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Just How Low Can Rates Go? 

Green Shoots in the Old World Economy
With a January reading of 50.9 (up from 47.2 in
December), the U.S. ISM Manufacturing index
moved back into expansion territory for the first
time in six months. Both the new orders and
production components, good indicators of
underlying demand, were also strong. While less
robust than the U.S., overseas manufacturing
data are also showing signs of life - The January
ISM for Germany, the manufacturing
powerhouse of Europe, ticked up to a "less bad”
reading of 45.3. Taken as a whole, the January
update provides some hard evidence that trade
war-related concerns are now weighing less on
factory-related business activity. Although the
fallout from the coronavirus epidemic will likely
cause a short-term setback, rebounding
business confidence should drive further
improvement in overall numbers through mid-
year.

Investors often bemoan the paltry interest rates
offered by bonds today. Sovereign bonds have
the lowest yields and are considered “safe
havens" and a proxy for the “risk-free rate."
Investors use sovereign bond yields to derive
expected returns for riskier assets such as
corporate bonds and stocks. Although interest
rates were low coming out of the last recession,
the magnitude of the move lower now is
shocking. In 2012, Greece saw the yield on its
10-year bonds skyrocket to over 40%. However,
the country's 10-year bonds now yield less than
1%. Global investors continue flocking to U.S.
Treasury bonds as the 10-year currently yields
1.5%. U.S. Treasury bonds offer a relatively high
yield and excellent liquidity. Continued easing
by central banks has led to $14 trillion of
negative-yielding debt worldwide. As such, there
will be little room for effective stimulus via
interest rate cuts during the next downturn.
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Stiff Competition for Higher Learning

Home Country Bias
Investors often hear the phrase “diversification
is the only free lunch." Allocating capital to
different regions and sectors can be an effective
means to optimize risk and return. Although the
United States represents 61% of global equity
market value, investors here have allocated 75%
of their portfolios to domestic stocks. Since the
inception of the MSCI indices in the 1970s, U.S.
stocks have outperformed Europe, Australasia
and the Far East (EAFE) equities 57% of the
time. However, now may be an opportune time
to invest beyond our borders. The MSCI All
Country World (ACWI) Ex-U.S. Index is trading
at a 23% discount to the S&P 500 index, the
widest gap in twenty years. Although the
correlation between U.S. and foreign stocks has
more than doubled over the past 30 years to
0.80, this measure has likely reached a ceiling.

At the risk of crushing some parents’ dreams,
the odds of students receiving enough grants
and scholarships to cover the full cost of a four-
year college are slim. This is largely due to a
combination of tuition growth outpacing inflation
and the competitive landscape for allocating
scholarships and grants. Each year, there are
more than 80,000 valedictorians and
salutatorians. Moreover, thanks to the Common
Application (which has partnered with over 800
programs), it is easier than ever to apply en
masse. All that said, hope is not lost. When
combining scholarships and grants, almost 20%
of students receive enough awards to cover 50%
of the cost of attendance. Applying for
scholarships, grants, and FAFSA (Free
Application for Federal Student Aid) is key, even
for higher-income families.
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Contact: If you have any questions or comments, please do not hesitate to contact us at 703.992.6164. For more information about Harbour
Capital Advisors, please visit our website at www.harbourcapitaladvisors.com.

Disclosure: Harbour Capital Advisors, LLC (“HCA”) is an SEC-registered investment adviser located in McLean, Virginia. HCA and its

representatives are in compliance with the current filing requirements imposed upon SEC-registered investment advisers by those states in which

HCA maintains clients. HCA may only transact business in those states in which it is registered or qualifies for an exemption or exclusion from

registration requirements. A direct communication by HCA with a prospective client shall be conducted by a representative that is either registered

or qualifies for an exemption or exclusion from registration in the state where the prospective client resides. For information pertaining to the

registration status of HCA, please contact the SEC or the state securities regulators for those states in which HCA maintains a notice filing. A copy of

HCA’s current written disclosure statement discussing HCA’s business operations, services, and fees is available from HCA upon written request.

HCA does not make any representations or warranties as to the accuracy, timeliness, suitability, completeness, or relevance of any information

prepared by any unaffiliated third party and takes no responsibility therefor. All such information is provided solely for convenience purposes only

and all users thereof should be guided accordingly. Past performance may not be indicative of future results. Therefore, there can be no assurance

(and no current or prospective client should assume) that future performance of any specific investment or investment strategy (including the

investments and/or investment strategies recommended or undertaken by HCA) made reference to directly or indirectly by HCA will (i) be suitable or

profitable for a client or prospective client’s investment portfolio or (ii) equal the corresponding indicated historical performance level(s). Different

types of investments involve varying degrees of risk. Historical performance results for investment indices and/or categories generally do not reflect

the deduction of transaction and/or custodial charges, the deduction of an investment management fee, or the impact of taxes, the incurrence of

which would have the effect of decreasing historical performance results. The material contained herein is provided for informational purposes only

and does not constitute an offer to buy or sell or a solicitation of an offer to buy or sell any option or any other security or other financial

instruments. Certain content provided herein may contain a discussion of, and/or provide access to, HCA’s (and those of other investment and non-

investment professionals) positions and/or recommendations as of a specific prior date. Due to various factors, including changing market

conditions, such discussion may no longer be reflective of current position(s) and/or recommendation(s). Moreover, no client or prospective client

should assume that any such discussion serves as the receipt of, or a substitute for, personalized advice from HCA, or from any other investment

professional. HCA is neither an attorney nor an accountant, and no portion of the content provided herein should be interpreted as legal,

accounting, or tax advice. The tax information contained herein is general in nature and is provided for informational purposes only. HCA does not

provide legal, tax, or accounting advice. HCA cannot guarantee that such information is accurate, complete, or timely. Laws of a particular state or

laws which may be applicable to a particular situation may have an impact on the applicability, accuracy, or completeness of such information.

Federal and state laws and regulations are complex and are subject to change. Changes in such laws and regulations may have a material impact

on pre– and/or after–tax investment results. Rankings and/or recognition by unaffiliated rating services and/or publications should not be

construed by a client or prospective client as a guarantee that he/she will experience a certain level of results if HCA is engaged, or continues to be

engaged, to provide investment advisory services, nor should it be construed as a current or past endorsement of HCA by any of its clients. Rankings

published by magazines, and others, generally base their selections exclusively on information prepared and/or submitted by the recognized adviser.


