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After months of steep drops and cau-
tious rallies, the stock market en-

joyed fairly steady growth in November, 
with the Dow Jones Industrial Average, 
S&P 500 and Nasdaq all hitting multiple 
new record highs. Investor optimism 
was fueled mainly by the possibility that 
a partial trade deal between the U.S. and 
China might still be approved by the end 
of the year.1 Beyond that, the markets re-
ally didn’t have much else to celebrate, 
and some agree this latest rally has all 
the earmarks of a classic ‘blow-off top’. 

A blow-off top is a period of rela-
tively steady market growth that occurs 
in spite of mixed economic news and re-
cessionary warning signs, and is some-
times followed by a sustained steep 
drop. Ironically, another indicator of a 
blow-off top is that much of the financial 
media denies when one is occurring, 
which happened in the blow-off periods 
before major market corrections that 
began in 2000, 2007, and going all the 
way back to 1929.2 

In keeping with history, most of the 
media is also denying that a blow-off 
top is underway now, and they could be 
right. However, it doesn’t take a stock 
market whiz to see that Wall Street’s lat-
est round of exuberance seems highly ir-
rational in light of the broader economic 
picture. 

Yes, the possibility of a de-escala-
tion in the U.S.-China trade war is good 
news given how much it has done to 
hamper global economic growth since 
early 2018. Plus, investors are no doubt 

also encouraged by the fact that both 
long- and short-term interest rates seem 
to have stabilized. The yield on the 10-
Year Treasury Rate is holding at around 
1.75 to 1.8%, and the Federal Reserve 
has hit the pause button on lowering 
short-term rates after cutting their 
benchmark to a range of 1.5 to 1.75% in 
October. It was the Fed’s third rate cut 
this year, and it helped correct our in-
verted yield curve, which occurs when 
long-term rates fall below short-term 
rates. While the yield curve remains flat-
tened, it is no longer inverted, which can 
also be seen as “good news.” 

Embrace the Good,  
Ignore the Bad 

At the end of the day, however, 
these hopeful economic signs don’t 
erase or diminish the many negative in-
fluences that had been keeping the stock 
market in a nervous holding pattern 
since January 2018. While a trade deal 
would be good, it hasn’t happened yet, 
and the trade war has already had dam-
aging impacts on many sectors of the 
economy, such as farming and manufac-
turing, and been blamed for a decline in 

business investment. 
While GDP growth held steady at a 

decent 2.1% in the third quarter, that was 
down from 3.1% in the first quarter, and 
a far cry from the Trump Administra-
tion’s original goal of 3-4%.3 More signifi-
cantly, while many corporations have 
beaten expectations on the earnings side, 
fewer have met expectations on the rev-
enue side — which is what matters most. 
You can only grow a company by cutting 
expenses for so long; ultimately you have 
to achieve top-line revenue growth. 
What’s more, many corporations have 
also been consistently lowering their 
earnings expectations from quarter to 
quarter, which obviously makes them 
easier to beat, but obscures the true pic-
ture of overall economic health. 

Although household spending is 
still strong heading into the holiday sea-
son, a new report showed that consumer 
confidence fell for the fourth straight 
month in November, and another report 
showed an unexpected drop in new 
home sales.4 The point is, another charac-
teristic of a blow-off top is that investors 
suddenly seem able to shrug off a lot of 

Continued on page 2

Interest Rates and Debt
I n simple terms, an interest rate is the 

cost of borrowing money. Understand-
ing interest rates and how they work is 
essential to making smart financial deci-
sions and obtaining debt.  
 

Interest Rate Basics 
An interest rate is the amount a bor-

rower (or debtor) is charged by a lender 
(or creditor) to borrow money. It is  
usually expressed as a percentage of 
Continued on page 3
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New Market Highs Paying Off Your Mortgage
negative news and data and focus exclu-
sively on a handful of positive factors. 
Just as the markets seem to ignore good 
news and focus solely on bad news when 
they’re in a sustained downturn, the op-
posite happens in a blow-off top period. 

More Troubling Signs 
In addition to the middling eco-

nomic picture and indicators of slowing 
growth, there are other troubling signs 
that investors appear to be shrugging 
off. As we’ve discussed in previous 
newsletters, the International Monetary 
Fund has warned that the global econo-
my is in a synchronized slowdown and 
likely headed toward recession.5 Addi-
tionally, despite the Fed’s denial, we are 
once again in a period of quantitative 
easing thanks to a troubling banking cri-
sis that occurred back in September. The 
overnight repo market experienced a 
liquidity crunch that forced the Fed to 
quickly pump billions of dollars into the 
banking system — but even that wasn’t 
enough. 

In their ongoing effort to address 
the problem, the Fed began buying up 
short-term Treasury bills last month at 
$60 billion per month and will continue 
doing so into the second quarter of next 
year.6 While Fed Chairman Jerome Pow-
ell has said flatly, “In no sense is this 
QE,” he’s wrong. More quantitative eas-
ing is exactly what it is — and further 
evidence that the economy isn’t really 
strong or stable enough to justify Wall 
Street’s sudden exuberance. Even more 
troubling is the fact that some see paral-
lels between the recent repo market 
mystery and the subprime mortgage 
mess that led to the Financial Crisis ten 
years ago. 

Ultimately, a blow-off top repre-
sents a good example of why the bond 
market is often said to be smarter than 
the stock market. How so? With the 
yield on the 10-Year Treasury holding at 
around 1.75 to 1.8%, that certainly does-
n’t reflect the kind of economic growth 
we’d need to justify a booming stock 
market. The two markets are in dis-
agreement because the bond market is 
guided by logic while the stock market 
is driven by emotion and animal spirits. 
How long might the blow-off last? 
Could the Dow make it all the way to 
35,000 before the bottom falls out? No 
one knows, of course, but everyday in-
vestors — especially those in or nearing 
retirement — would be wise to take 
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T here are advantages and disadvan-
tages to paying off your mortgage.  

On the positive side, any extra money 
sent with your mortgage payment is 
applied to the outstanding principal, 
which can significantly reduce your 
total interest cost.  This reduces your 
interest expense deduction on your tax 
return, but you are paying most of the 
cost anyway.  For instance, if you’re in 
the 24% tax bracket, you save 24 cents 
in taxes for every dollar of interest, but 
you’re still paying the remaining 76 
cents. 

When paying down principal, 
you are effectively earning a pretax re-
turn equal to your mortgage interest 
rate, which is a guaranteed return 
with no risk.  Most mortgages allow 
you to add as much to the payment as 
you like, whenever you like, making it 
an easy way to use excess funds.  
However, check with your specific 
lender to determine if prepayment 
penalties apply. 

On the other hand, instead of pre-
paying your mortgage, you might 
want to put additional funds toward 
investments with the potential to earn 
higher returns.  Also, once you make 
the additional mortgage payments, the 
only way to access that money is to 
sell your home or take out a home-eq-
uity loan, usually at a higher rate. 

Consider the following factors be-
fore prepaying your mortgage: 
• Are all components of your finan-

cial plan in place?  Before prepay-
ing your mortgage, make 
provisions for things like disability 
insurance, life insurance, and an 
emergency fund. 

• Is all your consumer debt paid 
off?  Consumer debt typically car-
ries higher interest rates than your 
mortgage rate, and interest pay-
ments are not typically tax de-
ductible, unless it’s a home-equity 

loan.  Thus, you should probably 
pay off your consumer debt in full 
before making additional payments 
on your mortgage. 

• Are you maximizing contributions 
to qualified retirement plans?  
Make sure you are contributing the 
maximum to your 401(k) plan, espe-
cially if your employer matches 
funds, or are fully funding other 
qualified plans and individual retire-
ment accounts. 

• Have you investigated investment 
alternatives?  Look into other invest-
ments whose potential returns may 
exceed the return from prepaying 
your mortgage.  However, make sure 
you actually act on those invest-
ments.  You don’t want to just spend 
money that could have gone toward 
your mortgage. 

• Are you nearing retirement?  The 
idea of entering retirement with no 
debts may make prepaying your 
mortgage a more attractive alterna-
tive.  Or you may like the certainty 
of positive returns that comes from 
prepaying your mortgage. 

If you decide to prepay your mort-
gage, consider these strategies: 
• Switch from a 30-year to a 15-year 

mortgage.  By paying the mortgage 
off 15 years sooner, you save a signif-
icant amount of interest. 

• Pay half your mortgage payment 
every two weeks.  Over the course of 
a year, that equals 26 payments or 13 
monthly installments.  Check with 
your lender to make sure this option 
is offered. 

• Add additional amounts to your 
monthly mortgage payment.  This 
option is the most flexible since you 
decide on a monthly basis how much 
to add to your payment. 

Please call if you’d like help decid-
ing whether you should prepay your 
mortgage.     zxxx
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Interest Rates and Debt

principal.  
By charging interest, a lender is 

compensated for lending you money. By 
paying a certain amount of interest 
every time you make a payment, you 
also help to lessen the financial blow to 
the lender if you default on (or fail to 
pay back) the loan.  
How Interest Rates Are  
Determined 

A variety of factors influence inter-
est rates. Some are macroeconomic, or 
related to broad economic trends. In the 
U.S., the Federal Reserve (the country’s 
central bank) sets what is called the Fed 
funds rate, which is the amount banks 
charge each other for certain types of 
loans.  

The Fed funds rate, in turn, influ-
ences other interest rates, including the 
prime rate — the interest rate a bank 
charges its best (or least risky) cus-
tomers. The prime rate then influences 
other consumer interest rates, such as 
those for cars, credit cards, and mort-
gages. The Fed uses its ability to set in-
terest rates to influence the broader 
economy, lowering interest rates to stim-
ulate growth or raising them to combat 
inflation.  

Of course, broad economic trends 
aren’t the only factors that affect what 
interest rate you’re charged. A lender 
will also look at your overall creditwor-
thiness and then tweak the interest rate 
you are offered based on how risky the 
lender believes it is to loan you money. 
If you have defaulted on debts in the 
past and have little income, a lender 
may only offer you a loan at a very high 
rate or even decline to loan you money 
at all, because it fears there’s a good 
chance you won’t pay the money back. 
On the other hand, if you’ve always 
paid your debts promptly and have a 
good income, you may get a lower rate.  

Finally, the interest rate you’re 
charged depends on the type of loan 
you want. One reason mortgage loans 
tend to have lower interest rates is be-
cause they are secured loans, meaning 
you promise an asset as collateral when 
you get the loan.  

If you fail to make payments, the 
lender has the right to claim that asset 
(in the case of the mortgage, the house). 
On the other hand, credit cards tend to 
have high interest rates because they are 
unsecured loans, meaning you offer 
nothing as collateral in exchange. If you 
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Credit Cards and Your Financial Plan
W hen it comes to financial plan-

ning, credit cards are a pretty di-
visive subject. Some financial experts 
advise to stay away from credit cards, 
since they make it easy to rack up debt 
and live beyond your means. Other 
people see credit cards as a useful finan-
cial tool, provided you use them re-
sponsibly and wisely. 
The Argument against Credit Cards 

Owing a lot of money, especially a 
lot of high-interest revolving debt, is 
bad news for your long-term financial 
health. Plus, owing a lot on your plastic 
suggests there’s a disconnect between 
your income and your expenses. But 
rather than forcing you to stick to a 
budget and get your spending under 
control, credit cards allow you to spend 
more than you earn while delaying the 
consequences of that overspending. 
The Argument for Credit Cards  

One big advantage of using credit 
cards is that they allow you to build 
credit. Working to develop a good cred-
it score now may help you down the 
road when you want to buy a house or 
make another major purchase.  

Credit cards can also be a way to 
manage irregular income. If you can’t 
count on receiving a paycheck every 
two weeks, but you know the money 
will eventually come, a credit card can 
help you meet daily expenses. With this 
strategy, it’s important you pay your 
balance promptly, so that you don’t get 
hit with steep interest charges and end 
up with a mountain of debt.  
If You Use Plastic  

Despite some drawbacks, credit 
cards are a popular tool in Americans’ 

financial arsenal. Because online ac-
count management features make it 
easy to track credit card purchases, 
many people find that using plastic 
makes it easier for them to budget and 
track their purchases. With a few clicks, 
they can easily see how much they’ve 
spent in a certain category in the past 
weeks or months. And if you’re new to 
budgeting, you can comb through old 
online statements to get a sense of how 
much you spend in different areas, like 
groceries, gas, and entertainment.  

As mentioned above, credit cards 
can also be a valuable tool to build 
credit. If you’re worried about control-
ling your spending but still want the 
credit-building properties, consider a 
secured card or one with a low credit 
limit so you’re less likely to overspend.  

Savvy consumers can also make 
their credit card work for them by tak-
ing advantage of points and rewards 
programs. The variety of credit card re-
wards options is immense, ranging 
from cash back deals to discounts on 
gas to frequent flyer miles and hotel 
points. If you are using a card to get re-
wards, make sure you’re not carrying a 
balance or spending more than you 
normally would just to get perks. 
Doing either will quickly erase whatev-
er benefits you get from using the card.  

If you’re not sure what role — if 
any -— credit cards should play in 
your financial plan, please call. We can 
help you understand the pros and cons 
of credit and how it can help or hurt 
your attempts to reach your long-term 
financial goals.      zxxx 

fail to pay your debt, the lender has 
fewer options for recovering what you 
owe. 
 The Cost of Borrowing Money 

Whether you’re borrowing a lot or a 
little and whether you’re rich or poor, 
the same basic principle applies: the 
higher the interest rate, the more it will 
cost you over the long term to borrow 
money.  

For most people, the challenge with 
debt and interest rates is balancing their 
short-term financial situation with their 
long-term goals. In general, it is advan-
tageous to pay off a loan as quickly as 
possible no matter what the interest rate, 
since you’ll pay less interest overall. 
(Occasionally, there may be some excep-
tions to this rule, such as if you can 

claim the mortgage-interest deduction.)  
But if your budget is tight, the 

lower monthly payment that accompa-
nies taking a longer time to pay off the 
loan may be worth it, despite the higher 
overall interest costs.  

If you are not cautious, however, 
high interest rates and low payments 
can send you into a debt spiral that it is 
difficult to escape from. Making low 
payments on a high-interest debt can 
leave you paying as much in interest as 
you originally owed and sometimes 
more.  

Are you wondering how debt and 
interest rates influence your overall fi-
nancial plan? Please call to discuss this 
topic in more detail.     zxxx  



Deciding on a Mortgage Term
When considering mortgage options, most homeowners 

debate whether to obtain a 15-year or 30-year mortgage.  How-
ever, lenders offer other terms, such as 10, 20, 25, or even 40 
years.  Even after obtaining a mortgage, you can typically lower 
the term by paying additional principal with your mortgage 
payment.  So how do you go about deciding which is the best 
term for you? 

There are three basic factors you should consider: 
• Since each term will have a different interest rate, you 

should review the rates for different mortgage terms. In gen-
eral, shorter mortgage terms will have lower interest rates.   

• Consider the monthly mortgage payment, which will depend 
on your down payment, mortgage term, and interest rate. 
Longer mortgage terms have lower mortgage payments. 
Keep in mind, however, that your equity will build slower 
with longer-term mortgages. Monthly payments for 15-year 
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                                                                            Month-end
Indicator                                   Sep-19   Oct-19  Nov-19   Dec-18 Nov-18
Prime rate                                    5.00        4.75        4.75        5.50       5.25
3-month T-bill yield                   1.84        1.62        1.56        2.47       2.37
10-year T-note yield                   1.70        1.69        1.78        2.89       3.06
20-year T-bond yield                 1.96        2.00        2.07        3.03       3.22
Dow Jones Corp.                        2.94        2.90        2.85        4.40       4.50
GDP (adj. annual rate)#          +3.10     +2.00      +2.10     +2.20     +3.40
                                                         Month-end % Change
Indicator                                Sep-19     Oct-19     Nov-19    YTD 12-Mon.
Dow Jones Industrials       26916.83  27046.23  28051.41    20.3%     9.8%
Standard & Poor’s 500         2976.74    3037.56    3140.98    25.3%   13.8%
Nasdaq Composite               7999.34    8292.36    8665.47    30.6%   18.2%
Gold                                        1485.30    1510.95    1460.15   13.9%   19.9 %
Unemployment rate@                3.70          3.50          3.60    -2.7%    -2.7%
Consumer price index@        256.56      256.76      257.35     2.1%     1.8%

# — 1st, 2nd, 3rd quarter  @ — Aug, Sep, Oct   Sources:  Barron’s, Wall Street Journal
Past performance is not a guarantee of future results.

18-Month Summary of Dow Jones
Industrial Average, 3-Month T-Bill

& 20-Year Treasury Bond Yield
June 2018 to November 2019
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loans are typically 15% to 25% higher than 30-year loans, but 
your interest costs are typically half since your interest rate is 
lower and the mortgage is paid off so much sooner. 

• Your final consideration should be your financial plans.  You 
want to select a mortgage term with a comfortable mortgage 
payment that will ensure you have money left over to save 
for other financial goals. 

One flexible option is to select a longer mortgage term, 
such as 30 years, and send additional principal in with your 
regular mortgage payment when you have the funds.  Doing so 
can significantly decrease the term and amount of interest paid.  
However, you aren’t committed to making the additional pay-
ments, which gives you financial flexibility. 

Please call if you’d like to discuss your options in more de-
tail.  

FR2019-0808-0025

750 SE Indian St. 

Stuart, FL 34997

PEAK CAPITAL 
M A N A G E M E N T


