
With the dramatic run-up in the stock market 

at the beginning of the year, it has become 

more difficult to find fundamentals that suggest 

continued market outperformance.  However, 

one measure that indicates that stocks remain 

undervalued is the spread between the S&P 500 

earnings yield and the 10-year Treasury yield. 

Comparing the S&P 500 10-year rolling 

earnings to the yield on the 10-year Treasury, 

the spread is significantly wider than its 

historical average.  In order for the differential 

to return to its norm, one scenario is that the 

stock market would need to advance 24% 

during the next 12 months.  In 1999, when 

stocks were near a peak, the spread was 

reversed, as investors were getting far more 

yield from risk-free Treasuries than they were 

from equities.   
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Lost Economic Decade 

Source:  The Economist, IMF 

Talk of a Japanese-style „lost decade‟ has 

persisted since the financial crisis took hold in 

late 2008.  According to a report by The 

Economist, the U.S. has regressed in time some 

ten years in economic terms.  The study was 

based on seven indicators covering economic 

output, wealth, and labor markets.  GDP per 

person was at a higher level in 2005 than 

today.  In addition, most stock market indices 

were higher in 1999.  Of the countries 

considered, Greece has fared the worst.  In 

economic terms, it is just entering the new 

millennium again.  Overall, wealthy nations 

have been hardest hit by the financial crisis.  

Just six of the 34 most advanced economies 

report GDP per person at a higher level in 2011 

than in 2007. 

Source:  Citigroup 
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This has been one of the most unseasonably 

mild winters on record, highlighted by very few 

snow storms.  According to statistics compiled 

by the Labor Department, this has been the 

least disruptive winter for workers in a decade. 

During December and January, 167k people 

were unable to work due to snow compared to 

533k in the same period a year ago.  Warm 

weather and an absence of severe snow storms 

has a tendency to boost construction, retail 

sales, and general economic activity.  In 

addition to the benefits derived from a mild 

winter, the economy has been boosted by both 

foreclosure delays and low gas prices.  The 

influence of all these factors is temporary and 

may wane in the coming months. 
Source:  Bureau of Labor Statistics  

People Unable to Work Due to Bad Weather (Dec.-Jan. Average) 

High Yield Bonds 

Year to date, investors have been piling into 

„junk‟ bonds (bonds rated BBB or below).  

Buyers are coming in two forms - bond 

investors shunning the low yields of Treasuries 

and stock investors seeking shelter from market 

volatility.  A current strength of high-yield 

bonds is that company balance sheets have 

been improving.  Companies have used the 

recovery of the past three years to refinance 

their debt at lower rates rather than taking on 

new debt.   According to Lipper, investors have 

plowed $11.8 billion into high-yield bond 

mutual funds this year, compared with $4.8 

billion for stock funds and $9.9 billion for 

investment-grade bond funds. Those who 

believe that high-yield bonds are poised for 

growth cite that their current yield is 7.15% 

versus the 6.75% low of a year ago.  In addition, 

the premium, or spread, between high-yield 

bonds and Treasuries is 6.3%, still well above 

the record low of 2.43% reached at the peak of 

the credit boom in mid-2007.  Buyers should be 

mindful that yield is only one of many 

considerations when investing in high-yield 

bonds. 

Source:  WSJ, Lipper  
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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/

