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 How are we supposed to classify Jerome “Jay” Powell? Is he friend or foe?  As the 

Chair of the Federal Reserve, Powell reached a milestone last month.  For the first time 

since he was appointed last February, the market closed positive on an FOMC meeting 

day.   On an FOMC day, the sequence usually went something like this.  Around 2pm, 

the Federal Reserve would announce any changes to their interest rate policy.  Powell 

would then speak to the press and shortly thereafter, a selloff would ensue.   

The selloff after the September 2018 meeting is seen by many as the catalyst for 

last fall’s market swoon.  I wouldn’t disagree with that sentiment.  Before the January 

2019 meeting, Powell was 7 for 7: the market closed down after his press remarks each 

time.  It’s not necessarily the content of his press conferences, I think it may have more 

to do with the overall tone.  I’m not sure what to think about Powell, and apparently, the 

market doesn’t either.  However, given the rally since the day after Christmas, the market 

may finally be warming up to him.  

Over the past 30 years, I’ve used interest rates to gauge where we are in the 

economic cycle.  In 2019, that’s harder to do.  Job growth for December and January was 

extraordinary.  Last month, the economy created 304,000 new jobs.  That was a big 

surprise and surpassed the estimate by 140,000.  Looking at the longer-term trend, job 

growth is ticking along nicely at a 2% annual rate.  What’s not to like?  That’s where 

things get tricky.   
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 The economy strengthened over the last four months, yet interest rates have 

dropped.  That’s not how things are supposed to work.  Since last November, the 10-

Year US Treasury yield dropped from 3.25% to 2.65%.  Powell spent most of 2018 talking 

tough and increased rates four times.   Maybe this is “new year, new me” for Powell, as it 

appears that the Federal Reserve may have decided to be more accommodative in 2019.  

This line of thinking runs counter to conventional wisdom.  A robust economy typically 

means higher rates.  However, this potential policy change isn’t as unusual as it appears.  

The Fed’s relationship with the economy hasn’t always been adversarial. 

Looking back to the 1940’s, we see the Fed has been (extremely) helpful in the 

past.  Morgan Housel produced an excellent study called How This All Happened.  In the 

years after World War Two, the government’s main fear was sliding back into a 

depression.  In 1946, 11 million Americans were leaving the Armed Forces.  What were 

they going to do to earn a living?  After blundering through the Great Depression, the 

Federal Reserve decided to do everything possible to help.   

Similar to their behavior during the 2009 housing crisis, the Fed set short-term 

rates at only .38% in 1942.  Rates stayed at that level until 1949 and the economy 

flourished.   This sparked the birth of modern America.  Here’s a taste of what 

happened.  Total homes built in America during World War Two was only 2 million units.  

In the five years after the war’s end, that number exploded to 7 million!  During that 

same postwar period, 22 million cars were sold as well.   

I’m not calling for a repeat of the 1950’s growth though it would be nice to have.  

I am reframing how we potentially look at the Fed going forward.  Rates may continue 

to stay much lower for much longer than we thought last fall.  That may give markets 

more room to potentially run. 



 Shenzhen is China’s 4th largest city with a population of 13 million people.  It has 

a robust industrial economy and a very intrusive police state.  I think we all take for 

granted the due process and civil liberties we have in America.  I saw a Bloomberg TV 

interview with an expatriate living in Shenzhen.  He seemed to like Shenzhen, and, in 

many ways, it sounded like a typical big city.   Right up until he described a ticket, he’d 

received for jay walking.  What’s the big deal?  It turns out, he crossed illegally on a side 

street.  Police cameras captured his image crossing the street and identified him with 

facial recognition.  A few hours later, he noticed that the digital wallet on his phone had 

been automatically debited for the fine.  That was the first notice he had that he’d been 

busted.  China’s artificial intelligence driven police state acted as judge, jury and 

executioner.  The future, coming soon to a city near you.  

 It’s hard to believe the BREXIT vote was almost three years ago.  The selloff from 

that event created opportunity in many of the foreign markets.  Foreign indices 

performed well from mid-2016 until last February when trade war rumblings took prices 

lower.  Since then, fund managers have increasingly added to their US exposure while 

exiting many overseas markets.  Currently, fund managers are overweight the US 

markets by the largest amount in 4 years, and European exposure is the lowest since 

BREXIT.  That doesn’t mean the US has to sell off, but it may potentially indicate a 

buying opportunity overseas.   

In a show of relative strength, the major overseas indices were down only half of 

the S&P 500 drop in December and have closely matched the 2019 YTD gains we’ve 

seen in America.  Another positive is the attractive overseas dividends on offer.  The S&P 

500 currently pays a 1.8% dividend versus 3.5% to 4% on many of our favorite overseas 

holdings.  Overseas may be a dark horse winner for 2019 that many didn’t see coming.  

At the Oscars this past Sunday, Rami Malek won the best actor award for his 

portrayal of Freddie Mercury in Bohemian Rhapsody.  I watched Rhapsody last week on 



my flight home; what a movie!  I was fortunate to see Queen at their peak back in the 

early 80’s, and this movie brought it all back.  I came across my ticket stub and was 

shocked to see that the show only cost $8.50.  A few years back, I paid three times that 

amount just to park at U2!  If you have any comments, feel free to contact me at 

heddins@capital-invest.com or call me at 919-656-0836. 
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