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“Let them eat cake.”  Almost 250 years has passed since Marie Antoinette was credited with uttering 
this succinct expression of her disdain for the French citizenry.  Last weekend the voters of France got 
a chance to express their disdain for President Sarkozy’s austerity measures by replacing him with 
Socialist Party candidate Francois Hollande.  Perhaps this was their way of saying “We want more 
cake and we want it now”.   Similar election results in Greece have given further evidence that 
austerity fatigue has already begun to take its toll on those debt laden nations’ attempts to bring 
order to their fiscal houses. One may recall that it was only last month when the governmental 
leadership of The Netherlands resigned amidst the overwhelming unpopularity of budgetary belt-
tightening programs. 
 
 What in the world do elections in Europe have to do with the bond market in the United States?  
Well, as the probability increases that the unity of the EU may be crumbling along with the viability of 
the Euro, the risk refuge trade has been the main driver of this week’s bond rally that saw the Ten 
Year  trade at yields as low as 1.79%.  This morning finds the yield on that Benchmark  issue at 1.84%.  
The market had little else to focus on this week as the calendar of economic statistical releases was 
light.   
 
The few numbers that did come out included a 1.7% increase in Mortgage Applications; certainly 
better news than last month’s meager .1% increase.  Yesterday saw Initial Jobless Claims come in at 
367m; nearly unchanged from last week’s upwardly revised 368m.  Another Thursday announcement 
also saw the Trade Deficit grow substantially wider than expected as it increased to 51.8B from last 
month’s 45.4B.  Increased imports from China coupled with decreased exports to Europe get the 
credit.  This morning, the core value of the Producer Price Index recorded a 2.7% increase on a year-
over-year basis.  The monthly increase for the same measure was .2%.  A surprisingly good University 
of Michigan Index of Consumer Sentiment report showed the value of that measurement climbing to 
77.8 from last month’s 76.4.  This was even more unexpected given that the market was expecting an 
index level of 76.     
 
This week’s big Treasury auctions of “3’s, 10’s, and 30’s” managed to go off with no major hitches.  A 
bit surprising to some was the drop in the bid-to-cover ratio for the Ten Year issue.  Wednesday’s sale 
saw that number fall significantly from last month’s 3.08 to 2.90.  A drop of almost 20 basis points in 
that issue’s yield may have had something to do with that.   
 
Next week brings us another inflation measurement as CPI is due for release on Tuesday along with 
Retail Sales.  Housing Starts and Industrial Production will be announced on the following day.    
 
Who ordered the chicken salad?  Hopefully, the answer to that and other pressing questions will be 
discovered on Wednesday when the Fed releases the minutes of the last FOMC meeting. 
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The widening Trade Deficit 
that has become a 
characteristic of this 
recovery cycle continues.      

Source: Bloomberg, LP 
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