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Market Insights for Week Ending June 1, 2018 
 

 
 

Whatever It Takes vs. Whatever It Took 
 
In the early summer months of 2011, a sovereign debt crisis was ripping through the 
Eurozone and putting pressure on asset prices across the globe.  Fear of repeating 
the 2008 financial crisis was growing and concerns for the future of the Eurozone had 
investors begging for answers.  In November of 2011, the European Central Bank 
(ECB) announced a change in policy that started a slide in European interest rates. A 

few months later, Mario Draghi delivered a speech to the world that included this now famous quote 
that the ECB would do “Whatever It Takes” to preserve the Euro.  At that time, the ECB had not 
adopted the mechanics of the Federal Reserve in purchasing bonds outright; instead it would use 
bonds as collateral for loans. However, the end goal was the same: allow money to be lent at lower 
rates in order to spur demand.  The ECB would later adopt a quantitative easing program similar to 
that of the Federal Reserve around March 2015 in which bonds of Eurozone countries were purchased 
and held directly on the ECB’s balance sheet. 
 

Short-Term Interest Rates 

 
Source: data.oecd.org 
 
The chart above shows that the ECB was successful in driving rates lower and keeping them low.  The 
red line shows the short term interest rate for Italy, while the blue line shows the short term rate for the 
United States.  You can see the red line sloping sharply downward right around the time the ECB 
began to change its policy.  Then something surprising happened around the time the ECB was 
implementing their US-style quantitative easing program; short-term rates for Italian bonds went 
negative.  That’s right, the ECB bought so much Italian debt that bondholders had to PAY interest to 
give their money to the Italian government.  This would be like paying your bank to purchase a C.D.  
Something was very wrong with that picture!   
 
Fast forward to today and the issues from 2012 are back on the front burner.  The new Italian 
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government is led by two large anti-establishment parties-the 5 Star Movement and the League.  This 
coalition has adopted a very anti-Euro sentiment leaving investors nervous that Italy may vote to leave 
the Eurozone.  Not only would that present serious logistical issues, but it could remove the world’s 
biggest purchaser of Italian debt, the European Central Bank, causing Italian interest rates to again 
spike higher.   
 
Why Do We Care? 
 
First, let’s go back to the chart above.  The gap that has opened between short term rates in the 
United States and Italy is astounding. Interest rates should reflect the risk an investor takes to lend 
money, whether it is an individual, company or government.  As investors take on greater risk they 
should receive greater compensation in the way of higher interest rates.  Yet here we have a clear 
case of that relationship being completely backwards.  Ask yourself this question: Would you feel more 
comfortable receiving 2% to own a United States Treasury Bond or giving your money to the Italian 
Government for free? 
 
While we assume most, if not all, investors would choose to own the US Treasury Bond, we must ask 
ourselves why there is such a discrepancy in valuation for such an obvious decision.  The answer is 
simple: Central Banks.  That brings us to the second, and perhaps most important, observation.  
Central Banks have unleashed an unprecedented level of monetary policy experimentation over the 
last 8 years.  While that has driven asset prices higher, it has also removed the natural ability of 
markets to price assets.  Unfortunately, it is not confined to Italian bonds.  We see this across almost 
every asset class.  Due to these price distortions, markets have become more susceptible to volatility. 
 
HCM realizes this new market reality creates challenges, from properly allocating portfolios to 
navigating pockets of volatility created by both headline risk and the uncertainty created as central 
banks attempt to unwind their massive monetary stimulus programs.  We are currently evaluating our 
European portfolio exposures to determine if changes should be made to accommodate the possible 
impact of changes in the Eurozone.  While we expect global growth to continue, we need to be 

cognizant of the possibility that “whatever it takes” will become “whatever it took.”  
 
 
 
Weekly Focus – Think About It  
 
“Courage is resistance to fear, mastery of fear – not the absence of fear.” 
 
-Mark Twain 
 
 
Market Activity 
 
Performance last week for the four major asset classes were: 

 U.S. Stocks – Russell 3000 (IWV) – Gain of .63% 
 Developed Foreign Markets (EFA) – Loss of .99% 
 Emerging Markets (EEM) – Loss of .56% 
 Fixed Income (AGG) – Gain of .17% 

 
 (Note: performance is based on the change in net asset value) 
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Last Week’s Headlines 
 
-Equity volatility spiked as worries about Italy led to sharp falls in global markets before retracting 
some of their move.  Energy stocks outperformed and US small caps hit an all-time high. 
 
-Trade tensions flared up once again as the US announced $50 billion in tariffs on Chinese imports 
and steel and aluminum imports from Canada, Mexico and Europe. 
 
-May unemployment hit the lowest level since April 2000, while May payrolls beat expectations and 
April consumer spending came in strong. 
 
Eye on the Week Ahead 
 
-The G7 Summit in Canada may offer clues as to whether trade tension will continue 
 
 
If you have questions about this week’s “Market Insights” please contact a member of HCM’s 
Wealth Advisory Team: 
 
 
Mike Hengehold (Mike@HengeholdCapital.com)  Casey Boland (Casey@HengeholdCapital.com) 
 
Jake Butcher (Jake@HengeholdCapital.com)  Jim Eutsler (Jim@HengeholdCapital.com)  
 
Greg Middendorf (Greg@HengeholdCapital.com)    Steve Hengehold (Steve@HengeholdCapital.com) 
 
Doug Johnson (Doug@HengeholdCapital.com)  
 
 
Disclaimer 

Any tax or other advice contained in this document, including any attachments, is not intended and cannot be used for the 
purpose of avoiding penalties under Internal Revenue Code. No action should be taken on any information contained in this 
message without first consulting with your tax/legal advisors regarding the tax/legal consequences for your particular 
circumstances. 
 
Additional Notes: 

 The Standard & Poor’s 500 (S&P 500) is an unmanaged group of securities considered to be representative of the 
stock market in general. 

 Opinions expressed are subject to change without notice and are not intended as investment advice or to predict 
future performance. 

 Past performance does not guarantee future results. 

 You cannot invest directly in an index. 

 Consult your financial professional before making any investment decisions. 

 
• • • 
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