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The Benefits of Active 
Management When Rates Are 
Rising 
With a Fed rate increase likely imminent after nearly seven 
years of a near zero federal funds rate, investors are 
concerned about investing in the current environment. We 
discussed rising rates and the benefits of active management 
with PIMCO managing director Jim Moore.  

 

Q: What insights can you give investors who are concerned about  
rising rates? 

Moore: First of all, it’s important to consider the Federal Reserve’s objective and 

where it is in the process of pursuing it. The Fed has been keeping rates very low 
for a prolonged period of time, waiting for the economy to show signs of 
economic growth and stronger labor markets, and, of course we have seen an 
ongoing recovery and declining unemployment.  

Considering the Fed’s experience back in 2013, when it began hinting at 
increasing policy rates and the market reacted with the “taper tantrum,” we are 
fairly confident that it will take its time when it finally does begin to hike. This is 
likely to be the slowest, most gradual, most telegraphed rate hike in the history 
of the Federal Reserve. We expect them to start with a very small increase and 
then watch how the economy and markets react. If all goes well enough and the 
market absorbs the change without incident, they would then take another step.  

From an investor’s point of view, in this environment an important thing to keep 
in mind is the benefits of active management. Once the Fed rate hike cycle 
begins, the yield curve will not necessarily move uniformly and line up with what 
the Fed does at the front end.  

Investors need to consider relative pricing and relative risk trade-off along the 
curve in order to decide where they want to be positioned, and where they will 
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get the best return for each unit of risk. An active manager can pick spots on the 
yield curve where they see risk/return characteristics as more favorable as 
opposed to simply replicating the allocations of an index. 

Q: What does this mean from a global perspective? 

Moore: Unlike the U.S., many other areas of the world are in holding or easing 
cycles: Europe is behind the curve relative to the U.S. with slower growth and 
lower inflation, Japan is committed to easing to try to keep the economy 
growing, China is easing given the slowdown there, and some emerging market 
countries are easing as growth slows in response to the Fed and the slowdown 
in demand from China for their exports. Active managers can take account of 
non-U.S. bonds as offshore rates are either stagnant or moving in the opposite 
direction, potentially adding value.  

Q: What would you say to investors who are allocating to mostly cash?  

Moore: I would point out that there’s an opportunity cost to that approach. If 

you look at a five-year bond currently, it’s at about 1.5% versus near zero or 
negative rates for cash, so there is an opportunity cost to staying in cash. 
Investors should evaluate what their liquidity needs are – cash has a place for 
those who prize liquidity and may need to deploy those funds in the near term, 
but timing rates is a very difficult pursuit. For example, many who got spooked 
with the taper tantrum moved to cash and never got back into longer maturity 
bonds before rates fell again in 2014. If they had held course, they would likely 
have been better off. Investors need to also be conscious of their time horizon. 
For the long-term investor, rising rates would actually be a good thing! Sure 
there is short-term pain as longer maturity bonds suffer some capital loss, but as 
coupons reset higher, the longer duration portfolio has a higher yield. 

Also, while rates may be low by historic standards, they are higher in the U.S. 
than in other high quality sovereigns. Since the supply of investment capital 
flows across borders, investors need to realize they cannot look at the U.S. fixed 
income market in isolation.  

Q: PIMCO’s New Neutral thesis envisions more frequent periods of 
market volatility. What does this mean for investors? 

Moore: We’re entering a period that we think may be more volatile as the Fed 

slowly reduces its influence. In choppy markets, many investors who get spooked 
may look to sell, and with new regulations limiting the capital and liquidity 
provided by banks, market participants are looking for other liquidity providers. 
This can be advantageous to active investors who have the balance sheet to pick 
up additional liquidity premia and who can take advantage of opportunistic 
prices. So rising rates can be a boon for those who are in a position to provide 
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liquidity to markets. While a hiking cycle can lead to rough patches, it can create 
more opportunity for an active manager to add value. 

Despite investors’ concerns about owning bonds in a rising rate environment, it’s 
important to remember that bonds always have and always will play a key role in 
a diversified investment portfolio. Investors can look to active managers to take 
that allocation and direct it in a more intelligent way by looking at all aspects of 
the bond market from top to bottom. 

And, for an investor with a long horizon, higher rates mean the yield on bonds 
in the future will be higher, as I mentioned previously. So if rates do move up 
faster, that can work to their advantage if they continue to keep their longer-
term objectives in mind. 

Finally, active managers can spot structural inefficiencies in the market that are 
created by indexes and other buyers whose objectives create short-term pricing 
biases and use those as opportunities to identify better priced or higher yielding, 
quality securities.  
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 All investments contain risk and may lose value. Investing in the bond market is subject to risks, including market, interest 
rate, issuer, credit, inflation risk, and liquidity risk. The value of most bonds and bond strategies are impacted by changes in 
interest rates. Bonds and bond strategies with longer durations tend to be more sensitive and volatile than those with shorter 
durations; bond prices generally fall as interest rates rise, and the current low interest rate environment increases this risk. 
Current reductions in bond counterparty capacity may contribute to decreased market liquidity and increased price volatility. 
Bond investments may be worth more or less than the original cost when redeemed. Management risk is the risk that the 
investment techniques and risk analyses applied by PIMCO will not produce the desired results, and that certain policies or 
developments may affect the investment techniques available to PIMCO in connection with managing the strategy. Investors 
should consult their investment professional prior to making an investment decision. 

This material contains the opinions of the author but not necessarily those of PIMCO and such opinions are subject to change 
without notice. This material has been distributed for informational purposes only and should not be considered as investment 
advice or a recommendation of any particular security, strategy or investment product. Information contained herein has been 
obtained from sources believed to be reliable, but not guaranteed.  

PIMCO provides services only to qualified institutions and investors. This is not an offer to any person in any jurisdiction where 
unlawful or unauthorized. | Pacific Investment Management Company LLC, 650 Newport Center Drive, Newport Beach, 
CA 92660 is regulated by the United States Securities and Exchange Commission. | PIMCO Investments LLC, U.S. distributor, 
1633 Broadway, New York, NY, 10019 is a company of PIMCO. | PIMCO Europe Ltd (Company No. 2604517), PIMCO 
Europe, Ltd Amsterdam Branch (Company No. 24319743), and PIMCO Europe Ltd - Italy (Company No. 07533910969) are 
authorised and regulated by the Financial Conduct Authority (25 The North Colonnade, Canary Wharf, London E14 5HS) in the 
U.K. The Amsterdam and Italy branches are additionally regulated by the AFM and CONSOB in accordance with Article 27 of 
the Italian Consolidated Financial Act, respectively. PIMCO Europe Ltd services and products are available only to professional 
clients as defined in the Financial Conduct Authority’s Handbook and are not available to individual investors, who should not 
rely on this communication. | PIMCO Deutschland GmbH (Company No. 192083, Seidlstr. 24-24a, 80335 Munich, 
Germany) is authorised and regulated by the German Federal Financial Supervisory Authority (BaFin) (Marie-Curie-Str. 24-28, 
60439 Frankfurt am Main) in Germany in accordance with Section 32 of the German Banking Act (KWG). The services and 
products provided by PIMCO Deutschland GmbH are available only to professional clients as defined in Section 31a para. 2 
German Securities Trading Act (WpHG). They are not available to individual investors, who should not rely on this 
communication. | PIMCO (Schweiz) GmbH (registered in Switzerland, Company No. CH-020.4.038.582-2), 
Brandschenkestrasse 41, 8002 Zurich, Switzerland, Tel: + 41 44 512 49 10. The services and products provided by PIMCO 
Switzerland GmbH are not available to individual investors, who should not rely on this communication but contact their 
financial adviser. | PIMCO Asia Pte Ltd (501 Orchard Road #09-03, Wheelock Place, Singapore 238880, Registration No. 
199804652K) is regulated by the Monetary Authority of Singapore as a holder of a capital markets services licence and an 
exempt financial adviser. The asset management services and investment products are not available to persons where provision 
of such services and products is unauthorised. | PIMCO Asia Limited (Suite 2201, 22nd Floor, Two International Finance 
Centre, No. 8 Finance Street, Central, Hong Kong) is licensed by the Securities and Futures Commission for Types 1, 4 and 9 
regulated activities under the Securities and Futures Ordinance. The asset management services and investment products are 
not available to persons where provision of such services and products is unauthorised. | PIMCO Australia Pty Ltd ABN 54 
084 280 508, AFSL 246862 (PIMCO Australia) offers products and services to both wholesale and retail clients as defined in 
the Corporations Act 2001 (limited to general financial product advice in the case of retail clients). This communication is 
provided for general information only without taking into account the objectives, financial situation or needs of any particular 
investors. | PIMCO Japan Ltd (Toranomon Towers Office 18F, 4-1-28, Toranomon, Minato-ku, Tokyo, Japan 105-0001) 
Financial Instruments Business Registration Number is Director of Kanto Local Finance Bureau (Financial Instruments Firm) No. 
382. PIMCO Japan Ltd is a member of Japan Investment Advisers Association and The Investment Trusts Association, Japan. 
Investment management products and services offered by PIMCO Japan Ltd are offered only to persons within its respective 
jurisdiction, and are not available to persons where provision of such products or services is unauthorized. Valuations of assets 
will fluctuate based upon prices of securities and values of derivative transactions in the portfolio, market conditions, interest 
rates and credit risk, among others. Investments in foreign currency denominated assets will be affected by foreign exchange 
rates. There is no guarantee that the principal amount of the investment will be preserved, or that a certain return will be 
realized; the investment could suffer a loss. All profits and losses incur to the investor. The amounts, maximum amounts and 
calculation methodologies of each type of fee and expense and their total amounts will vary depending on the investment 
strategy, the status of investment performance, period of management and outstanding balance of assets and thus such fees 
and expenses cannot be set forth herein.| PIMCO Canada Corp. (199 Bay Street, Suite 2050, Commerce Court Station, P.O. 
Box 363, Toronto, ON, M5L 1G2) services and products may only be available in certain provinces or territories of Canada and 
only through dealers authorized for that purpose. | PIMCO Latin America Edifício Internacional Rio Praia do Flamengo, 154 
1o andar, Rio de Janeiro – RJ Brasil 22210-906. | No part of this material may be reproduced in any form, or referred to in any 
other publication, without express written permission. PIMCO is a trademark or registered trademark of Allianz Asset 
Management of America L.P. in the United States and throughout the world. THE NEW NEUTRAL and YOUR GLOBAL 
INVESTMENT AUTHORITY are trademarks or registered trademarks of Pacific Investment Management Company LLC in the 
United States and throughout the world. ©2015 PIMCO 


