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I know it seems like just yesterday that I was sending out the second quarter newsletter and you are 

right.  However, there are two reasons for putting this quarter’s newsletter out a bit early.  The first 

reason is to provide an update on two of the most important issues facing investors currently and those 

are interest rates and the Federal Reserve’s policy therein and the global economy, with an emphasis on 

ours.  Obviously, the two are inextricably linked.  The second reason is to inform clients of my upcoming 

brief travel to Europe and provide dates and information for you during this time. 

Recently, the headlines are completely full of speculation and evidence in both directions as to what the 

Federal Reserve will do with interest rates (if you just returned from space, they are going to raise 

them!!!) and when they will do it.  In reality, this argument has been ongoing for almost 2 years now.  

Many investment advisors have been attempting to position their clients’ portfolios for years now in 

anticipation of higher interest rates.  But, in spite of a few spikes in the general level of interest rates 

over the past 12-15 months, rates have not really risen.  This is a continuing problem for investors who 

are relying at some degree, on the income off investments.  The returns have been paltry for some time 

unless the client is willing to take on more risk and usually, that is not a good idea on the fixed income 

side.  Let’s take a look at what the Fed might be thinking as they try to determine the date for the first 

interest rate increase in many years. 

One of the factors they have historically considered is the general unemployment rate and its trend.  

Currently, the rate is at about its lowest rate since measuring 4.4% in May, 2007.  In general over the 

past few months and even since October 2009, the rate has been coming down.  Remember, that the 

Unemployment rate at its’ current level of 5.3%, basically means that out of 100 people looking for 

work, about 5 won’t find jobs.  That has normally been known as full employment.  You will never have 

enough jobs for everyone. 

If that was the only factor, rates would have been increased some time ago.  But as I have mentioned 

before, there is a corresponding measure of employment which gets far less press.  That is the Labor 

Participation Rate.  This measures the folks who are truly out there looking for a job and currently it 

stands at 62.6%, or the lowest in history.  That’s the reason the Federal Reserve can’t just raise rates 

because the Unemployment Rate is down.  With so few folks in the workforce, the Unemployment 

figure becomes a bit distorted.  To recount, if 100 people are looking for a job and 5 can’t find one, the 

Unemployment Rate is 5%.  But, with only 62 people actually looking for work, if 5 can’t find a job, that’s 

over 8% unemployed.  The Federal Reserve is aware of this and therefore, this might explain their 

hesitancy in raising the rates. 

The second major force that the Federal Reserve tries to manage with Interest Rate Policy is inflation.  

For several years, as we have emerged from the Great Recession (that is not my term, but one that is 

generally used), after awhile, it was assumed that the lower interest rates and then the increased 



consumer demand due to economic expansion would create inflationary conditions and therefore cause 

the Fed to increase interest rates.  These inflationary forces have not materialized.  Thus, the Fed has sat 

on its’ hands attempting to balance the very slow and methodical recovery with the risk of inflation. 

Now that we are in the middle of August and our country is continuing to send mixed economic data, 

the Fed is really in an interesting quandary.  It’s actually quite entertaining to watch the pundits 

speculate and almost wager on whether they will raise rates at their September meeting or the 

December meeting.  Some “experts” even think the Fed will wait until 2016. 

Whichever meeting it is, it is almost certain that rates will be going up.  Perhaps investors might get 1% 

on their Certificates of Deposit!!!  Seriously, much of one or two interest rate increases by the Fed has 

been factored into the markets, I believe.  However, that doesn’t mean that between the actuality of the 

rate increases and softer economic conditions, that we won’t see equity and fixed income volatility. 

To attempt to provide some insulation to portfolios for this possibility, we have been reducing exposure 

to high yield bonds and also high paying dividend equity/hybrids (these include partnerships and energy 

trusts).  We feel the potential decrease in price and very real possibility that the yields are not 

sustainable will lead to higher risk in portfolios who hold those assets going forward.  We are not always 

eliminating the positions entirely, but reducing them where appropriate.  Although this will not 

guarantee downside protection, but we firmly believe the risk will be reduced. 

As I was putting the final touches on this newsletter, news came out last week that China devalued its 

currency not once, but twice.  This doesn’t seem like a big deal, but the moves shook world equity 

markets and since we are in August with low volume, the effect was magnified.  In the long term, this 

will most likely not make a huge difference, but it was unexpected and when unexpected happens in 

August, markets react measurably more.  We would like to take this portion of the newsletter to let you 

know that our Florida office address has changed in a small way, but here is the new address: 

3311 Duncombe Dr., Jupiter, FL 33458 

The phone number stays the same at 561-799-0245. 

On a final note, I will be overseas from August 26-Labor Day.  Of course, in emergencies, I can be 

reached and Colin and I are in touch daily.  He can handle just about anything that might arise while I am 

away, but just know that there are ways for him or you to reach me in the event that we need to 

communicate.  During this time, if you need to reach me, you can do some via the cellphone (561-254-

9418) 

    


