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A Reverse Form of Usury?

Usury is defined as excessively high interest that a lender charges a borrower. The term is generally used
to indicate the borrower is being treated unfairly.
I can't come up with an exact antonym for usury, but if I could I would use it to describe what the Federal
Reserve and Chairman Bernanke are imposing upon savers. Rather than super-high rates of interest, the
Fed's actions are imposing crushingly low rates on our rainy-day money and conservative fixed-income
investments.
One phrase that comes close is "financial repression," a term which, in part, describes policies designed to
direct funds to back to the governments that implemented them. It can also be applied to a government
that places caps on interest rates.
What prompts my concern today is the Fed's January statement that it intends to maintain a "highly
accommodative monetary policy." In plain English, the Fed has said it doesn't plan to raise interest rates
until late 2014. This is good news for borrowers. But savers remain legitimately frustrated by our
continuing low-interest-rate environment and the correspondingly low yields on just about anything that
pays a rate of return, from cash in money market accounts to the bonds we invest in. I don't see why the
Fed had to go that far out on the limb. We know from prior communiqués their intention to stay on hold
for another two years. What did they accomplish by extending the period by another year?
Of course, nobody is forcing us to lend to the government, or anyone else for that matter. Still, it feels like
abuse at the hands of the Fed, as their policy keeps interest rates painfully low for fixed-income investors.
Not everyone minds though. As I said, low interest rates benefit borrowers big-time. The Fed's obvious
targets are potential homebuyers. They hope that renters will come to the conclusion that it is cheaper to
buy than rent. More buying should boost the moribund housing market, create jobs and by extension lift
other areas of the economy, too.
While the news has focused primarily on the negative impact of low interest rates on individual savers,
U.S. corporations are beginning to feel the squeeze, too. Last year's minimal stock market gains left many
pension funds trailing their assumed rates of return (generally in the 7% to 8% range). Companies from
Boeing to GE to Alcoa have had to make larger contributions to keep their funds sufficiently funded. Low
bond yields are only exacerbating the problem for the pension funds' bond holdings. A continued need to
fund pension accounts beyond expectations could eventually impact earnings.
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This has me wondering what the Fed's rationale for its low-interest rate policy is, and whether they know
something we don't (the Fed's data has got to be better than anyone else's). What are they worried about?
Whether it's the slow pace of our own economic expansion, the uncertainties surrounding the euro-zone
crisis, or something else, I can't be certain. I do know that their policies may be helping borrowers, but it
sure is hurting savers. I call that usury in reverse.
Market Review
January was a pretty good month for investors all around as both stocks and bonds performed well. In the
Treasury market, there was a continuation of the theme we saw much of last year. Treasury InflationProtected Securities (TIPS) soundly outperformed nominal Treasurys. The TIPS index was up 2.3%
versus the Treasury index's 0.4% gain.

In the risk market (i.e. high-yield bonds) it was "risk-on" again. Strong high-yield bond performance
(3.0%) was led by the riskier component of that market, which returned 3.7% even as it saw its first
default of the year from Eastman Kodak. The emerging markets (2.3%) sector saw good performance
too, and many of the central banks in those countries are looking toward easing rates and being more
accommodative. The market saw a handful of billion-dollar bond offerings coming from Romania,
Lithuania, Peru, Turkey and Colombia, and each found willing buyers.
Finally, the January effect in the municipal bond (2.3%) market helped that sector. Every January, a slew
of bond maturities, redemptions and interest payments put cash back into the hands of investors, who
typically turn around and reinvest those proceeds in additional bonds.
All in all, it was a pretty nice way to start the year for investors of all stripes.
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This material is distributed for informational purposes only. The investment ideas and expressions of opinion may
contain certain forward looking statements and should not be viewed as recommendations, personal investment
advice or considered an offer to buy or sell specific securities. Data and statistics contained in this report are
obtained from what we believe to be reliable sources; however, their accuracy, completeness or reliability cannot
be guaranteed.
Our statements and opinions are subject to change without notice and should be considered only as part of a
diversified portfolio. You may request a free copy of the firm's Form ADV Part 2, which describes, among other
items, risk factors, strategies, affiliations, services offered and fees charged.
Past performance is not an indication of future returns. The tax information contained herein is general in nature,
is provided for informational purposes only, and should not be construed as legal or tax advice. We do not provide
legal or tax advice. Always consult an attorney or tax professional regarding your specific legal or tax situation.

