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Blindness versus clarity:  negative yields and Cummins. 
  

As the years of hard work accumulate, and we feel ourselves becoming fairly “expert” about something—
from our professions to our hobbies—something strange happens to most of us:  we think our vision is 
getting sharper and sharper, in our fields; but suddenly we find that it can also get cloudier and cloudier . 
. . even downright blind, sometimes.  Yes . . . we’ve come to know every particle of bark on the trees so 
well, we’ve missed the forest.  That’s why a very useful question, in Outlook’s opinion, is:  “How does the 
investment world look to “outsiders”, that is, people who have an interest in our world but whose non-
investment jobs and lives require 99% of their attention—so they don’t know or especially care about the 
particles of bark.” 
  
“More Junk Bonds in Europe Offer Negative Yields,” was the headline, this week, which triggered that 
question.  It means that investors (from everywhere, not just Europe) are buying the bonds of certain 
European companies with real financial weaknesses—as in, “default or failure” weaknesses—and paying 
prices which guarantee they’ll lose money if they hold the bonds until they mature, even if the underlying 
companies survive and pay on time.  That’s what “negative yield” means:  lenders pay borrowers for the 
privilege of lending to them, rather than the other way around.  
  
When we ask, “How does this corner of the investment world look to outsiders?” we can be pretty sure 
the correct technical term is:  “Nuts!”  But when we consult our world’s “insiders”—the experts who know 
about the bark on every tree, plus every species of termite infesting them—we’ll very seldom hear 
“Nuts!”  Instead we’ll hear highly technical, learned explanations of the “negative yield” phenomenon, of 
the European Central Bank’s deliberate plan to create the phenomenon, of the need for even more 
negative yields to stimulate economic growth or stave off economic catastrophe, and so on.  Outsiders 
will understand none of it.  Most insiders won’t understand it much, either, though they’ll tell themselves 
they do.  Heaven knows what the hardworking ordinary people of Europe think about a world in which 
they lose one-half percent of their savings annually, when they put their money in their banks.  Having 
read many of the high-sounding statements and explanations made by their political leaders, and by the 
highly-respected bureaucrats running the European Central Bank, at Outlook we’ll guarantee most of the 
common people of Europe are just shrugging, thinking “That’s Greek to us!  But what can we do?”  
  
Greek it may be, but of course the negative-yield phenomenon is a big part of today’s investment world, 
so we must understand it.  Here’s Outlook’s Friday-afternoon explanation, possibly simplified to the point 
of the ridiculous . . . but not as ridiculous as the phenomenon itself. 
  

1. Short-term interest rates are not set by the free market, but dictated by government policy, 
almost everywhere in the world.  That’s what all Central Banks do.  The European Central Bank, 
though, has gone a mile farther.  It’s been trying, for the last several years, to also set the level of 
longer-term interest rates, such as those paid by (sorry, collected by) those junk bond-issuing 
companies.  

  
2. The level of interest rates certainly affects economic health and growth . . . but it certainly 

is not the dominant engine for that health and growth.  The dominant engine, by far, is how 
powerfully an economy’s people and businesses can build their own futures.   Heavy taxes and 
too many regulations cut their power to build their futures; free markets, competition and pro-
growth political policies add to their power to build their futures. 



  
3. Almost nobody in Europe agrees with Point Two, above.  Its common people have never been 

taught to understand it; and its politicians and bureaucrats like being regarded as the “managers” 
of the entire economy and the people’s welfare. 
  

Those 3 points are a formula for never-ending economic stagnation, and that’s what most of Europe has 
been living through for a very long time.  So nobody wants the cure, because most don’t understand it 
and have, in fact, been taught to despise it.  Here’s a key point:  those who don’t want it and don’t 
understand it, hence regard the European Central Bank as the economy’s ultimate savior, include the 
galactic crowd of speculators we call “the market.”  
  
Hence the phenomenon we see in the U.S. as well as Europe:  that giant crowd of supposedly sophisticated 
investors hanging on every word from the ECB or our Fed, apparently believing that the only thing able to 
save us from stagnation and destruction is the next rate cut.  As Economist Brian Wesbury puts it, “So 1% 
or 2% interest rates are so high they’re choking off growth?  You’re kidding, aren’t you?”  
  
Mistaken beliefs can stick in the minds of big crowds for a long time.  When the mistaken beliefs involve 
such things as history or politics, they sometimes seem to live forever.  But when they involve money and 
investments, they always crash and burn eventually.  When they do, they always look so silly, looking back 
on them, that the crowd wonders how on earth it could have believed such things.  That’s what will 
happen to the “negative yield phenomenon” . . . eventually.  Europe and its bureaucrats will go on 
pretending to “manage everything” for a good while—but meanwhile, in the U.S. market, companies and 
the aggressive people who lead them will keep building their futures without paying any attention at all 
to the fuss.  Just today Cummins, which hiked its dividend 15% ten days ago, offered to buy Volkswagen’s 
large-diesel-engine unit.  VW is something of a forced seller, due to other headaches, and Cummins is 
bursting with cash and financial strength.  The strong take advantage of the weak, in the free market, 
which sounds ruthless but helps everyone in the end.  The market grasped the good it can do Cummins, 
and here’s what it did: 
  



 
  

Whether we’re investment “outsiders” or “insiders” we have a choice.  We can vaguely believe the 
“Negative Yields Needed to Save Everything!” types, while struggling to understand why; or we can believe 
the actions of companies like Cummins and its people are the real story, shining the light of clarity on the 
investment world.  Outlook Capital Management likes Cummins, owns it, and keeps looking to buy more. 
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The remarks above aren’t a general recommendation to buy or sell particular securities.  Such decisions should only 
be made in the context of an investor’s own circumstances.  Stocks and bonds carry the risk of loss.  
 


