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The question is not ‘if,” but rather
‘when’ the next recession will
come. Recessions do not follow any
set schedule, but are based on eco-
nomic business cycles. And it seems
that each time one occurs, investors
and governments are surprised and
unprepared.

In reality, however, since World War I,
the United States has had, on average,
a recession once every five or so years.
Today, now that more than six years
have passed since the last recession
ended, it makes sense to consider that
we are closer to, not further from, an-
other such economic decline.

In fact, the Great Recession of
2008-2009 is now a distant memory.
The current U.S. recovery, boosted by
quantitative easing measures by the
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Fed, has been slow, with anemic economic
growth. This continued slow growth, com-
bined with rising interest rates, might push
the nation into the next recession within a
few years.

Indeed, many believe the next recession
will come sometime between 2017-2019.
With that in mind, here are a few strategies
worth considering:

First, consider rebalancing your bond
portfolio now, based on the current eco-
nomic environment. You should have your
high-yield bonds structured with a short-
term bond ladder. With the higher risk of

class. Also, owning bonds in other countries
helps diversify your portfolio against only
owning in the United States, given their
differing correlations.

Further, consider a covered call strategy
to increase income with U.S. large-cap
stocks. Buying U.S. dividend stocks and writ-
ing covered calls on them may maximize
your income on this portion of the portfolio.
When a stock market is fairly priced, with
minimal growth forecast, a covered call strat-
egy helps increase yield in your portfolio.
Focusing on income can help offset any lack
of appreciation in the equity markets.

41

The question is not ‘if, but rather ‘when’ the next

recession will come.

recession looming, | would want my junk
bonds to mature sooner, with less economic
clarity in the long term.

Those junk bonds should mature in the
2016-2019 time frame. | would not own a
junk bond mutual fund right now since these
funds do not have a set maturity date and
are more likely to be impacted as interest
rates rise. | also would ensure that my
higher-quality investment-grade bonds are
laddered to mature in the 2020-2025 time
frame. If we do have a recession in 2017 or
2018, | would want my junk bonds maturing,
and my high-quality bonds, as the core of
my bond portfolio, to then be sitting on the
short-to-intermediate end of the yield curve.

Another area of the bond market that
looks like a value is emerging market debt.
Yields are currently in the 5 percent range,
and this is a bond market that has underper-
formed over the last few years, so there
may be some opportunity in this asset
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The U.S. Federal Reserve and the world’s
central banks are currently moving in oppo-
site directions. In the United States, the Fed
is tightening monetary policy, while Europe
and China are easing their respective mon-
etary policies.

Therefore, U.S. borrowing costs will in-
crease for corporations and individuals, and
that will put pressure on corporate earnings
and real estate prices. One bright spot in the
U.S. market is that financial stocks should do
well as rates rise over the next few years.

In the overseas markets, meanwhile, lower
rates may help increase corporate profits
and make international real estate poten-
tially more attractive. We have seen firsthand
what low interest rates have done to real es-
tate prices in the United States over the last
six years, and an opportunity overseas may
be developing to follow suit.

These types of adjustments will help
prepare your portfolio as the next reces-
sion looms. e
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