
1/24/2014 % Wk Chg % Yr Chg

DJIA 15,879.11 -3.52% -4.21%

S & P 500 1,790.29 -2.63% -3.14%

Nasdaq 4,128.17 -1.65% -1.16%

EAFE 1,881.51 -2.00% -1.78%

Emerging Mkts 949.90 -2.30% -5.26%

Hang Seng 22,450.06 -2.95% -3.67%

NIKKEI 15,391.56 -2.18% -5.52%

FTSE 6,663.74 -2.42% -1.26%

CRB Index 282.54 1.48% 0.85%

Dow Jones Utility 491.96 -0.15% 0.28%

TIPS Index 111.81 0.36% 1.74%

VIX Index 18.14 45.82% 32.22%

OIL 107.88 1.31% -2.64%

Gold 1,270.06 1.28% 5.97%

Euro 1.37 1.01% -0.61%

Yen 102.31 -1.93% -2.90%

Sterling 1.65 0.35% -0.31%

High Yield 5.95% 2.06% 0.00%

Investment Grade 3.77% 0.00% -2.58%

2 Year Gov't 0.34% -8.11% -10.53%

5 Year Gov't 1.54% -5.52% -11.49%

10 Year Gov't 2.72% -3.55% -10.23%

30 year Gov't 3.63% -3.20% -8.56%

2 Year Muni 0.36% -10.00% 9.09%

5 Year Muni 1.21% -2.42% 5.22%

10 Year Muni 2.62% -2.60% -5.42%

30 Year Muni 3.87% -1.53% -8.51%

3m LIBOR 0.24% 0.00% -4.00%

Fed Funds 0.07% 0.00% 75.00%

Prime 3.25% 0.00% 0.00%

Money Market 0.49% 0.00% 22.50%

12m CD 0.69% 1.47% 2.99%

30 Year Mortgage 4.33% -1.37% -4.63%

15 Year Mortgage 3.40% -1.45% -4.23%
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Prior to this week there was a prevailing and broad consensus that 
the outlook for 2014 was good. Economic numbers had born out the 
improvement.  And yet in what could best be described as a 
blitzkrieg on the global markets, uncertainty raised its ugly head.  
When the market shifts attitude in a blink of an eye, investors will, 
and should, take notice.  With this week's surprisingly fast global 
sell off we should step back and analyze the factors that caused it.  
The down move this week was not caused by disappointing 
corporate earnings – the issue of which the market had been most 
fearful at the start of the week.  Beginning on Monday the market 
was preparing for the onslaught of corporate earnings. By Friday's 
close earnings were a distant footnote to this week's movement as 
issues in Turkey, Argentina, and China garnered the spotlight that 
created what one financial writer described as a "contagion" in the 
global markets.  
  
For the week we did see some negative numbers but in hindsight 
they hardly seemed startling given the dire content from most of the 
news headlines.  For the week the DJIA was down 3.5%, the S&P 
500 was off 2.6%, and the technology heavy NASDAQ fell 1.6%.  
But what about the headline grabbing Emerging Markets?  The 
Index that tracks global emerging markets is the MSCI EM and it 
dropped 2.3% for the week.  There is no question that global 
volatility rose this week as we saw the VIX index jump 45%.  The 
market has been wondering after such a long and sustained move on 
the upside when would we get that elusive 10 percent correction on 
the downside.  With this week's drop of 579 points the DJIA is down 
4.2% from its high water mark of 16,588.  The S&P 500 is now 
down a mere 3.2% from its high, and the NASDAQ is off only 2.3% 
from its all time high.   
  
So what was the cause of this week's move and what should we be 
worrying about in the market?  The first issue to discuss is whether 
this was a "Black Swan"" event in the market.  The Black Swan is 
the event that no one sees or can predict that causes a global 
reaction.  This week's news and reaction hardly qualifies for Black 
Swan status. So what is the culprit?  
  
Many fingers are pointing to our own Fed as a major reason for the 
global shake out this week.  As the Fed was supporting our economy 
with super low interest rates there was perhaps an unintended 
consequence to the Fed's action.  Interest hungry investors around 
the world searched the global bond markets for more yield.  
Emerging market debt tumbled to new lows.  Perhaps some even 
remember our discussion on these pages of Mongolian Debt trading 
at incredibly low interest rates last year.  As global bond investors 
bought more and more of this emerging market debt, the rates of 
interest on the debt of countries like Argentina, Turkey, Ukraine fell.  
The demand for yield was great, the supply was small, and price 
went up as yield went down.  The markets of most of these 
emerging market countries are tiny in relationship to our markets.  
So when the music stops and investors want out, the door is small, 
and the reaction is quick.  This week marked the realization and the 
reaction to our Fed's decision to ending its recent monetary easing 
policy.  That decision not only affected the U.S. economy but global 
emerging markets that had benefitted from investors looking to find 
yield.  These emerging markets' ability to ride the Fed's coattails has 
ended and now they must address their own problems.  
  
Carl Gambrell 
 


