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Dear Investor, 

  

In our newsletters we often review the US economy.  The reason is simple.  The US economy is the largest 

economy in the world representing a quarter of the world’s GDP (Gross Domestic Product) and 

approximately a third of global stock market capitalization. US business cycles are, for better or worse, 

highly correlated with business cycles around the world.  One only has to look at how the 2007 US home 

loan meltdown resulted in the Great Recession of 2008.         

 

Another consideration investors must take into account is that the US economy for all its capitalist and free 

market rhetoric has significant government oversight and regulation.  The Federal Reserve is the single 

most important player in this framework of government oversight.  

 

US Federal Reserve Reverses Course 

 

 

In our last newsletter, we suggested that the US Federal Reserve would hold interest rates steady in 2019 

but raise rates in 2020.  We felt that pressure was building on the Fed to replenish its arsenal, so to speak, 

and raise interest rates to historically more normal levels which incidentally would knock off billions of 

investor wealth in the process.  The average Fed Funds rate was 5.67% from 1971 to 2019 according to 

TradingEconomics.com.  In other words, with the Fed Funds rate currently on the floor at 2.5%, our 

expectations was that the Fed would have to raise rates so that it could lower rates if and when the US 

economy needed a jolt.  

 

Well, we’re reminded once again that predicting interest rates is a 'fool’s game'.  The Fed is now indicating 

that it may drop interest rates in June or July of this year.  So even though the US interest rates are “on the 

floor”, it’s all relative.  The EU and Japan currently have negative interest rates.  The reason the Fed is 

considering dropping rates is to counter the possibility of a US economic slowdown.  What has economists 

worried is the escalating trade tariffs wars between the US and trading partners beginning with China.     

 

A drop in US interest rates will have repercussions.  For example, it should weaken the value of the dollar, 

boost US exports, encourage consumption and so on, but from a stock investors point of view, it should 

benefit the US equities market.  Lower interest costs mean higher corporate profits and higher stock prices. 
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Mountain View in Sóller - Mallorca, Spain - Photo courtesy of M.Dry 
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