
Imagine it is a slightly overcast day, and you are out for a leisurely stroll, say, walking the dog. 
From the opposite side of the street, a  suspicious looking man approaches you carrying a gun in his 
hand. He shoulders up, and starts talking about the weather: “yeah, it hasn’t been all that nice today, 
but it could be worse, you know? I guess it could always be nicer, right? However, if the sun ever 
comes out for good, man, I have every intention of pulling the trigger on this thing, and you may or 
may not want to be around when it happens. But, you know, come to think of it, I might not pull the 
trigger. Heck, I guess it depends on how I feel at the time and who is close by, you know? Could be 
you my friend.” 

What would your reaction to this fellow be? Would you feel comfortable with him, and want to cozy 
up? Perhaps you would summon up all your courage, and wrestle the gun away from the guy? May-
be you are a cool customer; you call his bluff, and simply walk away, hmm? However, you might 
just be like a lot of folks, the majority even, who would panic inside and plead for mercy. You 
know, something along the lines of: “Hey, friend, I don’t have any quarrel with you. I have a spouse 
and kids at home, a dog even. You don’t need to do anything stupid. You don’t want to hurt any-
body, do you?” 

While I would like to think I would either wrestle the gun from the guy or simply walk away, I can’t 
rule out the very strong possibility of wimping out. After all, I do have a spouse and kids at home, a 
dog even. What would happen to them if something happened to me?  

Now, I am going to cast this little story and assign roles. Which character do you think the Federal 
Reserve should play? How about the stock market? Which role should I give it?  

If you occasionally pick up the business section or go to business websites, you undoubtedly read 
about a Fed Governor who has made a speech somewhere, at least occasionally. Unfortunately, the 
markets don’t have quite the same faith in Janet Yellen as they did either in Bernanke or Greenspan, 
so individual speeches carry added importance/weight. In essence, the markets now hang on the 
words of Fed Governors many people in the industry didn’t know existed until the markets were 
already down 100-150 points.  

While not quite one of those, actually far from it, Fed Vice-Chairman Stanley Fischer spoke this 
week in Washington, and Bloomberg reported a segment of his speech as thus:  

Mr. Fischer noted Thursday that the Fed’s latest policy statement “indicated that it may 
be appropriate” to raise rates at the coming Dec. 15-16 meeting, “although the outcome 
will depend on the [rate-setting Federal Open Market] Committee’s assessment of the 
progress—realized and expected—that has been made toward meeting our goals of 
maximum employment and price stability. But of course, as policy makers, we have 
always to be vigilant of the possibility of events unfolding differently than we expect. 
We’ve still got another month-plus of events to unfold, and we have to be ready to re-
act to the actual events and not the ones we might prefer to have.” 

Mr. Fischer isn’t the only official at the U.S. central bank weighing the effects of the 
dollar on the U.S. economy and the outlook for monetary policy. Fed governor Lael 
Brainard, in a speech last week, warned that “the feedback loop between ... expecta-
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tions of divergence between the United States and major trade partners and financial tightening in the 
United States means that material restraint to U.S. conditions is already in place.” She added, “Looking 
ahead, a further downgrade of foreign growth prospects could pose downside risks to the U.S. outlook.” 

Normally, Ms. Brainard added, “policy in the United States could ease smoothly in response to signs that 
spillovers from developments abroad were restraining activity or inflation in the U.S. But with policy 
rates in the United States at the lower bound, the ability to offset spillovers from adverse developments in 
foreign economies with conventional policy is constrained and is likely to be so for some time, and this 
asymmetry in risk management suggests greater caution than normal.” 

I can’t begin to tell you have frustrating this is for investors. First, this is unnecessarily confusing language, particular-
ly from Brainard. Second, how is it that two voting members of the FOMC aren’t singing from the same song sheet in 
public? Isn’t there some sort of party line? Shoot, I have had to voice the consensus in public even when I disagreed in 
private, often quite vocally, and I haven’t been part of any group as august as the Federal Reserve.  

Hey, I understand the Fed would like to be able to get back to something resembling normal. I never would have 
thought we would have an overnight lending target as low as it is for as long as it has been, ever, when I started in the 
industry. I mean, I thought the 3.125% 2-Year Treasury Note was a rip-off back in the day, and it was. However, and 
this isn’t something Lael Brainard would ever say: “it is what it is.” 

I will go out on a very short limb, and posit no one would be worrying about the Fed raising rates IF the overnight tar-
get were at 1%, let alone something like 3%. We might even be discussing a rate cut, because there is nothing in the 
traditional economic data which suggests: 1) the economy is in danger of overheating, or; 2) the broad inflation gauges 
are poised for rapid acceleration. Nothing.  

The 12-month Consumer Price Index (CPI) is currently 0%, and the economy has grown at a 1.5% annualized rate thus 
far in calendar year 2015. Sure, there are some who would argue the so-called core CPI, all items less food & energy, 
has been trailing at 1.9%, and to this I would counter: 1) is 1.9% so high as to raise interest rates, and; 2) have you ever 
tried to do a monthly budget without food or energy?  

As for the other data? Okay, the jobs numbers are decent, but our Labor Force Participant rate is a 38-year low at 
62.4%, which artificially depresses the official Unemployment Rate. Industrial Production has declined every month 
but one in 2015, and the Leading Indicators index has been anemic this year and non-existent the last 3 months. The 
dollar is already ridiculously strong, leading to a $41 billion per month trade deficit. While auto sales have been really 
good, overall retail sales have been mediocre at best, particularly the last three months. Finally, corporate earnings 
have been pretty good in absolute terms, but the growth rates have definitely slowed. This means any significant price 
appreciation will have to come from multiple expansion, which isn’t likely if the Fed starts raising interest rates AT 
this point.  

Everything is as expected: 1) modest economic growth, and; 2) broad official inflation contained, and; 3) decent but 
unspectacular corporate earnings.  
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Still, even with precious little hard data to demand, if that is the right word, a rate increase, we have Fed officials mak-
ing public speeches about potentially enacting one next month. What is the magic bullet here? What is it exactly the 
Fed wants? What could possibly cause the economy and inflation to leap to such an extent over the next few weeks as 
to warrant a change in monetary policy? Other than Brainard’s brainy comment: “the ability to offset spillovers from 
adverse developments in foreign economies with conventional policy is constrained and is likely to be so for some 
time, and this asymmetry in risk management suggests greater caution than normal.” 

In other words, with interest rates at essentially 0%, the Fed doesn’t have any bullets left in the chamber for the next 
crisis, should one occur. Like Barney Fife, it wants one desperately, I mean just one bullet, even if it has to keep it in 
its breast pocket. So, there you have it: the Fed wants to eventually raise rates so it has room to lower them in the fu-
ture if all hell really breaks loose. Yep, that is about it, even if the official concern is ‘growth.’  

You know, despite my tone thus far, I understand why the members of the FOMC feel the way they do. After all, they 
are policy makers, and current policy doesn’t give them a lot of room to make future policy changes should they be-
come necessary, at least not on the down side. It must be driving them nuts.  

Even so, I really wish the Fed governors would be a little more careful with their comments. I also wish they would 
sing the exact same note in the exact same pitch from the exact same song, and I am talking about being indistinguish-
able. I just honestly don’t remember a time when the comments of anyone but the Chairman of the Fed could move the 
markets the way they do now.  

While no one thinks it will be aggressive in raising rates whenever it gets around to it, even a small rate increase or 
two could cause some real problems for US exporters and natural resource producers (and they are already having 
problems). As you can imagine, there isn’t a lot room for error when the economy is clipping along at 1.5%...and 
would continue to clip along between 1.5-2.5% for a long time if left unfettered.  So, what will ultimately prompt the 
Fed to act? 

This takes me back to our little story from the beginning.  

Unlike our friend with the gun who said he planned on pulling the trigger when the sun came out, the markets don’t 
have any real clear idea or definite ‘a ha’ event. It is all kind of vague, and the markets don’t need vague in the face of  
mostly mediocre economic data….certainly not robust. You can kind of liken it to the old: “I may not know the defini-
tion of it, but I know it when I see it.”  

Understandably, the markets seem to react in the same proverbial way I said I would if faced with the pistol packing 
riddle maker: “Hey, friend, I don’t have any quarrel with you. I have a spouse and kids at home, a dog even. You don’t 
need to do anything stupid. You don’t want to hurt anybody, do you?”  

The answer to that last question is: given how the markets behave when Fed governors open their mouths, one has to 
wonder.  

 

 

 

On a final note, as I was writing that last paragraph, a certain Culture Club song came into my head, and 5 minutes 
later I can’t get it out. Care to guess what it is? 
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