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While the concept of risk management is typically not one embraced by bond investors, especially those 
who own a large proportion of government and agency securities, we at YieldQuest believe it is imperative 
for our clients to incorporate risk management into their fixed income portfolio strategies at this time, given 
what many market commentators have referred to as a potential bubble in Treasury bonds (we agree 
with this bubble assessment).  The generational lows in Treasury yields, we believe, strongly support our 
recommendation for investors to focus on the inherent risk embedded in their portfolios on a look-forward 
basis from holding an un-hedged allocation to Treasuries and other fixed income securities, especially un-
hedged bond funds.

With the 5-year Treasury now yielding 2.28%, some clients continue to argue that there may remain some 
potential reward in holding current Treasury allocations.  Possibly.  But as investment professionals paid 
to balance risk and reward for our clients, and with Treasury yields still relatively close to 50-year lows, it 
would be imprudent, in our view, to leave your bond portfolios un-hedged at this time, given the significant 
risk that rates are likely to reverse course and rise at some point over the coming months on the back 
of stronger than expected economic growth both in the U.S. and abroad and the potential for an upside 
inflation surprise.

For this reason, we strongly recommend that clients incorporate risk management via an interest rate 
hedge into their bond portfolios.  Essentially, this would require that you give up some of the additional 
upside if Treasury yields were to decline further from here, in return for potentially protecting your portfolios 
and mitigating losses as rates rise over time.   Given the potential for very large increases in rates over the 
coming 6-24 months, this hedged portfolio may be bought and held for the intermediate term. 

How would YieldQuest seek to achieve this risk/reward balance within client portfolios?

•	 Dramatically reduce or possibly eliminate unhedged bond funds from portfolios, given their 		
	 typically significant allocation to Treasuries and positive duration in general.

•	 Maximize yield and principal preservation by favoring individual bonds over bond funds.			 
	 Remember a high quality individual bond held to maturity delivers your principal upon maturity.

	 Incorporate other YieldQuest strategies to help position portfolios for rising rates.  Contact your 		 •	
	 YieldQuest representative for details.

Admittedly, the above recommendations would involve somewhat higher turnover within client portfolios, but 
we believe this is a small price to pay in return for potentially enhanced protection against rising rates.

We look forward to discussing these ideas and our specific hedging recommendations with you on a one-
on-one basis.
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Securities offered through YieldQuest Securities, LLC (Member FINRA and SIPC )

Inverse exchange-traded funds (ETFs) are typically considered short-term trading vehicles and should be 
monitored by the investor on a daily basis.  

Past performance does not guarantee nor is indicative of future results.  This summary of statistics, price, and 
quotes has been obtained from sources believed to be reliable but is not necessarily complete and cannot be 
guaranteed.  All securities may lose value, may not be insured by any federal agency and are subject to availability 
and price changes.  Market risk is a consideration if sold prior to maturity.  Information and opinions herein are for 
general informational use only and subject to change without notice. 

This material does not constitute an offer to sell, solicitation of an offer to buy, recommendation to buy, or 
representation as the suitability or appropriateness of any security, financial product or instrument, unless explicitly 
stated as such.  This information should not be construed as legal, regulatory, tax, personalized investment, or 
accounting advice.   This message (and any attached materials) is for the sole use of the intended recipient(s) and 
may contain information that is privileged, confidential and exempt from disclosure under applicable law. Any review, 
dissemination, distribution or duplication of this communication is strictly prohibited. If you are not the intended 
recipient, please contact the sender immediately by reply e-mail and destroy all copies of the original message

Any YieldQuest model portfolio holdings and benchmark data are for illustrative purposes only and should not be 
construed as any type of research.  This data is not meant to replace Adviser’s portfolio management/performance 
reporting systems.  Please consult your Adviser’s performance reports for actual performance data before making 
any decisions based on this information.  Accordingly, reliance upon information in this article is at the sole 
discretion of the reader.

Investors should carefully consider the investment objectives, risks, charges and expenses of the YieldQuest Funds.  
This and other information about the YieldQuest Funds is contained in the prospectus and should be read carefully 
before investing.  The Fund’s prospectus can be obtained by calling 866-973-8637.   Investors should note that 
mutual fund values may fluctuate and that the fund’s price or value may rise or fall.  Accordingly, investors may 
receive back less than originally invested.  Past performance is not indicative of future results.   YieldQuest Advisors 
is the Advisor to the YieldQuest Funds.  The YieldQuest Funds are distributed by YieldQuest Securities, LLC 
(Member FINRA, SIPC). 

YieldQuest is not responsible for any errors or omissions in this material or in the dissemination of its contents.  

Additional information available upon request.
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