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The Key Wealth Institute is a team of highly
experienced professionals from across wealth
management, dedicated to delivering commentary
and financial advice. From strategies to manage
your wealth to the latest political and industry
news, the Key Wealth Institute provides proactive
insights to help grow your wealth.

2022 left investors few places to hide. Stocks entered a
bear market. Bonds had their worst year ever. Inflation ran
rampant. The prospects of recession grew throughout the
year. The Federal Reserve’s (the Fed) commitment to
combat inflation resulted in its most aggressive rate-hiking
period in over 40 years, with the Federal funds rate
increasing from effectively zero to 4.50% by year end.

The pace at which the Fed increased this policy-
controlling interest rate can be seen as the chief driver of
the weakness in stock markets and the plunge in bond
markets in 2022. Quite simply, investors have not seen
the Fed increase rates this much, this quickly.

While this meteoric rise in short-term interest rates has
caused capital depreciation in both stocks and bonds, it
has also brought cash back as a viable income-producing
asset class. Money market mutual funds are yielding
approximately 4.50% on average, and 6-month and 1-
year Treasury bills (T-bills) have yields at 4.30%. After a
tumultuous 2022 and indications of a recessionary
economic environment awaiting, is it time to just hide in
cash?

The global financial system operates under the core tenet
that US treasuries are risk-free investments. Treasuries are
backed by the full faith and credit of the US government
and the US has never missed an interest payment or
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defaulted on its debt. T-bills are short-term treasuries with
maturities between 4 weeks and 1 year and are most
often found in money market funds along with other short-
term debt obligations. Money market fund balances have
increased dramatically since 2020, with nearly $5 trillion in
assets at the end of 2022. Yield-starved investors
accustomed to earning next to nothing on cash are now
earning approximately 4.5% in money market funds. They
also have the option of buying 6-month or 1-year T-bills
and earning a risk-free rate of return of 4.57% or 4.28%,
respectively.

An allocation to cash is prudent and plays an important
role within an asset allocation strategy as part of a sound
financial plan. Cash can act as ballast to riskier asset
classes, enable opportunistic investments, serve as a
safety net, or simply provide peace of mind to an investor.
Unfortunately, cash on its own has little chance of keeping
up with inflation over the long term. Inflation, as measured
by the Consumer Price Index (CPI), reached 9.10% on a
year-over-year basis in June 2022. While inflation has
slowed to a rate of 6.40% as of January 2023, it is still
well above the Fed'’s long-term target of around 2.00%. A
4.50% return on cash when cash is losing 6.40% of its
purchasing power is not a recipe for growing wealth.

Economic forecasts see the Fed raising rates an additional
0.75% by June 2023, bringing the Federal funds rate to
5.50%. The same forecasts also see the Fed lowering
rates to 2.50% in 2024, with the thesis being that the
Fed’s commitment to drive down inflation with higher
rates will create a recession that will then force the Fed to
pivot to an accommodative monetary policy, ergo
lowering rates to stimulate economic growth. In short,
short-term rates will be higher, but only in the short-term.
Some may argue that is even more the reason to go to
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Is it time to take your cash out of hiding?

cash now or lock in these T-bill rates while they last. While
you can enjoy a higher rate in the short-term, it is unlikely
that these T-bill rates will be at the same rate or higher at
time of maturity thereby creating a significant
“reinvestment risk” for investors. Interest rates and bond
prices are inversely related, so the value of bonds will
increase in a declining rate environment, meaningfully
enhancing total return. Cash investments do not receive
the same benefits during these periods. As such,
investors may be better served to invest slightly further out
on the yield curve, especially in this current market
environment.

With the prospects of US entering a recession in the next
6 to 12 months, it is important to consider an allocation to
investment grade fixed income. Recessions typically see a
“flight to quality” as investors seek haven in bonds,
thereby pushing yields lower. What is noteworthy in the
current environment is that corporate and municipal credit

spreads have remained relatively firm amid tightening
financial conditions. The sell-off in bonds in 2022 was not
credit-driven but rather due to interest rates rising at a
breakneck pace. A 10-year treasury is yielding
approximately 3.50% today after averaging 2.42% over
the past 15 years. Investment grade corporates of the
same maturity yield 5.40% and 10-year AAA municipals
offer a taxable equivalent yield of 3.80%. After a long
period of bonds offering low yields, it is safe to say there is
income in fixed income again.

Short-term returns upwards of 4.50% in cash and T-bills
look quite appealing after a year of double-digit declines in
both stock and bond markets. It is important to focus on
the long-term investment horizon. With the increasing
possibility of US recession approaching, it may be prudent
not to hide in cash, but we think it is also prudent and
may be quite timely to consider putting some of your cash
to work in bonds.

For more information, please contact your advisor.
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The Key Wealth Institute is comprised of a collection of financial professionals representing Key entities including Key Private Bank, KeyBank Institutional Advisors, and Key
Investment Services. Any opinions, projections, or recommendations contained herein are subject to change without notice and are not intended as individual investment advice.
This material is presented for informational purposes only and should not be construed as individual tax or financial advice.

Bank and trust products are provided by KeyBank National Association (KeyBank), Member FDIC and Equal Housing Lender. Key Private Bank and KeyBank Institutional Advisors
are part of KeyBank. Investment products, brokerage and investment advisory services are offered through Key Investment Services LLC (KIS), member FINRA/SIPC and SEC-
registered investment advisor. Insurance products are offered through KeyCorp Insurance Agency USA, Inc. (KIA). KIS and KIA are affiliated with KeyBank.

Investment and insurance products are:

NOT FDIC INSURED © NOT BANK GUARANTEED e MAY LOSE VALUE e NOT A DEPOSIT @ NOT INSURED BY ANY FEDERAL OR STATE GOVERNMENT AGENCY

KeyBank and its affiliates do not provide legal advice. Individuals should consult their personal tax advisor before making any tax-related investment decisions.
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