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Half way through 2013, the markets have had to 
face multiple issues and changing conditions in 
the U.S. and around the globe. For the quarter 
the S&P 500 was up 2.9%, bringing its total 
return year to date to an impressive 13.8%. The 
second quarter was very volatile as the markets 
were upset by comments made by Federal 
Reserve Chairman Ben Bernanke regarding the 
Fed’s quantitative easing (QE) program. His 
comments caused the equity market to correct 
and bond yields to spike higher, but the quarter 
ended on a more optimistic note. The Barclays 
Capital Aggregate Bond Index lost 2.3% for the 
quarter and municipal bonds fell 3.0%. 
 

 
 
The bond market was the real investment story 
in the quarter. The ten year Treasury note 
started the quarter with a yield of 1.85%, 
dropped to a low of 1.63% on May 2nd and 
finished the quarter at 2.49%. Bonds have been 
in a decade long bull market that I believe 
ended last summer. However, the rise in yields 
had been slow and the magnitude of the rate 
rise had not caused markets concern. The jump 
in yields from 1.63% in early May to a high of 
2.61% on June 25 was a major reversal of the 
long slow rise in rates previously underway. The 
bond market had been anesthetized by the 
Fed’s QE program implemented after the 
economic and market meltdown in 2008. The 
Fed has used two primary tools to stabilize and 

grow the U.S. economy: anchoring short term 
rates near zero and quantitative easing. The 
current version of QE has the Federal Reserve 
buying $85 billion in U.S. bonds, including $45 
billion Treasury notes and $40 billion mortgage 
backed securities. With that many securities being 
removed from the market in conjunction with the 
zero rate policy and an economy that was only 
modestly growing, rates were stuck at a low level 
with little movement. That has changed. Mr. 
Bernanke said the Fed was more optimistic about 
U.S. economic conditions and felt like the 
quantitative easing program could begin to be 
slowly curtailed later this year. That process of 
buying fewer bonds will probably start in the fall 
and the entire program would end by next 
summer. The premise upon which the tapering 
would begin is conditional on economic conditions 
continuing to improve.  Market reaction was swift 
and volatile. Stocks sold off and rates rose as the 
markets were getting used to the idea that the 
Fed was going to walk back from the bond buying 
program. The markets regained composure and 
by the end of June stocks were advancing and 
bond yields declining.  
 
China has been the source of much worry 
recently. The People’s Bank of China (PBOC), the 
central bank of China, has been slowing growth 
rates in an attempt to cool off inflation. In addition 
they are trying to lower risk and excessive credit 
growth outside of conventional banking 
businesses. Part of that effort led to significant 
volatility in overnight SHIBOR, (Shanghai 
Interbank Offered Rate).  SHIBOR-China’s 
version of LIBOR, the rate at which banks lend to 
each other-has been spiking. SHIBOR was at 
3.35% in early June and shot up to 13.44% near 
the end of the month. Recall that our own 
economic chaos was in part driven by significant 
increases in LIBOR, which caused credit markets 
to freeze. Thankfully, SHIBOR has dropped 
considerably since then. Chinese GDP growth 
has dropped from the low teens to roughly 7%, 
fueling fears that the Chinese economy could 
begin to contract. At this point those fears are not 
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being met with current economic reality.  The 
Chinese economy appears to be stabilizing at a 
lower and probably more sustainable rate of 
growth. However, the situation needs to be 
watched carefully. 
 
Staying in Asia, Japan has launched its version 
of QE, a much larger program than our own 
relative to the size of its economy. The program 
was originally announced at $1.4 trillion with the 
intent to double the monetary base and increase 
inflation to 2%.  Remarkably, the Bank of 
Japan’s balance sheet has surged at a $4 trillion 
annual rate over the last few weeks. If their 
program continues at the same pace, they will 
have a balance sheet equal to their entire GDP 
in one year’s time.                                         
 
We live in interesting times.  
 
Europe remains in a recession, but many 
countries are asking that severe austerity 
programs be curtailed. In addition, the European 
Central Bank cut rates in April for the first time 
in 10 months. While there is little evidence of 
much improvement yet in European economies, 
there is the hope that the next year will bring 
more positive news.  
 
U.S. GDP rose a modest 1.8% in the first 
quarter of 2013. Estimates are for another 
modest increase for the second quarter, 
between .5% and 1.5%. As I have said 
previously, I believe the second half of 2013 will 
see progressively better U.S. GDP growth. The 
Fed will continue its low short term rate policy. 
QE will continue at the same pace through 
September, but will likely begin to be wound 
down in the last quarter of the year. This means 
the Fed will continue to be remarkably 
accommodating with monetary policy. Housing 
will continue to be a catalyst for growth and 
while higher mortgage rates will dampen re-
financing activity, it shouldn’t affect the home 
purchase market. The impact of the sequester 
will become more pronounced in the third 
quarter, so we will have to watch that impact 
carefully. 
 
My outlook remains the same: equity market 
continues to move higher, not a blast off from 
here, but grinding higher. Interest rates move up 

gradually as the economy slowly improves. The 
housing market continues to improve. Both home 
prices and housing starts move up adding breadth 
to the economic recovery. Finally, the impact of 
domestic oil and gas discovery, drilling and 
transportation will continue to bring significant job 
creation, and improve American security.  

 
Jim Huntzinger 
Chief Investment Officer 
BOK Financial Corporation 
July 1, 2013 
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as a result of new information, future events or otherwise.  The information provided in this 
presentation is not an offer to sell or a solicitation of an offer to buy any securities in any jurisdiction.  
Investors should note that income from such securities or other investments, if any, may fluctuate 
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