be 
classified as Retail Clients. 

For clients of Raymond James Euro Equities: Raymond James Euro Equities is authorised and regulated by the Autorité de Contrôle 
Prudentiel et de Résolution and the Autorité des Marchés Financiers. 

 

For institutional clients in the European Economic Area (EEA) outside of the United Kingdom:  

This document (and any attachments or exhibits hereto) is intended only for EEA institutional clients or others to whom it may lawfully be 
submitted. 

 

For Canadian clients:  

This report is not prepared subject to Canadian disclosure requirements, unless a Canadian analyst has contributed to the content of the 
report.  In the case where there is Canadian analyst contribution, the report meets all applicable IIROC disclosure requirements. 
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