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Rising Treasury Yields Pose Risk to Equity Markets

Have Corporate Profit Margins Peaked?

The 10-year U.S. Treasury note is the one of the
most frequently cited market benchmarks in
finance. The prevailing yield on the 10-year acts
as both a reference point for current borrowing
costs (e.g., mortgage rates) and as an indicator of
recent trends in interest rates (i.e., up, down, or
stable). The current level of the 10-year is
approximately 2.90%, effectively doubling since
July 2016, but still well below historical levels. As
borrowing costs rise, economic growth tends to
moderate. Given increased deficit spending via
the recent tax cut, issuance of U.S. Treasury debt
(i.e., supply) is projected to increase. Additionally,
demand for U.S. Treasury debt is projected to
decline as the Federal Reserve gradually reduces
its quantitative easing program. Increased supply
and weaker demand implies lower prices, which
translates into higher yields. Given current cycle
dynamics, this is a key variable for 2018 and
beyond.

After tax corporate profit margins currently stand
at roughly 9%, well above their 6.5% historical
average dating back to World War II. Profit
margins tend to oscillate through different phases
of a business cycle. Profitability typically
increases as the economy heats up and demand
rises, eventually peaking and moderating as wage
pressures and rising costs of capital pressure
margins in the latter stages of an economic
expansion. As such, falling profit margins have
often been a precursor to past recessions. Today,
with profit margins near all-time highs and well
above historical averages, some investors are
understandably concerned that profits are bound
to get squeezed this late into a nine-year
expansion. While wages have shown signs of life,
potentially pressuring margins, a continuation of
the solid growth in corporate revenues we have
seen over the past year would help cushion any
negative impacts to aggregate profits.
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Wind Turbines Keep on Growing

Shifting Demographics Within the U.S. Labor Force Demographics refers to the statistical data of a
segment (i.e., a generation) within an overall
population. The differences among various
generations can be subtle or profound, with
important cultural and economic implications.
Changing preferences among generations can
affect everything from lifestyle choices to asset
class returns to government policies. Currently,
workplace dynamics are undergoing large shifts,
with an estimated 10,000 “Baby Boomers”
retiring daily. “Generation X” and “Millennials”
are assuming a greater role in leadership, while
“Generation Z” begins its foray into the
workforce. Given the relative size of the Baby
Boomer cohort, their exit from the workforce is
expected to have material implications for both
the composition of the workforce (e.g., more
temporary and/or contract workers) and for the
policies within a workplace (e.g., unlimited
vacation).

As demand for renewable energy increases
alongside rapid technological advances in the
space, the size of off-shore wind turbines has
increased dramatically in recent years, almost
doubling since 2007. Indeed, Benj Sykes, the
UK boss for Dong Energy’s wind power
business, has projected that the wind turbines
they produce will again double in size from
today through 2024. Larger rotors can extract
greater quantities of energy from an equivalent
level of wind, and it comes as no surprise that
the height of wind turbines is increasing to
support larger energy outputs. The increase in
height and rotor size of wind power harvesting
devices also has the added benefit of decreasing
the cost per unit of energy, making the product
more attractive to governments looking for a
sustainable way to power their jurisdictions.
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Contact:  If you have any questions or comments, please do not hesitate to contact us at 703.992.6164.  For more information about Harbour
Capital Advisors, please visit our website at www.harbourcapitaladvisors.com.

Disclosure:  Harbour Capital Advisors, LLC (“HCA”) is an SEC-registered investment adviser located in McLean, Virginia. HCA and its 

representatives are in compliance with the current filing requirements imposed upon SEC-registered investment advisers by those states in which 

HCA maintains clients.  HCA may only transact business in those states in which it is registered or qualifies for an exemption or exclusion from 

registration requirements. A direct communication by HCA with a prospective client shall be conducted by a representative that is either registered 

or qualifies for an exemption or exclusion from registration in the state where the prospective client resides.  For information pertaining to the 

registration status of HCA, please contact the SEC or the state securities regulators for those states in which HCA maintains a notice filing. A copy of 

HCA’s current written disclosure statement discussing HCA’s business operations, services, and fees is available from HCA upon written request. 

HCA does not make any representations or warranties as to the accuracy, timeliness, suitability, completeness, or relevance of any information 

prepared by any unaffiliated third party and takes no responsibility therefor. All such information is provided solely for convenience purposes only 

and all users thereof should be guided accordingly.  Past performance may not be indicative of future results. Therefore, there can be no assurance 

(and no current or prospective client should assume) that future performance of any specific investment or investment strategy (including the 

investments and/or investment strategies recommended or undertaken by HCA) made reference to directly or indirectly by HCA will (i) be suitable or 

profitable for a client or prospective client’s investment portfolio or (ii) equal the corresponding indicated historical performance level(s). Different 

types of investments involve varying degrees of risk.  Historical performance results for investment indices and/or categories generally do not reflect 

the deduction of transaction and/or custodial charges, the deduction of an investment management fee, or the impact of taxes, the incurrence of 

which would have the effect of decreasing historical performance results.  The material contained herein is provided for informational purposes only 

and does not constitute an offer to buy or sell or a solicitation of an offer to buy or sell any option or any other security or other financial 

instruments.  Certain content provided herein may contain a discussion of, and/or provide access to, HCA’s (and those of other investment and non-

investment professionals) positions and/or recommendations as of a specific prior date. Due to various factors, including changing market 

conditions, such discussion may no longer be reflective of current position(s) and/or recommendation(s). Moreover, no client or prospective client 

should assume that any such discussion serves as the receipt of, or a substitute for, personalized advice from HCA, or from any other investment 

professional. HCA is neither an attorney nor an accountant, and no portion of the content provided herein should be interpreted as legal, 

accounting, or tax advice.  The tax information contained herein is general in nature and is provided for informational purposes only.  HCA does not 

provide legal, tax, or accounting advice.  HCA cannot guarantee that such information is accurate, complete, or timely.  Laws of a particular state or 

laws which may be applicable to a particular situation may have an impact on the applicability, accuracy, or completeness of such information.  

Federal and state laws and regulations are complex and are subject to change.  Changes in such laws and regulations may have a material impact 

on pre– and/or after–tax investment results. Rankings and/or recognition by unaffiliated rating services and/or publications should not be 

construed by a client or prospective client as a guarantee that he/she will experience a certain level of results if HCA is engaged, or continues to be 

engaged, to provide investment advisory services, nor should it be construed as a current or past endorsement of HCA by any of its clients. Rankings 

published by magazines, and others, generally base their selections exclusively on information prepared and/or submitted by the recognized adviser.


