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Diverging Government Bond Yields

The Falling Efficient Frontier

Fueled by several months of positive economic 

data and supportive commentary from Janet 

Yellen, the U.S. appears to be close to tightening 

interest rates, while, at the same time, the 

Eurozone is extending and expanding its 

quantitative easing. After holding its benchmark 

interest rate near zero for the past seven years, 

it is highly likely that the Federal Reserve will 

begin normalizing interest rates at its meeting 

on December 16th.  In anticipation, yields on 

two-year Treasury notes have risen to their 

highest level since 2010.  They have jumped 31 

basis points this quarter to 0.94%, and are 

expected to increase to 1.65% by the end of 

2016. In direct contrast, the ECB has 

announced it will expand its bond-buying 

program by at least 360 billion euros, extending 

the duration of the program by six months.  In 

turn, German bond yields continue to fall, 

entering negative territory, despite Germany’s 

stellar credit rating. 

The period of unprecedented monetary 

stimulus that followed the global financial 

crisis in 2008 skewed the historical risk-

reward framework of investing.  From 2010-

2015, the efficient frontier (the optimal mix of 

stocks, bonds and other instruments that yield 

the highest return per a given unit of volatility 

in a portfolio) was significantly higher than the 

previous 20-year average. This signified that 

adding more volatile holdings to the portfolio 

offered a better risk/reward proposition than 

in years past. However, recent return forecasts 

across all asset classes indicate that the 

efficient frontier may be shifting again, 

suggesting that investors should prepare for a 

climate of lower returns in which they are not 

compensated as greatly for the given level of 

risk they are taking within their portfolios.
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Since 1984, PNC has tracked the cost of the “12 

Days of Christmas” gifts.  While 2015 boasts the 

highest bill yet ($34,130.99), it represents only a 

0.6% increase over the 2014 total.  Some items 

exceeded the rate of inflation, such as the 

partridge-in-a-pear-tree package, which rose 

3.5% in 2015.  The cost of lords-a-leaping (from 

the Pennsylvania Ballet Company) leapt 3% 

itself, due to salary increases.  Turtle doves 

experienced the single largest increase (11.5%) 

due to the rising cost of grain.  However, these 

price surges were offset by the nine items that 

fell flat.  The value of the remaining fowl –

French hens, calling birds, geese-a-laying, and 

swans-a-swimming – remained constant, as did 

gold rings, maids-a-milking, ladies dancing, 

pipers piping, and drummers drumming.  So, if 

you have ever wanted to give your true love the 

12 Days of Christmas but have found the cost to 

be prohibitive, this may be your year.

“12 Days of Christmas” Prices: Some Fowl Fall Flat, Others Soar

In the past, manufacturing and non-

manufacturing ISM (an index that monitors 

employment, production inventories, new orders 

and supplier deliveries) have moved almost in 

lockstep.  As a result, any weakness in 

manufacturing seemed to be cause for concern 

across all sectors of the economy. Today, 

however, economists are stressing that the 

current slowdown in manufacturing is not 

necessarily bad news for the entire U.S economy. 

While recent data points indicate that U.S. 

manufacturing is still in recession, this space 

only accounts for 12% of the economy today as 

the U.S. continues to evolve into a services-

based economy. The other 88% is performing 

quite well, evidenced by the release of a strong 

jobs report on December 4th in which the U.S. 

economy added 211k jobs in November with 

unemployment holding steady at 5%. 

Evolving U.S. Economy Is Less Reliant on Manufacturing
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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.

http://www.harbourcapitaladvisors.com/

