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January 24, 2025

The 1980s was a colorful decade for many reasons, and not just limited to the cultural icons of the day
like Boy George or Max Headroom. The economic arena had its own personalities. There was Michael
Milken, the swaggering Drexel Burnham Lambert bond trader perched at his X-shaped desk in Beverly
Hills, king of the junk bond market. And Ivan Boesky, merger arbitrageur extraordinaire and coiner of the
“greed is good” mantra later immortalized by his fictitious avatar Gordon Gekko in the 1987 movie “Wall
Street” (by which time Boesky himself was cooling his heels in the Lompoc Federal Correction Institution
for a three-year term after being convicted of insider trading).

The Original Dr. Doom

The name Henry Kaufman may not ring a bell among many folks today, but back in the Roaring Eighties
he was up there in the Valhalla of financial markets personages (and, unlike Milken, Boesky et al, never to
be found on the wrong side of the law). Kaufman, a managing director at erstwhile bond market behemoth
Salomon Brothers, was the original Dr. Doom — a nom de guerre now generally associated with the often
dour economist Nouriel Roubini — and the de facto leader of a posse known as the “bond vigilantes.”
Kaufman and his fellow vigilantes had a dour view of US fiscal policy, which they saw as beset by out of
control spending and a bond market irresponsibly awash in public debt.

The bond vigilantes could move both stock and bond markets merely by pronouncing a view on where
interest rates were headed. In perhaps the most famous of these pronouncements, Kaufman’s
observation in August 1982 that interest rates were headed down for the foreseeable future sparked a
stock market rally that lasted until the early 2000s. The influence of the vigilantes continued into the next
decade, enough so to cause Democratic strategist James Carville to remark, early in Bill Clinton’s
presidency, that he would like to be “reborn as the bond market” given how much sway it had over the
economy and life in general.

Warning Shots and Dry Powder

It should not come as a surprise to anyone looking at charts of US public debt today to learn that the bond
vigilantes are back. Total public debt is currently around 121 percent of US Gross Domestic Product, more
than twice the level it was during the early 1990s when the bond vigilantes were terrorizing poor James
Carville. Last September, when the Fed commenced its monetary easing program with a 0.5 percent cut
in the Fed funds rate, Treasury bond yields rose, a counterintuitive movement reflecting, among other
things, concern about debt, the deficit and whether inflation was really under enough control to continue
cutting rates. That concern continued through the fall as inflation stubbornly moved sideways rather than
down, eventually causing the Fed itself to revise its earlier thinking and signal a likely pause in the easing
program. The vigilantes had spoken.
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Yields continued to rise through the first couple weeks of January as additional concerns percolated about
the inflationary potential of tariffs and sharp immigration restrictions with the arrival of the new
government. Since then, though, the upward trend has tapered off. The 10-year yield today is around 0.2
percent lower than where it was on January 15. But that doesn’t mean the bond vigilantes have gone
away. They are holding fire, keeping their powder dry but watching what will, and will not, happen with
regard to campaign rhetoric becoming actual policy. A sustained upward trend in interest rates would
create a world of economic problems for households, where credit card delinquencies are at their highest
level since 2010, or among smaller businesses that rely on variable-rate credit instruments for much of
their external financing needs. Government policymakers would be wise to channel their inner Carvilles
and respect the sway of the vigilantes.
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Group, Inc. and MV Capital Management, Inc. are independently owned and operated.

Please remember that past performance may not be indicative of future results. Different types of investments involve varying
degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or
product (including the investments and/or investment strategies recommended or undertaken by MV Capital Management, Inc.),
or any non-investment related content, made reference to directly or indirectly in this newsletter will be profitable, equal any
corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful.
Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of
current opinions or positions. Moreover, you should not assume that any discussion or information contained in this newsletter
serves as the receipt of, or as a substitute for, personalized investment advice from MV Capital Management, Inc. To the extent
that a reader has any questions regarding the applicability of any specific issue discussed above to his/her individual situation,
he/she is encouraged to consult with the professional advisor of his/her choosing. MV Capital Management, Inc. is neither a law
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firm nor a certified public accounting firm and no portion of the newsletter content should be construed as legal or accounting
advice. A copy of the MV Capital Management, Inc.’s current written disclosure statement discussing our advisory services and
fees is available for review upon request.
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