
The opinions expressed in this newsletter 
are for general information only and are 
not intended to provide specific advice 
or recommendations for any individual. 
To determine whether any of these 
strategies are appropriate for you, consult 
with your Cetera Investment Services 
advisor or your attorney, accountant or 
tax advisor before taking any action. 
Neither Cetera Investment Services nor 
any of its representatives may give legal 
or tax advice. Investment theories are 
provided as information only and are not 
endorsed by Cetera Investment Services. 
The information in this newsletter is not 
an offer or a solicitation of an offer to buy 
or sell any security. Advisory services may 
only be offered by Investment Adviser 
Representatives in connection with an 
appropriate Cetera Investment Services 
Advisory Services Agreement and disclosure 
brochure as provided.

The Federal Reserve Board has already raised interest rates 
this year, and it appears poised to make additional hikes 
later this year. How does this affect my portfolio?

One driving force behind the gains in stock prices in recent years has been 
the low interest rates available for bond investors. Because of the interest 
rate drought, investors looking for more income from their portfolios often 
shifted to dividend-paying stocks. The dividend yield on the S&P 500 
since about 2010 has been roughly 2%. When bond yields are even lower, 
that can make stocks unusually attractive, given the possibility of asset 
appreciation and growth in future dividend payouts.

The more recent stock market gains have been driven by optimism over 
economic growth, assuming that corporate tax reform and some measure  
of deregulation could bring back GDP expansion in the range of 3% to 4%. 
By the measure of price/earnings ratios, stocks have gotten pretty expensive 
by historical standards.

Now that the Fed is boosting interest rates, the yield on 10-year U.S. 
Treasury notes has returned closer to normal, and is higher than the S&P 
500 dividend yield. To date, that hasn’t seemed to cause the bulls to pause. 
But as interest rates go still higher, the math of yield versus dividend could 
affect future stock market gains.

See your financial advisor to learn more.
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Interest rates going up?

In June the Federal Reserve Board nudged short-term interest rates up another 
quarter point. It was the third increase in six months, the fourth since the end 
of the great recession. The financial markets calmly accepted the move back 
toward normalcy. One or two more upticks may be in store later this year.

Stocks

According to conventional investment theory, stock 
investors are seeking a premium over the “riskless” rate 
of return, which is represented by short-term Treasury 
bills. That premium compensates them for the additional 
risk inherent in equity investing. An increase in interest 

rates means an increase in the riskless rate of return, which, 
in turn, raises the hurdle that stocks must beat to remain 

attractive. In other words, in normal times higher interest rates 
are bad for stock prices, because they increase the relative 

attractiveness of bonds.

These have not been normal times, however, because the 
riskless rate of return was near zero for so long. The recent 

increases in interest rates seem to have been interpreted 
by investors as signs of economic health and, therefore, to  

be a buying signal. Stock indices have continued to post records.

Bonds

Rising interest rates are not the bondholder’s friend, of course. As interest 
rates rise, the price of outstanding bonds must fall. The opportunity to reinvest 
funds at higher rates may be welcome, but there may be paper losses on the 
longer-term maturities.

Still, bonds play an essential role in a balanced investment portfolio. They may 
damp down the overall volatility, and they offer a steady stream of income 
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Turning point?

In June the Fed lifted short-term 
rates to a range of 1.00% to 1.25%. 
That’s still very low by historical 
standards, nothing for savers to get 
really excited about. But rates are 
headed in the right direction, and the 
move suggests that the economy is 
continuing to strengthen.

IRAs have become very important 
assets for many families—and that 
can raise important tax questions. On 
page three of this issue, we look at 
some of the ways that taxpayers have 
gotten into trouble by getting too 
creative with their IRAs.

Please come to us with your 
questions on investment and 
retirement planning.
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Interest rates . . . continued

According to a new report from the 
Investment Company Institute, some 
$8.2 trillion in assets was held in IRAs 
at the end of the first quarter of this 
year. That’s up 4.1% in three months. 
That is some serious capital, which 
can raise serious questions. Here are 
four such questions that crossed our 
desk recently.

Inherited IRAs, nonspouses

Q. I’ve inherited a substantial IRA 
from my parent. What are my choic-
es? Can I roll over the money into 
my own IRA? What I’d really like to 
do is convert the inherited IRA to a 
Roth IRA.

A. Those approaches are not 
available to you. Because you are 
not the spouse of the decedent, 
you only are permitted to arrange 
a trustee-to-trustee transfer of the 
money to another IRA in the name of 
the decedent and yourself. A death 
triggers the process of exposure of 
the IRA accumulation to taxation. 
Although that taxation can be 
extended over your actuarial lifetime, 
it can’t be delayed beyond that, which 
is why the decedent’s name always 
must appear on the IRA.

If you attempt to convert an inherited 
IRA into a Roth IRA, the conversion 
will be treated as a complete and 
taxable distribution of the IRA 
followed by an excess contribution 
to the Roth IRA. Similarly, if you 
attempt a trustee-to-trustee transfer 
from the inherited IRA to one in your 
own name, it will be treated as a 
complete distribution followed by a 
regular contribution to your IRA (not 
a rollover contribution).

Deemed distributions

Q. Can I use my IRA as collateral  
for a loan?

A. No, you cannot. Any portion of an 
IRA used as security for a loan is a 
deemed distribution, and that amount 
becomes taxable.

The acquisition of a collectible by an 
IRA, such as a work of fine art, is also 
a deemed distribution. The amount 
of the distribution is the cost of the 
collectible. 

Prohibited transactions

Q. My son needs to borrow 
$100,000. Can I lend him money 
from my IRA if he signs the appro-
priate paperwork and the IRA 
charges him an appropriate interest 
rate? The rate of return on my IRA 
has been poor lately, and this could 
be a win-win all around.

A. No, you cannot do this. Any direct 
business transaction between an 
IRA or a Roth IRA and a “disqualified 
person” is a “prohibited transaction.” 
You are disqualified, and so are 
your spouse, your ancestors and 
descendants, and your spouse’s 
ancestors and descendants.

A prohibited transaction results in 
the end of the IRA being treated as an 
IRA. Instead, the entire IRA is treated 
as distributed on January 1 of the 
year that the prohibited transaction 
occurs, with the full amount subject 
to income taxes. With a Roth IRA, 
there may not be immediate taxation, 
but the future tax deferral is lost at 
that point. Prohibited transactions 
must be avoided.

What if the borrower is a brother or 
sister? Although such an individual 

may not be named a “disqualified 
person” in the statute, this is at  
best a grey area. Better to avoid 
courting trouble.

Q. I have an asset that I think is 
worth at least $100,000. I’d like to 
sell it to my IRA for $50,000. That 
can’t hurt the IRA, can it?

A. Prohibited transactions are 
prohibited regardless of whether 
or not the IRA is harmed. As you 
are a disqualified person, you can’t 
sell assets to your IRA. If you think 
about it, your bargain sale really 
could be considered an excess IRA 
contribution.

Other examples of prohibited 
transactions:

▲ An IRA owner and his spouse 
tried to purchase from an unrelated 
party (a bank) a promissory note on 
which the couple were the obligors. 
The Department of Labor considered 
this an extension of credit between 
the IRA and its owners, even though 
the IRA was not a party to the original 
transaction and the purchase of the 
note was at arm’s length [Advisory 
Opinion 2011-04A].

▲ An IRA owner signed an 
agreement with a brokerage firm 
that gave the firm a security interest 
in the IRA to secure the owner’s 
potential liability associated with 
a taxable futures trading account. 
The Department of Labor found 
this to be a prohibited extension of 
credit [Advisory Opinion 2011-09A]. 
However, the IRS has stated that if 
the cross guarantee is not actually 
activated, the penalty may not be 
imposed [IRS Announcement  
2011-81]. 

Q&A on IRAs: Advanced issues

Will the long-term decline in interest rates reverse?

to meet cash requirements or for 
reinvestment. In times of economic 
uncertainty, one often sees a “flight 
to quality,” which may explain the 
resilience of the market for U.S. 
government debt.

There is also a strong temptation to 
park assets in the relative safety of 
money market funds, waiting for a 
better time to invest. That’s not often 
the best approach. The problem is 
successfully identifying that better 
time to invest—uncertainty is 
inherent in the financial markets.

When rates are low, there is a 
powerful temptation to mitigate 
interest rate risk by shortening the 
maturity of the bond portfolio. But 
at the current very low rates, that 
approach means bringing the yield 
down to a level most investors find 
unacceptable. There are alternatives 
to consider.

• Barbells. Simply to increase the 
yield from a bond portfolio, long- and 
short-term bonds may be acquired, 

avoiding the intermediate maturities. 
If the long-term bonds can be held 
to maturity, the investor need not 
worry about paper losses that occur 
if interest rates rise. Meanwhile, the 
short-term bonds can be reinvested 
at higher rates as they mature.

• Ladders. Building a laddered 
portfolio involves buying an 
assortment of bonds with maturities 
distributed over time. For example, 
you might invest equal amounts in 
securities maturing in two, four, six, 
eight and ten years. In two years, 
when the first bonds mature, you 
would reinvest the principal in a 
ten-year bond, maintaining the 
ladder. This approach provides better 
protection against interest rate risk 
than investing in a bond with a single 
maturity, especially a longer maturity. 
The ladder generally provides a 
greater yield than investing only in 
short-term issues.

• Riskier bonds. All bonds are 
not created equal. Corporate 
bonds usually offer higher yields, 

to compensate investors for the 
somewhat larger chance of default. 
Municipal bonds add the element of 
freedom from federal income taxes 
for interest payments.

Let us help you

Even though the Fed has been 
steadfast in its commitment to 
return interest rates slowly to normal 
ranges, outside events could alter 
that course. No one was predicting 
that oil prices could fall so low 
quickly, and the full economic effects 
of that situation are not known.

How does one do investment 
management in an era of 
uncertainty? Finding good help for 
investment management is no easy 
matter. It’s a bit like selecting a doctor 
or a lawyer. You have to find someone 
you can trust, someone with whom 
you feel comfortable.

That someone should be us. We offer 
investment advice, designed with the 
needs of you and your family in mind. 
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Interest rates were on a fairly persistent upward path 
through the 1960s and 1970s, as shown in this graph from 
the St. Louis Federal Reserve Bank of the rates for 10-year 
Treasury bonds. The rate peaked at over 15% early in the 
Reagan presidency, when the Federal Reserve Board took 
strong anti-inflation measures. Since then, interest rates 

have declined, and they remain at historically low levels. 
Rates tend to fall during recessions, as the Fed lowers 
short-term interest rates to stimulate the economy. Since 
the 1980s, rates have not bounced back as the economy 
expands. Will the latest moves by the Fed mark a bottom 
of this trend? Only time will tell.
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• Barbells. Simply to increase the 
yield from a bond portfolio, long- and 
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If the long-term bonds can be held 
to maturity, the investor need not 
worry about paper losses that occur 
if interest rates rise. Meanwhile, the 
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at higher rates as they mature.
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distributed over time. For example, 
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when the first bonds mature, you 
would reinvest the principal in a 
ten-year bond, maintaining the 
ladder. This approach provides better 
protection against interest rate risk 
than investing in a bond with a single 
maturity, especially a longer maturity. 
The ladder generally provides a 
greater yield than investing only in 
short-term issues.

• Riskier bonds. All bonds are 
not created equal. Corporate 
bonds usually offer higher yields, 

to compensate investors for the 
somewhat larger chance of default. 
Municipal bonds add the element of 
freedom from federal income taxes 
for interest payments.
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Even though the Fed has been 
steadfast in its commitment to 
return interest rates slowly to normal 
ranges, outside events could alter 
that course. No one was predicting 
that oil prices could fall so low 
quickly, and the full economic effects 
of that situation are not known.
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management in an era of 
uncertainty? Finding good help for 
investment management is no easy 
matter. It’s a bit like selecting a doctor 
or a lawyer. You have to find someone 
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needs of you and your family in mind. 

myf.red/g/e1Lw

0.0

2.5

5.0

7.5

1 0.0

1 2.5

1 5.0

1 7.5

1 965 1 970 1 975 1 980 1 985 1 990 1 995 2000 2005 201 0 201 5

fred.stlouisfed.org

Source: Board of Governors of the Federal Reserve System (US)

1 0-Year Treasu ry Con stan t Matu rity Rate

P
er

ce
n

t

Interest rates were on a fairly persistent upward path 
through the 1960s and 1970s, as shown in this graph from 
the St. Louis Federal Reserve Bank of the rates for 10-year 
Treasury bonds. The rate peaked at over 15% early in the 
Reagan presidency, when the Federal Reserve Board took 
strong anti-inflation measures. Since then, interest rates 

have declined, and they remain at historically low levels. 
Rates tend to fall during recessions, as the Fed lowers 
short-term interest rates to stimulate the economy. Since 
the 1980s, rates have not bounced back as the economy 
expands. Will the latest moves by the Fed mark a bottom 
of this trend? Only time will tell.
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