
3/21/2014 % Wk Chg % Yr Chg

DJIA 16,302.77 1.48% -1.65%

S & P 500 1,866.52 1.38% 0.98%

Nasdaq 4,276.79 0.74% 2.40%

EAFE 1,868.31 0.06% -2.47%

Emerging Mkts 944.96 0.77% -5.76%

Hang Seng 21,436.70 -0.48% -8.02%

NIKKEI 14,224.23 -0.72% -12.69%

FTSE 6,557.17 0.45% -2.84%

CRB Index 299.40 -1.15% 6.86%

Dow Jones Utility 521.66 -0.12% 6.34%

TIPS Index 111.82 -0.90% 1.75%

VIX Index 16.00 -10.21% 16.62%

OIL 106.92 -1.19% -3.50%

Gold 1,334.69 -3.49% 11.36%

Euro 1.38 -0.86% 0.23%

Yen 102.25 0.88% -2.96%

Sterling 1.65 -0.97% -0.28%

High Yield 5.74% -1.03% -3.53%

Investment Grade 3.69% 0.82% -4.65%

2 Year Gov't 0.43% 26.47% 13.16%

5 Year Gov't 1.71% 11.76% -1.72%

10 Year Gov't 2.74% 3.01% -9.57%

30 year Gov't 3.61% 0.28% -9.07%

2 Year Muni 0.40% 33.33% 21.21%

5 Year Muni 1.27% 12.39% 10.43%

10 Year Muni 2.62% 3.97% -5.42%

30 Year Muni 3.92% 2.08% -7.33%

3m LIBOR 0.23% 0.00% -8.00%

Fed Funds 0.08% 14.29% 100.00%

Prime 3.25% 0.00% 0.00%

Money Market 0.48% 0.00% 20.00%

12m CD 0.64% 1.59% -4.48%

30 Year Mortgage 4.39% 2.57% -3.30%

15 Year Mortgage 3.41% 2.71% -3.94%
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I get asked all the time what I think about the market.  For over 

thirty years my first focus when asked  was always the same thing - 

the bond market and interest rates.  Yes, the boring bond market, 

where governments and corporations borrow money.  The bond 

market is not nearly as exciting and sexy as the stock market.  In 

the bond market we never had interesting stories to follow like 

Facebook and the next cool thing Google might be up to.  But over 

the course of the last five years as my focus has expanded to more 

markets, including the equity and private markets, I have come to 

realize the value of a well grounded understanding of bonds and 

their implication for all other markets.  Last Wednesday as stocks 

sold off  when the Fed concluded its two day FOMC meeting with 

the announcement that they planned on raising short term interest 

rates, the value of understanding the bond market and its 

connectivity to other markets was reinforced.  In an official 

statement the Fed predicted that their target rate for Fed Funds 

would be 1% at the end of 2015 and 2.25% at the end of 2016.  In 

the near term no change to rates, but the Fed will continue to taper 

their monthly bond purchase program cutting it back to $55 billion 

a month. The Fed's action first and foremost affects not the stock 

market but the bond markets since their main tools in controlling 

the economy are interest rates and interest rate levels impact 

creditors. 

  

The world of borrowers boils down into three core groups: 

governments, companies, and individuals.  These three groups 

borrow money for very different reasons.  Individuals will borrow 

money to purchase a home, a new car, to pay for college, or 

perhaps a vacation.  This borrowing group is very sensitive to the 

availability of debt - witness the evaporation of money to borrow 

homes during the recent liquidity crisis.  In the U.S. economy 

where consumption accounts for 70% of our GDP any change in 

the ability to borrow greatly restricts our economy in a big way.  

Companies typically borrow money to run or grow their business.  

When opportunities for growth look good, companies borrow 

money to expand their capacity.  Companies also borrow money 

when rates are low to pay off higher priced debt,  thus reducing 

their interest expense which brings more money to their bottom 

line.  And then there is government borrowing.  We might argue as 

to the wisdom or lack thereof in government borrowing but they 

represent a large component of all debt that is issued.  Some 

governments borrow to tweak their economies.  Others borrow 

billions for national programs. 

  

A recent report pointed out that the amount of global debt now 

exceeds $100 trillion, soaring more than 40% since mid-2007.  As 

interest rates dropped around the world, governments and 

corporations were more than happy to issue more and more debt to 

eager investors.  During this record time of debt issuance  the size 

of global stock markets dropped.  According to the Bank for 

International Settlements the value of global stocks worldwide 

dropped $3.86 trillion to $53.8 trillion from mid-2007 to mid-

2013.. Many investors sometimes wonder why they should be 

watching both the stock and the bond markets.  With the bond 

market almost twice the size of the equity markets and with the 

bond market being the main domain for global governmental 

borrowing perhaps the question should be why aren't investors 

watching it more? 

  

Carl Gambrell 


