
ECONOMIC 
PERSPECTIVES

FROM A
BOND TRADER

An Extemporaneous Discussion with

Ron New 

DABE 11/13/19



OPINIONS ONLY
NOT ADVICE OR A 

RECOMMENDATION

Money is the ultimate arbiter

It takes TWO different 
opinions to make a market

Binary issues lead to volatility
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OUT OF  25  
DEVELOPED 
ECONOMIES , 

ONLY  ICELAND 
HAS  A  H IGHER  
Y I E LD  THAN 
THE  UNITED 

STATES



THE  
SYMPTOM 
OF  LOW 
INTEREST  
RATES ?

The $23 trillion gross federal debt includes debt held by the public as well as 
debt held by federal trust funds and other government accounts. In very basic 
terms, this can be thought of as debt that the government owes to others plus 
debt that it owes to itself. America’s high and rising debt matters because it 
threatens our economic future. The interest that we pay on the federal debt is 
now the fastest growing part of the budget, and will total nearly $6 trillion over 
the next decade. In fact, we spend $1 billion every day, just on interest.

Source: Peter G. Peterson Foundation 



THE 
RELATIONSHIP  
BETWEEN THE 
3M TB ILL  AND 
THE 10Y UST
DATING TO 
THE 1961



THE  
RELAT IONSHIP  
BETWEEN THE  
3M TB I LL  AND 
THE  10Y  UST

ONE  YEAR  
H I STORY



10  YEAR US  
TREASURY 

Y IELD

A F IFTEEN 
YEAR HISTORY



10  YEAR US  
TREASURY 

Y IELD

A F IVE  YEAR 
HISTORY



10  YEAR US  
TREASURY 

Y IELD

A S IX MONTH 
HISTORY



US TREASURY 
CURVE

FROM THE 
START OF 2019  
TO PRESENT



R I SK  IN  THE  
CAP ITAL  
MARKETS  

AS  MEASURED 
BY  THE  

BLOOMBERG 
F INANCIAL  

CONDIT IONS  
INDEX



A LOOK AT 
EQUITY INDEX 

RETURNS 

AS  O F  TH E  C LOS E  ON  
NOVEMBER  7 TH , 2 0 1 9



ZOOM IN ON 
THE S&P  500

LOOKS CAN BE  
DECE IV ING  



UNINTENDED 
CONSQUENCES  



UNINTENDED 
CONSQUENCES  



UNINTENDED 
CONSQUENCES  



UNINTENDED 
CONSQUENCES  



UNINTENDED 
CONSQUENCES  



UNINTENDED 
CONSQUENCES  



UNINTENDED 
CONSEQUENCES

Since its launch in 2014, the company has bought and sold 50,000 houses in 23 
cities across the U.S. This year alone, Opendoor is on pace to purchase $5 billion in 
homes. While iBuying currently accounts for less than 1 percent of the $1.6 trillion 
worth of annual real estate transactions in the U.S., that number is expected to 
rise: Opendoor's competitors now include other tech startups as well as such real 
estate stalwarts as Keller Williams and Realogy's Coldwell Banker.



• For many of the same reasons big investors have been reluctant to move into the home market, small-time real estate investors have 
traditionally taken their time and stayed in neighborhoods they know well.

• But now online real-estate firms such as Redfin are offering better technology, such as 3D maps, which allows potential homebuyers to 
purchase sight unseen. A large inventory of homes owned by respected firms would add liquidity to this market, allowing small
investors to get in and out more easily.

• Together, these two technologies could serve as a kind of market-maker: A platform that allows buyers and sellers to find each other. 
As an asset that can be easily bought and sold at known prices, real estate would be coveted by investors, who are willing to accept a 
lower return on their investment in exchange for the convenience of easy trading.

• The yield on an asset is its price divided by the yearly cash flow it generates. For stocks, the cash flow is dividends. For houses, it is 
rental income. Housing investors have generally considered a price-to-rent ratio of 12 to 15 as a good investment. That corresponds to 
a yield of 7% to 9%. On the other hand, the average dividend yield on stocks is about 2%, corresponding to a price-to-dividend ratio 
of just over 50.



So what would happen if houses became as easy to trade as stocks? At first, the price of homes would soar. That happened during 
the last housing bubble, when lower lending standards added liquidity to the housing market by making it easier for investors to
sell quickly to less qualified borrowers.

The existence of a market-maker in housing, however, could drive yields down to the level of stocks, creating a potential bubble
twice as big as the one that occurred in the early 2000s.

Emerging technology has the potential to radically transform the economics of housing. It could lead to an expansion of supply, 
making housing more affordable; or it could result in the financialization of housing, the end of the owner-occupied era and new
source of economic instability. Policy makers will have to keep an eye out for which scenario is emerging and what if anything they 
can do about it.
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