The Fed raises rates for the 7th time
I listened to our new Fed chairman, Jerome Powell, on June 13th, 2018. It was refreshing to hear the new Fed
chairman speak in actual plain English. His predecessors, both feds and economists, were so longwinded with
so many disclaimers, by the time they got to the meat of the program; most people had already changed the
channel.
Why should you care?
Well, you should probably care if you have a credit card, auto loan, mortgage, more than $10,000.00 in a
Money Market CD or you own a bond. You should definitely care if you’re an investor Many advisors like
myself believe that the Fed, through higher rate, actually end up causing recessions which the precursor to
recessions is normally the market’s meltdown. Do you remember the years 2000-2002 and 2008-2009? I
want you to take a look at this chart.

Note: Rate is the federal funds rate until Sept. 27, 1982, the federal funds target rate until Dec. 15, 2008, and thereafter it is the upper limit of the
federal funds target rate range. | Source: Federal Reserve <1>
<1> https://www.nytimes.com/interactive/2018/business/economy/fed-rates-powell.html

Focus on the chart around 2005, 2006, 2007 and 2008. The Fed raised rates and then poof, in 2008, the
economy melted down. Therefore, we had a big recession. Can you remember back to the late 1990’s when
the economy was doing great? From 1997-1999 the Fed raised rates to cool things down. Do you remember
the last recession we had with the accompanying bear market? A lot of people have even forgotten about
that recession that was caused in 1990.
Do you see where the Fed was raising rates before that? And it makes sense if you think about that. For
example, let’s say you have a 4% mortgage today and the Fed raises rates to where the mortgage rate goes up
to an equivalency of 6% - 7%. How many people do you know who’re going to go buy a new home and pay
many thousands of dollars more per year on interest payments? I can guarantee you probably not too many.
How many people do you know that would go from a 7% auto loan to a 10% or 11%? Not many if any. So, this
is how the Fed tries to manage the economy.

Now remember, their mandate is just two things: to try to keep inflation around the 2% level and full
employment. Their mandate is not to drive up the stock market. The good news is the tide is still coming in,
but maybe we need to start repositioning the boat in deeper water so we’re not stranded when the tide starts
going out (recessions).

Sincerely,
John Romano, CFP®
==============================================================================
Footnote:
<1> https://www.nytimes.com/interactive/2018/business/economy/fed-rates-powell.html
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