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Bond Bubble Bursting? 
 

 
Source: www.barchart.com  

 
What is going on with bonds? Over the past few weeks, it appears that bonds are having a massive heart 
attack.  Just a few short weeks ago it appeared that the German Bunds (German bonds are called bunds) 
were about to plunge under 0%. After all, there was already upwards of $2 to $3 trillion of debt in the 
Euro zone trading at negative yields. The ECB’s €1 trillion QE program had sparked a huge run into 
bonds. The market was effectively front running the ECB. That in turn was creating liquidity problems in 
the bond market. German 10-year yields were pushed to a low of around 0.05%.  
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It seems that buyers suddenly balked at pursuing bonds. Last week there was a poor French OAT auction 
(French bonds are called Oats). The ECB wanted yields higher. Oil prices rose sparking some inflation 
fears. As well, there were faint signs of economic life in the Euro zone. Bonds prices suddenly dropped 
and in a “heart flash” 10-year German yields backed up to 0.76% (yields move inversely to prices). 
Overall losses were only €8 Euros or roughly €80,000 on a €1 million bond. It could have been worse.  
 

 
Source: www.stockcharts.com  

 
The iShares Barclays 20+ year Treasury Bond Fund (TLT-NYSE) has fallen almost $20 since peaking 
back in January 2015. That is only about 14% but it has wiped out all of the gains of 2015.  30-year US 
Treasury bonds have fallen roughly $13 while the 10-year US Treasury note is off roughly $4. Numerous 
bonds have given intermediate sell signals. It has also caught a number of market participants unexpected.  
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On a yield basis, the 10-year Treasury note has gone from a low of 1.68% back in January to 2.28% 
today. The 30-year Treasury bond has gone from 2.25% to 3.07% today in the same period. The rise in 
yields has seen a rush out of the long end of the yield curve into the short end of the yield curve where US 
Treasury rates are almost zero for maturities under 3 months and are still only 0.60% out to two years.  
 
Yes, one can get higher yields by buying corporate bonds but consider that credit quality has deteriorated 
since the crash of 2008. Corporate bond debt issuance in the US today sits at about $1.4 trillion of which 
$300 billion could be considered junk bonds. Back in 2006/2007, some 28% of corporate debt issuances 
were B-rated but in the past two years over 70% of debt that has been issued is B-rated. More debt has 
been issued and standards have fallen.  
 
The world is awash in debt. The McKinsey Global Institute study of 2014 titled “Debt and (not much) 
Deleveraging” noted that global debt is up 40% since 2007 to almost $200 trillion. Given those numbers 
were back in 2014 the total could be higher now. Globally debt as percentage of GDP has gone from 
269% in 2007 to 286% in 2014. The global debt market is huge compared to the global stock market by a 
factor of roughly 3X. By comparison, the global gold market is worth roughly only $6.6 trillion at 
$1,200/ounce.  
 
The global debt problem and the recent drop in bond prices has caught the attention of numerous 
newspapers and other market pundits. The Globe & Mail, Report on Business has been featuring a series 
of articles on debt. The latest is found in the May 14, 2015 edition of ROB entitled “A world awash in 
public debt: The $58 trillion problem”. The Globe is also exploring the dependence on debt for both 
households and institutions and the looming risks of debt and Canadians addiction to cheap money. This 
series can be found at http://www.theglobeandmail.com/report-on-business/international-
business/sovereign-debt/article24417753/  
 
Trying to find reasons as to why global bond markets have suddenly sold off has left analysts and market 
pundits flummoxed. After all and especially because of ongoing QE in the Euro zone and Japan weren’t 
bond yields supposed to go lower and interest rates stay low? The US ended its QE back in October 2014. 
Bond yields instead of moving higher because of the end of QE in the US, instead moved even lower. Oh 
yields did wobble and the 10-year Treasury note rose as high as 2.38% in November but by the end of 
January 2015 the 10-year had fallen to 1.68%.  
 
Given the QE programs, maybe everyone thought that yields would fall forever. Yields had fallen to 
unheard of levels especially in the Euro zone where it was estimated that over $2 trillion of debt was 
trading at negative yields. Banks throughout the Euro zone were paying negative interest rates and it was 
the central banks that were leading the way to push yields below zero. There was a cost to leaving your 
money in the bank. The downward trend in yields trade became overly crowded. No one it seems thought 
that yields could rise. Until now that is.  
 
But has the jump in yields been really that drastic? When one puts it into a long-term perspective the 
current bond drop barely looks like a blip. Bond prices have been falling since a major bottom was seen in 
October 1981. For 34 years bond prices have been moving relentlessly higher. However, they have been 
interrupted at times by some vicious bond bears. These bond bears appear to occur roughly every 6 to 7 
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years. Following the 1981 low important bond lows were seen in 1987, 1994, 2000, 2007 and most 
recently in late 2013, early 2014. Ray Merriman, a financial forecaster www.mmacycles.com has noted 
the possibility of a six year bond cycle. The six-year bond cycle is a part of an 18-year bond cycle. Again 
using the low of October 1981 as the start point there was an important bond low in 2000. The next 18-
year cycle low is due sometime into 2019-2021.  
 

 
    Source: www.stockcharts.com  
 
With the 18-year cycle breaking down into three cycles of six years, bonds would appear to be in their 
third and final six-year cycle based on the last 18 year cycle being in 2000. It is possible that bonds have 
made their top for the current six-year cycle. The six-year cycle itself breaks down in either two 3-year 
cycles or three 2-year cycles. It could be that the bonds are falling into a 2-year cycle low that could 
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bottom sometime within 4 months of April 2016 or if a longer 3-year cycle low the low would be seen 
within six months of April 2017.   
It is worthwhile to examine what happened during previous six-year cycle lows.  
 

- The 1987 bond bear got underway in March 1987 and culminated in October 1987 coinciding 
with the 1987 stock market crash that saw the Dow Jones Industrials (DJI) fall roughly 40% from 
its August 1987 top. Bonds fell roughly $20 from the top in March 1987 to the October 1987 low.  

- The 1994 bond bear got underway in September 1993 and made its final bottom in November 
1994. The bond collapse occurred during a period when the US$ Index was falling sharply. The 
US stock market faltered throughout 1994 but there was no big drop. The DJI fell only 12% from 
a high in early 1994. Bonds fell $26 from the September 1993 top to the November 1994 low.  

- The 1999 bond bear got underway in October 1998 and bottomed in January 2000. 1998 saw a 
stock market bear sparked by an Asian currency crisis and a Russian default. It culminated in 
October 1998 when the Fed dropped interest rates sharply and flooded the financial system with 
liquidity in order to prevent a market meltdown as a result of the collapse of the hedge fund Long 
Term Capital Management (LTCM). The LTCM collapse almost brought down the financial 
system at the time. Bond prices topped in October 1998 and rose over the next year or so as a 
result of a strong economy and the Internet/High Tech stock market bubble. Following the bottom 
in bond prices, the DJI fell 40% over the next two years.  

- Bond prices rose irregularly during the first few years of the new century. The Fed once again 
flooded the financial system with liquidity and lowered interest rates to combat the High 
Tech/Internet stock market collapse of 2000-2002. This triggered what was known as the housing 
bubble that topped in 2006. Bond prices topped in June 2005 and fell irregularly for the next two 
years making their final low in June 2007. Overall bonds fell $14. The fall in bond prices coupled 
with the collapse of the housing bubble was behind the 2008 stock market panic that saw the DJI 
lose 55% from October 2007 to the final low in March 2009.  

- Prior to the bond market top of 2015, the previous top was seen in July 2012. Bond prices fell $26 
from July 2012 to December 2013 with a secondary low seen in April 2014. To date the stock 
market has not fallen because of the bond bear of 2013. Instead, the stock market has kept on 
rising seeming to ignore the bond collapse. All previous six-year cycle lows of 1987, 1994, 2000 
and 2007 culminated in bear markets for stocks of some degree. The weakest was 1994 and the 
worst one was the 2008 financial collapse.  

 
It may be that the stock market is not responding to the any hike in interest rates. Or it may be that the 
stock market is delaying any reaction to a hike interest rates. Everything that is being written about the 
global debt situation is correct. Upwards of $200 trillion in global debt is not sustainable. The risk of a 
sovereign debt collapse is high with the most likely candidates being Ukraine and Greece. But Italy is also 
experiencing considerable debt problems and Japans total debt to GDP is the world’s highest.  
 
The huge amount of debt for governments, corporations and households is a risk and a drag on the global 
economy. There is little ability to expand debt further as the global economy and in particular the western 
economies are not growing at a pace that could sustain more debt. All major countries have a higher debt 
to GDP than they did in 2007 prior to the 2008 financial crisis. China has added the most debt during that 
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period and it too is vulnerable to a debt collapse particularly in its real estate sector. The current debt 
reports ignore the estimated $100 trillion in unfunded liabilities for the US.  
 
Any rise in interest rates at this time is expected to be contained. There is little economic data suggesting 
that global economic growth or inflation are about to take off any time soon. That suggests that interest 
rates could remain subdued for years. That doesn’t prevent periodic rises in interest rates and a collapse in 
bond prices. The world’s central banks are trapped in what is known as a liquidity trap. No matter how 
much money they throw at the economy they can’t really decrease interest rates any further. They are 
already as low as they can go although as is being seen in the Euro zone interest rates are now negative. 
Monetary policy appears to have become ineffective.  
 
In order to see the ineffectiveness of monetary policy one needs to look no further than Japan. For the past 
twenty five years Japan has been locked in low growth, low interest rates and seemingly endless 
injections of QE. The result is that Japan now has the world’s highest debt to GDP ratio and low savings 
rates. The Euro zone appears to be headed that way. All the western economies are dependent on welfare 
programs of some degree to maintain the economy. The western economies are aging economies although 
the US and even Canada are not aging to the extent that Japan in particular and the Euro zone are. The 
North American economies have exported their jobs to the developing countries that include countries 
such as China, India and Mexico. These jobs are most likely not coming back.  
 
The recent drop in bond prices appears to be a liquidity problem. Rather than rising interest rates the real 
risk is that debt collapse occurs due to a sovereign default that in turn triggers contagion and other 
defaults. A debt collapse is deflationary. A debt collapse in many respects is far more dangerous than a 
stock market collapse. The debt collapse in 2007 was due to the collapse of the sub-prime mortgage 
market. It was a classic case of overleveraging. Since that collapse, the debt situation has only gotten 
worse and the most likely outcome is another debt collapse followed by a stock market collapse.  
 
While gold reacted negatively in to the financial crisis of 2008 falling with the stock market, gold was 
also the first one “out of the chute” in 2009. From 2009 to the top in 2011 gold prices rose 180%. Despite 
a three-year bear market correction, gold prices remain up 78% from the 2008 low.  
 
It has been interesting watching the prices fetched by art and other collectables over the past few months. 
The most recent was the sale of Picasso’s Women of Algiers that sold for a record $179.4 million. Art and 
collectables have been a hot market. Real estate has also been hot in some countries particularly Canada. 
The rush appears to be into tangibles as a place to “stash cash”.  Art, collectables and real estate have a 
long history as a store of value despite ups and downs over the years. Both gold and silver also have a 
long history as a store of value. Could gold and silver experience the kind of price rise that is occurring in 
the art, collectable and real estate markets?  
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Bond prices have been falling. But the odds of a major bond collapse is most likely low. The western 
economies are just too weak to see any huge rise in interest rates. The real risk is more likely a debt 
default. There have already been a number of corporate debt defaults in China’s overheated real estate 
market. A sovereign default of either Greece or Ukraine is a real risk. Ukraine is an economic basket case. 
The global economy is more likely caught in a liquidity trap. In a liquidity trap debt default is a higher 
risk than for a sharp drop for bond prices.  
 
 
Copyright 2015 All rights reserved David Chapman 
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and contain information and opinions that are accurate and complete. However, IA Securities makes no representations or 
warranty, express or implied, in respect thereof, takes no responsibility for any errors and omissions contained herein and accepts 
no liability whatsoever for any loss arising from any use of, or reliance on, this report or its contents. Information may be 
available to IA Securities that is not reflected in this report. This report is not to be construed as an offer or solicitation to buy or 
sell any security. The reader should not rely solely on this report in evaluating whether or not to buy or sell securities of the 
subject company. 
 
Definitions 
“Technical Strategist” means any partner, director, officer, employee or agent of IA Securities who is held out to the public as a 
strategist or whose responsibilities to IA Securities include the preparation of any written technical market report for distribution 
to clients or prospective clients of IA Securities which does not include a recommendation with respect to a security. 
 
 “Technical Market Report” means any written or electronic communication that IA Securities has distributed or will distribute to 
its clients or the general public, which contains an strategist’s comments concerning current market technical indicators. 
 
Conflicts of Interest 
The technical strategist and or associates who prepared this report are compensated based upon (among other factors) the overall 
profitability of IA Securities, which may include the profitability of investment banking and related services. In the normal 
course of its business, IA Securities may provide financial advisory services for issuers. IA Securities will include any further 
issuer related disclosures as needed. 
 
Technical Strategists Certification 
Each IA Securities technical strategist whose name appears on the front page of this technical market report hereby certifies that 
(i) the opinions expressed in the technical market report accurately reflect the technical strategist’s personal views about the 
marketplace and are the subject of this report and all strategies mentioned in this report that are covered by such technical 
strategist and (ii) no part of the technical strategist’s compensation was, is, or will be directly or indirectly, related to the specific 
views expressed by such technical strategies in this report. 
 
Technical Strategists Trading 
IA Securities permits technical strategists to own and trade in the securities and or the derivatives of the sectors discussed herein.  
 
Dissemination of Reports 
IA Securities uses its best efforts to disseminate its technical market reports to all clients who are entitled to receive the firm’s 
technical market reports, contemporaneously on a timely and effective basis in electronic form, via fax or mail. Selected technical 
market reports may also be posted on the IA Securities website and davidchapman.com. 
 
For Canadian Residents: This report has been approved by IA Securities, which accepts responsibility for this report and its 
dissemination in Canada. Canadian clients wishing to effect transactions should do so through a qualified salesperson of IA 
Securities in their particular jurisdiction where their IA is licensed. 
 
For US Residents: This report is not intended for distribution in the United States.   
 
Intellectual Property Notice 
The materials contained herein are protected by copyright, trademark and other forms of proprietary rights and are owned or 
controlled by IA Securities or the party credited as the provider of the information.  
 
Regulatory 
IA Securities is a member of the Canadian Investor Protection Fund (‘CIPF’) and the Investment Industry Regulatory 
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