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How is this for a heads you lose, tails you lose 

situation. The Financial Times reports that the 

Fed is considering charging exit fees on bond 

mutual funds to prevent a potential run when 

interest rates eventually to rise again. So here is 

the situation: The Fed wants you to buy longer 

maturities since that is the only way to earn any-

thing on your money in the bond market. Howev-

er Federal Reserve Chairwoman Janet Yellen 

said last week that an unusually stable market 

“may induce risk-taking behavior that entails 

excessive buildup in leverage or maturity exten-

sion.” To recap, the Fed is forcing you to do 

something for which they may decide to penalize 

you for doing. By charging an exit fee to sell 

your bond funds, it is in effect, a penalty for buy-

ing them in the first place. What a world we live 

in, nothing is impossible. 

 

Several weeks ago the impossible happened in 

the investment world. This was something that 

seemed impossible a few years ago. Remember 

when Europe was on the edge of financial col-

lapse? The southern European countries of Italy, 

Portugal, Spain, and Greece had a very difficult 

time borrowing money, and some could only 

issue new bonds if the European central bank 

provided a guarantee. However, when there is 

blood in the streets as Rothschild famously said, 

it is time to buy, and in hindsight, boy was it time 

to buy. Spain was forced to pay almost 8% for 

their 10 year debt in 2012. Several countries in 

southern Europe were candidates to default. They 

never defaulted. Presently, Spanish debt now 

only pays 2.64% on their 10-year bonds, while 

just a few weeks ago they had a yield that was 

less than the 10-year US Treasury bond. Accord-

ing to Deutsche Bank, Spain has not seen interest 

rates this low on their debt since 1789. That was 

225 years ago for those not paying attention. 

 

This is the world we live in. The Fed is obviously 

worried about how to exit this artificially induced 

environment, but has no idea how to do it. It ap-

pears that the entire world central banks are read-

ing the same book, so in the short-term, every-

body is happy. If one wanted to invest in Spain, 

there appears to be less risk just buying a Spanish 

stock index fund which also yields around 2.5%. 

In ten years your income will most likely grow, 

and sure the market will fluctuate, but the compa-

nies in Spain will probably navigate the next ten 

years better than the Spanish government will. 

 

What the 2.6% yield on Spanish debt is really 

telling us is that people will do anything when 

they are desperate for income, including buying 

debt at a 225 year high from a country that has 

25% unemployment. This scenario is being 

played out all over the fixed income world, ex-

cept in the emerging market debt arena, where 

prices haven’t recovered as of yet from their pre-

vious highs. The market has been too concerned 

about capital flowing out of these countries as a 

result of tighter monetary policy. However, when 

you can earn 4.5%, which last I checked was 

considerably higher than 2.6%, and the average 

debt-to-GDP is considerably less than the devel-

oped countries, the longer-term risk seems less. If 

only everyone was really interested in longer-

term investing, investing would be much less 

difficult. 

 

One of the biggest investing mistakes results 

when the crowd is all doing the same thing, and 

you follow the crowd. The real challenge is that 

this is where it appears to be the easiest. To make 

matters worse, you are always wrong for a while 

at the exact same time everyone else is making 

easy money. There is a very fine line from being 

early and being wrong. There is a Wall Street 

saying that says: Don’t fight the Fed. Well, now 

we have: Don’t fight the global central banks, 

because they are all doing the same thing. Just 

understand they don’t seem to know how the 

book ends either. 


