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“Today’s announcement by Mario Draghi has hardly come as a 
surprise, but arguably has come far too late and is akin to applying 
a defibrillator to a dead donkey.”

-Andrew wilson      

Due to the inherent lack of a coordinated fiscal and mon-
etary union the European community has taken a longtime 
to develop strategies to help their economies and markets 
recover from the 2008 financial crisis.  They have begun six 
years hence.  The global central bank bazookas are out again 
and pushed equity prices higher in the 2015 first quarter.  The 
European version of QE (quantitative easing) has begun and 
is pushing global bond yields down and pushing stock prices 
higher.  For a change, European and international equity 
stocks produced returns commensurate or higher than many 
other markets in the last three months.

The European Central Bank (ECB) and 
national central banks are creating money 
to buy European bonds in the secondary 
market at a monthly rate of 60 billion eu-
ros through the end of September 2016, 
or longer.  The goal of this commitment 
is to restore the ECB’s targeted inflation 
rate to just below 2%.  

The effect of the European QE has been 
to drive European interest rates toward 
zero.  For example, the benchmark 10-
year German government bonds were 
yielding just 0.16% as of March 31.  By 
contrast, the equivalent 10-year yield for 
US Treasuries stood at 1.87% on the 
same date.  The relationship of 10-year 
government yields is an anomaly in the 
current market.  The US Treasury, often 
considered one of the world’s riskless 

assets, is yielding more (paying more for its borrowing costs) 
than European countries with much worse financial situations. 

Typically, a creditor with the worst prospects of repaying 
its debts pays more interest than a stronger prospect.  This 
relationship will not persist long-term.  Eventually the mar-
kets will force debtors and the rates they pay to more normal 
relationships.  However, with the intervention of governments 
in the debt buying business markets are not ‘normalized’ and 
will not be until the perception of their support is considered 
minimized.

Additional effects of the Euro QE are a strengthening dollar 
and a weaker Euro.  This makes US goods more expensive in 
Europe and European goods less expensive.  As this scenario 
persists in 2015, US multinational earnings may suffer from 
their export weakness and European counterparts may enjoy 
increased earnings impacts.  The equity markets in Europe 
are reflecting this boost in perceived financial results. 

HINDSIGHT IS 20/20

Index Description 1Q15 10-Yr Annualized 
Russell 2000 Small US Stocks 4.32% 8.82% 
S&P 500 Large US Stocks 0.95% 8.01% 
MSCI EAFE International Stocks 4.88% 4.95% 
Diversified EM Emerging Markets Stocks 1.14% 7.28% 

Index Bond Description 1Q15 
High Yield Low Quality 2.5% 
Mortgage Backed Sec Mortgage Backed 1.1% 
Corporate Corporate 2.3% 
Barclays Aggregate A Market Weighted Blend 1.6% 
Municipal Intermediate-Term Municipals 1.3% 
Treasury US Treasuries 1.6% 
TIPS Treasury Inflation Protected 1.4% 
EMD LCL Emerg Markets Local Currency -4.0% 
EMD USD Emerg Market Debt – US $ 2.0% 
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Views expressed in this newsletter are the current opinion of the author, but 
not necessarily those of Raymond James & Associates. The author’s opinions 
are subject to change without notice. Information contained in this report was 
received from sources believed to be reliable, but accuracy is not guaranteed. 
Past performance is not indicative of future results. This is not a recommenda-
tion or a solicitation to buy or sell any security.  Investments and strategies 
mentioned may not be suitable for all investors. Investing always involves 
risk and you may incur a profit or loss. No investment strategy can guarantee 
success. International investing involves additional risks such as currency 
fluctuations, differing financial accounting standards, and possible political 
and economic instability. These risks are greater in emerging markets. There 
is an inverse relationship between interest rate movements and bond prices. 
Generally, when interest rates rise, bond prices fall and when interest rates 
fall, bond prices rise.

Diversification and strategic asset allocation do not ensure a profit or protect 
against a loss. Investments are subject to market risk, including possible loss 
of principal. Gross Domestic Product (GDP) is the annual market value of all 
goods and services produced domestically by the US. Alternative investment 
strategies involve greater risks and are only appropriate for the most sophis-
ticated, knowledgeable and wealthiest of investors. High-yield bonds are not 
suitable for all investors.  When appropriate, these bonds should only comprise 
a modest portion of your portfolio.

The S&P 500 is an unmanaged index of 500 widely held stocks. The MSCI 
Emerging Markets Index is designed to measure equity market performance 
in global emerging markets. The Russell 2000 index is an unmanaged index of 
small cap securities which generally involve greater risks. Barclays Capital U.S. 
Aggregate Bond Index is made up of the Barclays Capital U.S. Government / 
Corporate Bond Index, Mortgage-Backed Securities Index, and Asset-Based 
Securities Index, including securities that are of investment grade quality or 

better, have at least one year to maturity, and have an outstanding par value 
of at least $100 million. The MSCI EAFE (Europe, Australia, and Far East) 
index is an unmanaged index that is generally considered representative of the 
international stock market. These international securities involve additional 
risks such as currency fluctuations, differing financial accounting standards, 
and possible political and economic instability. The Dow Jones-UBS Com-
modity Index aims to provide broadly diversified representation of commodity 
markets as an asset class.  It is not possible to invest directly in an index.  The 
Vanguard REIT Index is a real estate investment trust fund that offers inves-
tors wide exposure in the real estate sector at a low price.  The fund holds 
each of its stocks in approximately the same proportion as the weighting in the 
MSCI US REIT Index.  It is not possible to invest directly in an index.

The NASDAQ Composite Index is an unmanaged index of all stocks traded on 
the NASDAQ over-the-counter market. The Dow Jones Industrial Average is an 
unmanaged index of 30 widely held securities. 

The value of fixed income securities fluctuates and investors may receive more 
or less than their original investments if sold prior to maturity.  Bonds are 
subject to price change and availability.

This analysis does not include transaction costs and tax considerations.  If 
included these costs would reduce an investor’s return. As federal and state 
tax rules are subject to frequent changes, you should consult with a qualified 
tax advisor prior to making any investment decision. Raymond James does not 
provide legal or tax advice on these or any other transactions.

Certified Financial Planner Board of Standards Inc. owns the certification 
marks CFP®, CERTIFIED FINANCIAL PLANNER™ and federally registered CFP 
(with flame logo) in the U.S., which it awards to individuals who successfully 
complete CFP Board’s initial and ongoing certification requirements.
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