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August 14, 2013 

 

In 2009, Chicago privatized its parking meters and it has proven to be a calamity. Ever since then 
I have taken a CTA Blue Line train to the Grand Avenue station and then walked to our office on 
the north side of Grand.  Now that the city is repairing the Grand Avenue bridge over the Chicago 
River, my pattern has been altered. I now have to walk on the other side of the street, a mere 50 
feet south of my accustomed pattern. 

 

Those 50 feet, however, give me a completely 
different perspective on my surroundings.  The 
building I have long admired from close up turns 
out to have an awning full of holes that would 
never have been apparent until I walked down the 
other side of the street. Another building I have 
walked by thousands of times has a roof top full of 
vegetation that I never knew existed.   

 

My point is that sometimes we have to look at 
something from a different perspective to better 
understand it.  Even a small change, like walking 
on the other side of the street, may significantly alter our perspective and offer fresh insights. 

The S&P500 Index is very close to its all-time high.  How is this possible? There is no shortage 
of economic challenges before us: the debt crisis on both sides of the Atlantic, bankruptcy    
filings by U.S. cities, high unemployment around the world, and a dysfunctional U.S. political 
system mired in gridlock. These and many other challenges would ordinarily imply stock     
market weakness. But let’s take a look at the scene from the other side of the street.   

 

The Federal Reserve has been infusing $85 billion dollars into the US economy each month in 
order to encourage lending and boost both stock and housing prices.  This has kept interest rates 
remarkably low.  It almost forces those in need of investment income to look beyond perceived 
“risk-free” assets* like savings accounts and Certificates of Deposit and assume the risks      
associated with stocks and bonds.  Remember six years ago when you were able to find a one 
year CD at 5%?  Those days are long gone.  Now you might be able to get 0.50%.  Many money 
markets back then were offering around 3%; nowadays you are lucky to find anything over 
0.10%.   

 

The rest of the developed world is still in the doldrums.  Much of Europe suffers from          
unemployment over 12%; in Spain it approaches 25%. The MSCI EAFE Index, a measure of 
the international market for stocks, is only up 5.5% year to date.  Even worse, the equivalent 
index for emerging international markets, an asset class that we still like for long-term investors, 
is down 8.5%.  As a consequence, foreign investors are shifting more and more of their money 
into the US markets. Our economic situation may not be ideal but it looks relatively good    
compared to much of the rest of the world. 

 

Several weeks ago, Mike, Molly and I conferred with key mutual fund managers at Blackrock, 
Delaware, Franklin Templeton, Goldman Sachs, Nuveen, and PIMCO. We wanted to better 
understand their read on the current investment climate and their short and long-term            
expectations.  We gleaned a great deal from these conversations, even though the managers all 
had different views on where the economy and bond markets were headed.  



 

This much is certain: There is an inverse relationship between interest rates and bond prices.  Since interest rates have 
fallen over the last several decades, bonds have appreciated and investors have been happy.  But those days are over and 
we’re changing course. The Barclays Aggregate Bond Index is down 2.7% year to date. Clearly we are beginning to see 
interest rates rise.  In May rates spiked up in a hurry and bond prices fell dramatically.  Since then bonds have stabilized 
with prices rebounding slightly, but the trend is unmistakable. We feel that investors should diversify among bond     
sectors while focusing their core holdings on higher quality and lower duration bonds in order to be defensive in this 
financial climate. 

 

In hindsight, placing everyone’s investments in large cap US stocks and avoiding all other assets classes, including 
bonds and cash, would have generated the best returns in the first half of 2013.  However, big bets like that may work 
for speculators but not for prudent, long-term investors who are determined to manage risk.  A diversified approach…
U.S. and international, stocks and bonds, real estate and energy…is still the suitable course.  This approach has not   
generated the returns we would have liked this year to date, but we feel that it is the strategy that will work best over the 
long run. 

 

As always please feel free to contact us with any questions that you may have.  Have a great rest of the summer. 

 

      Sincerely, 

 

 

       

      Gregory Bork Jr. 

      LPL Registered Principal 

 

*A “risk-free” asset refers to an asset which in theory carries no risk of default and guarantees the return of principal 
and interest.  
 
All investments involve risk and may lose value. Bonds are subject to market and interest rate risk if sold prior to      
maturity. Bond values will decline as interest rates rise. International and emerging market investing involves special 
risks such as currency fluctuation and political instability and may not be suitable for all investors. Investing Real     
Estate involves special risks such as potential illiquidity and may not be suitable for all investors. There is no guarantee 
that a diversified portfolio will enhance overall returns or outperform a non-diversified portfolio. Diversification does 
not protect against market risk.  
 
The opinions voiced in this material are for general information only and are not intended to provide specific advice or 
recommendations for any individual. To determine which investment(s) may be appropriate for you, consult your      
financial advisor prior to investing. All performance referenced is historical and is no guarantee of future results. All 
indices are unmanaged and may not be invested into directly. 
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