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Real interest rates are right around zero. And the question for an income investor is given that environment, to what 
extent do you stretch out and reach for yield and pick up risk? 

As an individual investor, you have no control over rates. You are a taker of rates. Whether you are an institutional 
investor or retail investor, you can't do anything by the rate environment. This is the environment that we're in. It's clear, 
looking back over the last 10 years, that secular forces have brought rates down to a level where they will likely remain for 
the foreseeable future. if you're a medium-term investor, again, with a five to 10 year horizon, the likelihood of rates 
moving substantially higher from here is quite low. So you have to adjust your portfolios and portfolio construction to that 
environment. 

Duration risk has increased significantly as rates have come down. So as an investor you are more exposed to 
movements in interest rates, whether you are in risk assets or you own safe haven treasuries.  

The exercise that we go through is to look at income on a risk adjusted basis. We don't look at returns as a standalone 
metric. We look at them as adjusted for risk. I think that's become a much more pronounced and important exercise 
because as safe yields come down, so as treasury yields have come down, the pressure on investors to go into lower 
quality credit, to go into equities, to basically go into more volatile asset classes has increased. 

 

 

There are risks associated w ith fixed-income investments, including credit risk, interest rate risk, and prepayment and extension risk. 

In general, bond prices rise w hen interest rates fall and vice versa. This effect is usually more pronounced for longer term securities. 

The view s expressed are as of October 2019, may change as market or other conditions change and may differ from view s expressed 

by other Columbia Management Investment Advisers, LLC (CMIA) associates or aff iliates. Actual investments or investment decisions 

made by CMIA and its aff iliates, w hether for its ow n account or on behalf of clients, may not necessarily reflect the view s expressed. 

This information is not intended to provide investment advice and does not take into consideration individual investor circumstances. 

Investment decisions should alw ays be made based on an investor's specif ic f inancial needs, objectives, goals, time horizon and risk 

tolerance. Asset classes described may not be suitable for all investors. Past performance does not guarantee future results, and no 

forecast should be considered a guarantee either. Since economic and market conditions change frequently, there can be no 

assurance that the trends described here w ill continue or that any forecasts are accurate. 

Investment products are not federally or FDIC-insured, deposits or obligations of or guaranteed by any financial institution 
and involve risks, including possible loss of principal and fluctuation in value. 
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