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Rising interest rates coupled with an increase of 

new debt issuance may spell trouble for the 

municipal-bond market.  In 2014, the municipal 

bond market generated a 9% return, which 

outperformed both corporate and Treasury 

bonds. As the U.S. economy steadily improves, 

the days of low interest rates may be coming to 

an end.  This has a tendency to depress bond 

prices which move in the opposite direction of 

rates.  Additionally, municipalities have issued a 

record $68.5 billion in new bonds so far this year 

(an 88% increase over last year).  This has 

contributed to the end of the record 13 

consecutive months of gains in the municipal 

bond market and left many to wonder if the rally 

is over. 

 

 

 

One the greatest concerns for investors is the 

Federal Reserve’s pending rate hike.  Many 

market participants attribute economic recession 

and falling stock values to rising interest rates.  

However, a review of previous rate increases 

illustrates a less certain outcome.  In the post-

World War II era, there have been 14 tightening 

cycles (a period when the Fed Fund’s target rate 

increased more than 1% over a period of six 

months or more).  Of those 14 cycles, eight led to 

recessions while six did not.  Of the eight 

recessions, two coincided with oil shocks in the 

1970s.  Furthermore, not every recession was 

caused by the Federal Reserve tightening.  In 

those tightening cycles that did led to a recession 

and a decline in stock values, the average lead 

time from the first rate hike to the onset of 

recession was 28 months with a median of 30 

months (range was 11 months to 3.6 years from 

the first rate hike).  In addition, the S&P 500 

peaked, on average, within 18 months of the first 

rate hike, and the median was 14 months (range 

of one month to 3.5 years). 

Federal Reserve Tightening, Stock Market Peak, and Recession  

U.S. Municipal Bond Issuance  

https://portfolio.wsj.com/portfolio?mod=WSJ_port_quotechicklet
https://portfolio.wsj.com/portfolio?mod=WSJ_port_quotechicklet
https://portfolio.wsj.com/portfolio?mod=WSJ_port_quotechicklet
https://portfolio.wsj.com/portfolio?mod=WSJ_port_quotechicklet


3/20/2015 

Market Recap 

Source:  Exxonmobileperspectives.com 

Dow Jones Industrial Average Bear Markets 

The recent decline in fuel prices has led some to 

question if gasoline taxes should be increased 

in order to fund highway programs.  The federal 

gasoline tax is a fixed 18.4 cents a gallon, 

which means there are significant differences 

between state and local gas taxes.  In fact, the 

national average for gasoline taxes stands at 

48.29 cents per gallon.  Californians are paying 

the highest gasoline taxes in the country at 

70.87 cents per gallon (a whopping 52.47 cents 

per gallon).   Trailing closely behind California 

are New York and Connecticut.  In contrast, 

Alaska’s gasoline tax is less than half of those 

states’ taxes at 30.80 cents.  Others states that 

have lower gas taxes include New Jersey, South 

Carolina, Oklahoma, and Virginia. 

Six consecutive years of positive stock market 

returns has many investors preparing for a 

market reversal.  However, research indicates 

those investors who attempt to adjust their 

portfolios to avoid a bear market almost always 

lose.  According a study by Dalbar Inc., the 

average investor in stock mutual funds made 

3.8% a year over the past 30 years compared to 

the S&P 500 which had an 11.1% gain over 

that same period.  This indicates that investors 

do a poor job of timing the markets as they 

have a tendency to overreact and sell when the 

markets are falling instead of buying when the 

prices are lower.  To improve your chances of 

weathering a bear market, investors should 

diversify their investments between stocks and 

bonds which will decrease overall risk in the 

portfolio. A properly invested portfolio will 

balance risk and return, making the investment 

mix less volatile and prone to emotional 

investing. 
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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.  CIRCULAR 230 DISCLOSURE: To comply with Treasury Department regulations, we inform you 

that, unless otherwise expressly indicated, any tax information contained herein is not intended or written to be used, and cannot be 

used, for the purpose of (i) avoiding penalties that may be imposed under the Internal Revenue Code or any other applicable tax law, or (ii) 

promoting, marketing, or recommending to another party any transaction, arrangement, or other matter.  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/

