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I guess these are the good times. The 

markets aren’t worried about the US 

economy, or the global economy, or 

Brexit, or China, or Trump and Hillary, or 

oil, or negative interest rates, or all the 

junk that’s happening in the Middle 

East…  

Even with all that scary stuff, stocks just 

keep going up. What’s odd is that at the 

same time stocks are setting records, 

bonds are doing incredibly well too. 

Bonds are usually seen as a more con-

servative investment. So, if bonds are 

doing well, it generally means that peo-

ple are scared. In Germany, there are 

negative rates on their government 

bonds, which means investors are willing 

to actually pay the German government 

just to keep their money safe. Stop and 

consider that for a moment: Investors are 

PAYING for the privilege of loaning the 

German government money. That’s not 

the way things are supposed to work. 

Bond investors are eagerly snapping up 

investments that are essentially guaran-

teed to earn nothing. If they are willing to 

do that, they are scared.  

The stock market is partying like it’s a 

boom-time at exactly the same time the 

bond market is screaming at us to panic. 

So, which side is right: The stock market 

or the bond market?  

Economy 

The GDP report, which is the broadest 

measurement of the US economy, was 

pretty terrible for the 2nd quarter. After 

 July 

Market Numbers: 

S&P 500: +3.6% to 2,174  

NASDAQ: +6.6% to 5,162  

DJIA: +3.8% to 18,432  

10-Year Treasury Yield:  

-2% to 1.46%    

Gold: +2.8% to $1,357/oz  

 

Although the commentary in this 

newsletter has been thoroughly 

researched, well-reasoned and 

contains many impressive multi-

syllabled words, please enjoy it 

responsibly. There are many eco-

nomic minds that are far smarter 

than mine—and even they can’t 

agree on even the simplest eco-

nomic questions. In other words, 

please enjoy this newsletter with 

the full understanding that it may 

be entirely wrong. 
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(Why it did what it did.....Cont’d from page 1) 

only growing 0.8% during the 1st 

quarter of the year, hopes were high 

for a rebound in the 2nd quarter. 

Sadly, those hopes were dashed as 

the GDP only grew 1.2% in the 2nd 

quarter. 

Let’s step back for a moment to look 

at the big picture: Over the first 6 

months of the year, the economy 

averaged less than 1% growth -- and 

that’s with the Fed and Central 

banks all over the world stomping 

on the gas pedal. That is not evi-

dence of a strong economy.  

Thankfully, the glorious American 

consumer is still holding this whole 

thing together. In the second quar-

ter, consumer spending jumped 

4.2% as Americans spent more on 

everything from cars to housing to 

groceries to recreational goods.  

 

 

 

 

 

 

Unfortunately, despite strong con-

sumer spending, businesses still 

aren’t spending at all. Durable goods 

orders are still weak, and businesses 

cut their fixed investment by 3.2%, 

the biggest drop since the Finan-

cial Crisis.  

Consumers can’t hold up the econ-

omy forever. In fact, there are al-

ready sings that the increasing 

consumer spending isn’t coming 

from income growth, but rather 

from depleting savings accounts. 

Unfortunately, spending your sav-

ings account isn’t a sustainable 

model of growth. At some point 

businesses will have to have to 

start spending if this economy is 

going to hit the next level.  

The Fed 

Let’s pretend that I’m wrong about 

the weak economy, and we are 

poised for increasingly strong eco-

nomic growth in the coming 

months and years. Even that opti-

mistic scenario brings up a whole 

new set of problems, because an 

increasingly strong economy 

would force the Fed to raise rates. 

We saw what happened when the 

Fed did that last year: Trillions of 

dollars flowed into America from 

across the world. That upset the 

global economy and made the dol-

lar go up, which hurts the profits 

of corporations, which hurts the 

economy. It’s a vicious cycle.  

 

 

 

 

This is a key point in why I’m in-

creasingly cynical about the mar-

kets and the economy: Even the 

best case scenario is a little spooky.  

Oil 

Has anybody noticed that oil has 

fallen 20% in recent weeks. The 

markets sure don’t seem to be 

worried about it. But this is some-

thing I’m keeping a close eye on. 

The crashing price of oil was a ma-

jor reason the markets fell so 

steeply to start the year. So if oil 

keeps falling, the markets might 

start to pay attention again. 

 

 

 

 

So what should you make of all 

this? 

At the start of this article, I asked 

the question of whether stocks 

were right or bonds were right, 

and to me the answer is clear: The 

bond market has it right. The US 

economy is slow, and the global 

economy is dragging us down. The 

scary part is that this weak growth 

is happening even with incredibly 

low interest rates all across the 

globe.  The whole point of low 

rates is to spur on robust economic 

growth, right? Well, we’ve had low 

rates for a long time. Where’s the 

growth?  

(Cont’d on Page 3) 



 Are we headed for stagflation?  

I’m not predicting a major recession 

starting tomorrow, or that the        

markets are going to tank. But I have   

a really hard time imagining a catalyst 

out there to accelerate our growth. 

And if we aren’t accelerating, then  

either we’re stuck right where  we are, 

or we’re slowing down further. Neither 

of those are good scenarios.                                                     

I think I can summarize my feelings 

about this market like this: There’s       

a lot of potential risk, and not much 

reward.  

For years, the Fed and other      
central banks around the world 
have been pushing their hardest 
for economic growth and inflation. 
Despite their best efforts, so far 
they’ve achieved very little of     
either.  

However, there are some signs of 
inflation picking up, which brings 
up a pretty spooky scenario: What 
happens if the Fed is successful in 
creating inflation, but without the 
corresponding economic growth? 
That scenario is what economists 
call “stagflation,” which is high in-
flation combined with stagnating 
economic growth. Former Fed 
chairman Alan Greenspan recently 
said stagflation is “the  primary 
thing” he’s worried about in       
today’s world.  
 
If his fears are correct, and infla-
tion begins to significantly pick up, 

the Fed might be forced to raise 
rates quickly (to combat the       
inflation). Unfortunately, higher 
rates could easily squash the    
meager economic growth we     
currently have. That could leave 
policymakers choosing between 
rampant inflation or squashing 
economic growth. Neither are 
good choices.  
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 Supply and demand: The Best (and worst) argument for stocks 

The American stock market is  essen-
tially at its all-time high – and bonds 
and real estate aren’t too far behind. 
In fact, nearly everything in our finan-
cial world is really expensive. That’s 
not  really how things usually work. 
Typically when one asset class does 
well, another languishes, and another 
barely moves.  That’s the whole idea 
behind   diversification, right?  

 
 
 
 
 
 
 

So what’s causing this strange world 
where everything goes up? It’s all 
about supply and demand. There’s an 
incredibly large amount of money in 
this world that needs to be invested 
somewhere. With rates as low as they 
are across the globe, and the global 
economy as weak as it is, American 
stocks and bonds are relatively appeal-
ing. 

 
 
 
 
 
 

As a result, there’s massive demand 
from all across the globe for American 
stocks and bonds. We all know from 
economics 101 that demand increases 
the price for things. So perhaps it 
makes sense that our major asset clas-
ses are all near record highs. But it 
worries me for the future. If the only 
justification for rising stock prices is 
high demand, what happens when 
that demand goes away? If stock pric-
es keep rising without any correspond-
ing strong economic growth -- that’s 
the definition of a bubble.  

 



 

 

The opinions and views expressed herein are those of Brad Blackburn as of the date of this publication and are subject to 

change at any time without notice.  This newsletter is for informational purposes only and is not sufficient for making an 

investment decision and does not constitute a recommendation to buy or sell any investment.  The information has been 

obtained from sources considered to be reliable, but we do not guarantee that the foregoing material is accurate or complete.  

Any decisions you make based upon the information contained in this newsletter or otherwise are your sole responsibility.  

Securities identified in this newsletter do not represent all of the securities purchased, sold or recommended for client ac-

counts.  Blackburn Financial, LLC and its employees may, from time to time, hold positions in securities discussed in its 

newsletters.   It should not be assumed that an investment in the securities identified will be appropriate or profitable to any 

particular investor.  Past performance may not be indicative of future results. 

 

Any forward-looking statements (statements that are not historical facts) expressed herein are not, and should not be consid-

ered, a guarantee of future performance.  Actual results may differ materially from those indicated by these statements. 

 

The Dow Jones Industrial Average (DJIA), commonly known as “The Dow,” is an index representing 30 stocks of companies 

maintained and reviewed by the editors of the Wall Street Journal. The NASDAQ Composite Index is an unmanaged index of 

securities traded on the NASDAQ system.  One cannot invest directly in an index.  

 

If you would like to receive this newsletter via email, please email me at brad@blackburnfinancial.net 

Probably a Mountain or a Lake 

This photo was taken from the slopes of Mt. Mastiff, which is a prominent peak visible from 
Hwy 2 as you’re heading up Stevens Pass. I thought it was a really interesting (and beautiful) 
angle from which to see Lake Wenatchee, Nason Ridge and Hwy 2.   

  

 


