
Okay, the much ballyhooed Fed meeting is over, and that august body didn’t raise the overnight 
lending target. In fact, it didn’t really, um, do anything, other than change a few sentences in the of-
ficial statement. All that buildup for nothing.  

So, let me give you a few bullet points I sent to a reporter friend of mine here in Birmingham that 
best sum up my initial reaction(s) to yesterday’s events: 

 The Fed did a nice job summing up what everyone already knew: US economic activ-
ity is decent, but the rest of the world is lagging behind.   

 I have to admit, with all the tension building up before this Fed meeting, the end re-
sult was really something of a let down. Where the rubber meets the road, the Fed 
didn’t do anything and told us what we already knew.  

 You know, in hindsight, there was no way this meeting was going to live up to the 
hype, and it didn’t.  

 This was a 2-day meeting. Given the fact nothing really changed, you kind of have to 
wonder what they talked about the whole time. I strongly suspect it wasn’t the Ala-
bama-Ole Miss game though. 

 If you are going to miss the buzz around this week’s meeting, take heart. The Fed is 
meeting again in a little less than 6 weeks.  

 When people literally stop me on the street to talk about the Fed and monetary policy, 
I know something is very weird.  

Then, like a lot of other people, I watched in somewhat bewilderment as stocks started falling late in 
yesterday’s trading session, this after a nice bump after the official statement. How now brown cow? 
Lower and/or stable interest rates are bad for stock prices? Maybe it is ‘damned if you do and 
damned if you don’t.’  

This was puzzling to me, and I thought about it at some length last night. The Fed doesn’t raise in-
terest rates and stock prices fall? Wasn’t the investing world horribly concerned the Fed was going 
to be, shall we say, premature in tightening credit? Wasn’t that one of the oft given reasons for the 
recent stock market volatility? That the uncertainty surrounding monetary policy was giving inves-
tors the fits? That the Fed was going to raise rates?  

Well, yeah, when you put it like that.   

So, this morning, I sat down and hammered out my weekly column for the Montgomery Advertiser 
on this very subject. Here it is:  

After weeks of buildup and endless discussion, the Fed didn’t raise interest rates 
this week. What now? 

The markets had been on pins and needles in anticipation of this past Fed meeting, and 
what did they get? Well, not much more than what everyone already knew. The powers 
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that be acknowledged the domestic economy is doing reasonably well, but things look a little dicey else-
where. So, they didn’t make any real changes to anything other than the verbiage of their official state-
ment.  

In so many ways, it reminded of me when I was in 7th grade. Man, did I ever want what we called a 
boom box for Christmas, and I asked for and expected nothing else, sort of like Ralphie in that movie 
with his BB gun. Sure enough, on Christmas morning, there it was: probably the cheapest boom box my 
parents, or anyone for that matter, could have found, but a boom box nonetheless.  

While I was happy to have it, truly, I was hoping for so much more, whatever that might have been. My 
father could sense my disappointment, and said: “Son, some of those things cost a fortune, and you are 
just going to beat it up and eventually get tired of it anyhow.”  

Then and now, I knew he was right, and I ended up loving the dern thing until boom boxes were no long-
er cool with my peer group. In the end, my parents delivered, even if my initial reaction was they hadn’t.  

As I type, the markets’ response to the Fed’s actions, or lack thereof, has been something along the lines 
of bewilderment. Indeed, what now?  As a friend of mine said: “It seems like Groundhog Day. We will 
have six more weeks of winter.” Not coincidentally, the Fed meets again in about 6 weeks.  

Frankly, nothing has changed with the possible exception of short-term market psychology. However, 
you have to wonder just what investors wanted from the Fed this week? The futures markets didn’t think 
the Fed was going to raise rates, nor did most of the folks on the TV, if their opinion matters. In so many 
ways, the Fed gave us exactly what we thought it would, maybe even what we wanted, and it still wasn’t 
enough.  

So, did the markets actually want the Fed to, gasp, raise rates? I have read a few folks who have said as 
much, and this would be a first for me. After all, higher interest rates mean higher short-term borrowing 
costs, particularly on bank debt. Also, higher rates ordinarily drive down equity multiples, as other asset 
classes, namely cash, become more attractive. Finally, higher interest rates usually make for stronger cur-
rencies, and a strong currency will have a negative impact on profits earned in other countries.  

In so many words, higher interest rates ordinarily are not conducive with higher corporate profits, and 
therefore with higher stock returns. So, why would investors really want that?  

Maybe this time is different. Maybe higher interest rates are the cure for what ails the economy and a 
salve for the recent market volatility. Weirder things have and will happen, but this should be on the list 
somewhere. However, I have a sneaky suspicion the Fed gave us exactly what we wanted, even if inves-
tors were initially disappointed for whatever reason.  

Regardless, we will go through the same drill in another 6 weeks, sort of like, well, “Groundhog Day.”  
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Shoot, I didn’t even discuss the present value of future cash flows and discounting at a higher interest rate. I mean that 
is real nerd stuff, but it comes to the same conclusion: higher interest rates shouldn’t be good for stock prices. So, there 
has to be something else going on here, right?  

I suppose there is, but it really doesn’t amount to much more than conjecture. You see, the Fed was pretty clear, to me 
at least, why it didn’t do anything yesterday, and that was recent global and market volatility. Let me give you the ac-
tual verbiage from the statement:  

“Recent global economic and financial developments may restrain economic activity somewhat and are 
likely to put further downward pressure on inflation in the near term.” 

There you have it; the line in the Fed statement that is giving people the fits. Why? Well, because the Fed...the 
Fed...the Fed is all seeing, all knowing! Surely, it must have some super special, secret, inside information that sug-
gests the world is in far worse shape than the economic data would suggest! I mean the hoi polloi only has access to 
the data they WANT it to have, right?  

Maybe, but not as much as you might think. If the Chinese and the Russians want to keep things opaque, like they al-
ways have, they sure aren’t going to let the US Federal Reserve in on their little secrets. Nope, not even close. Still, I 
imagine the Fed probably...probably has a little head start on some of the domestic data. Indeed, they release a decent 
amount of it. However, we are talking about days or weeks, and mostly information someone else could collect if they 
really wanted to do so….let alone had the time to do it as efficiently.  

Then there is the simply fact there really isn’t any compelling monetary policy reason to raise rates, and all you have to 
do is go to the Fed’s H.8 for justification.  

In August 2015, loans & leases on the books of commercial banks in the United States totaled $8,359.5 billion com-
pared with $10,865.4 billion in deposits. As such, some $2,505.9 billion in deposits are awaiting deployment into loans 
on bank balance sheets. Compare that to December 2007 when loans & leases totaled $6,784.6 billion and deposits 
were only $6,629.5 billion.  

In so many words, the banking system isn’t loaned up, or anywhere even close to it. But, that was right before the cri-
sis; what about prior to that? Okay, 10 years ago, in August 2005, the numbers were $5,268.7 billion and $5,638.9 bil-
lion respectively. 15 years ago, in August 2005, loans & leases were $3,793.1 billion and deposits were $3,744.3 bil-
lion.  

In essence, by this measure, the supply of money is still greater than the demand for it, making it move very slowly 
through the economy. To that end, according to the St. Louis Fed, something called the Velocity of M2 Money Stock 
is the lowest/slowest it has ever been in 2015, or at least since 1959.  

So, why would the Fed what to make it more expensive for borrowers by raising interest rates? When lenders are al-
ready sitting on $2.5 trillion? That is the $64,000 Question in a global economy which is growing more slowly than it 
was. But, we already knew that and still know it and, what’s more, we don’t really expect it to change much in the 
foreseeable future.  

In the end, for all the hullabaloo over the Fed, we end this week not too far from where it started. Trust me, I wouldn’t 
have thought it on Monday morning, but, in the end, looking back on everything, I suppose it was really the only pos-
sible outcome.  

 

Have a great weekend.  
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