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The financial media tend to report
breathlessly about what the stock
market did yesterday. But savvy
economic analysts have always
known the bond market is the place
to look for a real sense of where the
economy is going.

And right now, if the bond market
is correctly predicting the economic
path ahead, we should be terrified.

The stock market can rise and fall
for all sorts of reasons. But the bond
market, where trillions of dollars
change hands and long-term inter-
est rates are determined, is steadier
(normally). Its prices are generally
tied closely to the outlook for growth

and inflation over the years ahead.
The long-term interest rates that

prevail across the major advanced
economies are consistent with a
disastrous economic future. Look
at the current shape of the Ameri-
can “yield curve,” the chart of how
rates compare for short, medium
and long-term bonds. It implies a 60
percent chance of a recession in the
next year, according to Deutsche
Bank analysts. Long-term interest
rates hit record lows this month.

Inflation-protected bond prices
suggest that consumer prices will
rise only about 1.4 percent a year
through 2021 — and only 1.5 per-
cent in the ensuing five years. They
suggest that the Federal Reserve is
unlikely to find reasons for an inter-
est rate increase in the remainder of

2016, and that there is only about a
50 percent chance of a rate increase
in 2017.

Across other advanced econo-
mies, the signals sent by bond pric-
es are even worse. Ten-year bonds
are offering negative interest rates
in Germany, Japan, Switzerland,
Denmark and the Netherlands. But
there are reasons to think that cur-
rent prices are reflecting idiosyn-
crasies in the supply and demand
for safe assets, rather than a convic-
tion that bad times are ahead.

Many of the purchasers of gov-
ernment bonds do so not because
they find the returns offered com-
pelling but because they have to.
Banks buy bonds to comply with
rules limiting how much risk they
can take. In the last few years, cen-

tral banks have become the biggest
buyers of bonds. Then on the supply
side, governments have not been
issuing vast supplies of new bonds,
because of anti-deficit domestic pol-
itics. So rising demand for bonds
that is indifferent to price along with
fixed supply combines to drive up
prices and drive down rates. Even
though the United States isn’t the
prime driver of this, the bond mar-
ket is sufficiently global that it’s an
important part of the story. When
German and Japanese bonds are
offering negative returns, the 2 per-

cent or so that Treasury bonds were
offering earlier this year looked ex-
tremely attractive.

Essentially the United States has
imported this very low interest rate
environment from overseas, even
though the domestic economy is in
pretty good shape.

In normal times, bond prices
give useful information about the
likely path of inflation and growth.
But the bond market right now is
like a speedometer that is miscal-
ibrated. It may be less useful than
usual, and is not to be interpreted
literally — but it’s still telling us
something. And that something is
that we should be worried about the
possibility the world is in a nasty de-
flationary economic trap that won’t
get better anytime soon.
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Talking Points

Shorter ‘Game of Thrones’
Season Is Pushed Back
The next season of “Game of
Thrones” will debut later than
normal and will be a little shorter.
HBO announced on July 18 that
the seventh season will be seven
episodes long — less than the
10-episode schedule of the previous
six seasons. It will debut in the
summer of 2017, later than its
usual start time in the spring. The
executive producers said they
envisioned two more seasons to close
out the series, or about 13 episodes.
The Season 6 finale had the show’s
highest ratings ever.

Big Profits in a Close Shave
Dollar Shave Club, a start-up built on
the idea of inexpensive razors, has
sold itself for about $1 billion to Uni-
lever, the European consumer goods
giant. The sale is a high point for dig-
ital commerce start-ups like Dollar
Shave Club, which was founded five
years ago and gained popularity for
selling consumer goods without the
costs of brick-and-mortar stores. One
star in the category has been Warby
Parker, the hip maker of eyeglasses
and sunglasses that has branched
out into retail stores.

Fuel Economy Targets Lag
Two federal agencies said that
surging consumer demand for
pickups and sport utility vehicles
made it unlikely that the industry
could meet the government’s goal of
54.5 miles per gallon as a fleetwide
average by 2025. The expectation is
that the average will be only about 50
miles a gallon. Lower fuel economy
would translate into higher levels
of carbon dioxide emissions, which
environmentalists say would make
climate change worse. and sabotage
efforts to curtail greenhouse gases.

Very High-Paid Lawyers
Cash pay for in-houselawyers dipped
about 2 percent in 2015 compared
to 2014, but not for those at the very
top. Walt Disney’s general counsel,
Alan Braverman, received $7.03
million in cash compensation, the
most in an annual survey of the 100
highest paid in-house lawyers. The
second-highest paid in cash was
Thomas Mason, the general counsel
of the Dallas-based Energy Transfer
Equity, who received $6.8 million.

Welcome to the season of the big,
political personal finance promis-
es. On one side, we have Hillary
Clinton, dangling the prospect of a
tuition-free education at an in-state
public college or university for a
majority of American undergradu-
ates. On the other, Donald J. Trump
wants to simplify the tax code and
lower tax rates.

Other proposals will be floated be-
fore the November election. But in
politics, the bigger the possible ben-
efit or cut, the higher the price and
the lower the odds that anything
like it will happen. So let us turn in-
stead to bold money ideas from the
presidential candidates who did not
get this far. Three proposals are no-
table for the measurable improve-
ment they would offer and that they
need not cost taxpayers much at all.

They deserve another hearing.

Jeb Bush: Student Loans
Let’s assume that Mrs. Clinton

gets elected and her college pro-
posal becomes reality. There will
still be students from families with
incomes above $125,000 who may
need to borrow. Others will need
money for room and board, gradu-

ate school or private
colleges (where tui-
tion will not be free
under the Clinton
plan).

There is good rea-
son to consider Jeb
Bush’s proposal for
a radical overhaul
of the federal stu-

dent loan program. Under the Bush
plan, there is no more confusing
pile of loans with varying interest
rates. Students get a single line of
credit and take what they need each
semester. For every $10,000 you
borrow, you turn over an addition-
al percentage point of your income
each year for 25 years. It’s prorated
to the amount of what you borrow,
so that if you have a debt of $28,000
you would be paying 2.8 percent of
your income. The payoff term runs
out in less than 25 years if your total
payments hit 1.75 times the amount
you originally borrowed.

Borrowers would pay through
payroll deductions or quarterly
payments. This would reduce the
number of people who are behind
or in default, often because they are
not aware of the confusing array
of income-driven repayment pro-
grams that already exist.

The big catch here is a proposed
$50,000 borrowing cap. That’s more
than most undergraduates can cur-
rently borrow from the federal stu-
dent loan program but much less
than most graduate students can.
Many of the people who need more
than that for advanced degrees,
however, will be well served by
lenders in the private sector.

What’s the closest a borrower
could get to something like this un-
der the current system? Start by
not borrowing from anywhere other
than the federal government. Then,
enroll in an income-driven repay-
ment plan as soon as possible.

Bernie Sanders: Credit Scores
On his campaign website, Senator

Bernie Sanders calls for credit score
reform, “to make the banking and
credit industries work for borrowers
and not just lenders.” He does not of-
fer further details.

One place to start would be to
make it as easy to view credit scores
as it is to get your three free credit
reports each year. Credit scores use
data from credit reports, so why
not make both free? Senator Sand-
ers proposed just that in 2013. This
seems like a fine idea. The chal-
lenge, however, is figuring out what
score to provide. Yes, a FICO score
is the gold standard because that is
what many lenders use, but differ-
ent companies use different ver-

sions of the score.
The law does re-

quire mortgage
lenders to give all
applicants the credit
score that they are
using. Moreover,
any company that
turns down custom-
ers because of their

credit score or forces them to pay
more than they might have other-
wise is supposed to hand over the
score it used.

So given that these companies
have the scores available or can
gain access to them, perhaps the
next president could try to require
that every company hand out the
ones they are using to any consum-
er who asks. People who ask for one
but do not end up becoming a cus-
tomer within a reasonable period
could be required to pay a small fee
to cover the company’s costs.

It isn’t hard to find a free cred-
it score, even if it isn’t the one that
your lender or cellphone company is
using. Discover makes one available
to anyone who signs up at its web-
site, and FICO has encouraged other
companies to make scores available
to customers. Ask your credit card
company if it has started doing so.

Marco Rubio: Retirement Plans
Two years ago, Senator Marco Ru-

bio proposed that everyone in Amer-
ica ought to be able to invest through
the federal government’s retirement
program, which is called the Thrift
Savings Plan. He had in mind the
millions of people who have no re-
tirement plan, but the government
plan is also better than just about
anything any employer offers.

Its beauty is in its simplicity and
its low cost. People put their mon-

ey in index funds or United States
government securities, so they get
whatever the markets return with-
out making foolish bets on mutual
fund managers who think they know
better. And the scale of the plan
($469 billion from 4.9 million partici-

pants and counting)
has allowed it to
negotiate rock-bot-
tom fees that total
just $2.90 for every
$10,000 invested.

Opening the Thrift
Savings Plan to ev-
eryone would have
a cost, given the

complexity of payroll withholding
from untold numbers of new work-
ers. William A. Birdthistle, author
of “Empire of the Fund,” a new book
critical of our flawed system of sav-
ing, suggested that the government
might build a parallel program so as
not to impose those new costs on in-
cumbent participants.

As for anyone today who wants to
save as federal workers do, you can
try to create an approximation of
the Thrift Savings Plan. Look, per-
haps, to Morningstar, which tackled
it last year. Or you could do what a
partner at Mr. Birdthistle’s former
firm told him and his fellow associ-
ates to do with their money.

The solution, the partner told
them, was simple. “Just put your
money in Vanguard,” he said.

YOUR MONEY
RON LIEBER

Some former candidates
had good proposals that
would not cost much.
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How Serious Are the Alarm Bells the Bond Market Is Sounding?
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If inflation stays low for
years as expected, bond
yields likely will too.


