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Waiting to get Spanked… Why Didn't the Fed Raise Rates? 

 
 
Questions from the Field: 
 
During the course of teaching seminars, writing articles and newsletters, and meeting with clients we 
hear lots of questions. We will try to address some of the timely and relevant questions that investors, 
executives, and retirees are asking us. Our question(s) for this month are: 
 
Q: Why didn’t the Fed raise rates?  
 
 
 
Earlier this month, the Fed made a closely watched and much anticipated announcement. To the 
surprise of some, and the concern of many, Janet Yellen, the current Chairperson of the Federal 
Reserve said that rates would remain unchanged, and that there would not be an increase in interest 
rates.  
 
The initial reaction of the market was volatile, and the stock market dropped violently in the first days 
following the announcement. I wrote a story in our last newsletter that might help explain why stocks 
have been responding so poorly to the ongoing uncertainty regarding interest rates. The story has been 
so popular and well received, let me repeat it to try and put Dr. Yellen’s proclamation in context. 
 
Why are Stocks Responding so Poorly to Uncertainty about Interest Rates? 
 
When I was a young boy in school I got in a trouble. A lot. Nothing horrible by today’s standards, my 
mischief usually involved talking too much or goofing off in class resulting in a trip to the office and a 
call to my Mom. We had a patriarchal family; my Mother would make me wait in my room after 
school, always accompanied by the threat of, “Just wait until your Dad gets home!” I had a very strict 
European father who did not tolerate any misbehavior from his children, and I was scared of him and 
his punishment. 
 
Several hours alone in my room, waiting in dread for what came next was almost unbearable. The 
longer I had to wait, the worse my potential punishment grew in my mind. It was somewhat of a relief 
when he finally did come home, and I received the spanking or other consequence that I probably 
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deserved. Looking back at it, I think that the contemplation of the punishment during those hours 
confined to my room might have been worse than the punishment itself. 
The US Markets are kind of like I was back in my school days. Just like I was dreading and waiting for 
my Dad to come home and give me a punishment – the markets are dreading the threat of an interest 
rate increase by the Fed. Just like me they have had to wait a long time, and just like me, the longer the 
wait, the more uncertainty, and the more upsetting the thought of the event became. 
 
The Fed has been hinting at a rate increase now for almost a year, and as a result there has been a great 
deal of volatility in the stock market. The more imminent that the pundits and markets believe that 
rates will increase, the worse stocks behave. Because the Fed did not take any action regarding rates, 
uncertainty continues. 
 
Perhaps just like with my Dad, the actual event will be less traumatic than the anticipation of it. As 
long as the Fed delays and lingers over the rate increase, it is highly likely that uncertainty will remain 
high and stock prices may respond accordingly. 
   
 
Will Stocks do Poorly when Interest Rates go Up? 
 
The drop in the stock prices over the last few months suggest that stocks will perform poorly when 
interest rates (eventually) go up. However, the historical record tells us that just the opposite is what 
actually happened – stock prices have tended to go up after a Fed interest rate increase.  
 

 
Source: Perritt Capital Management 
 
(The Russell 2000 is a US stock index as defined by the Russell Company. Investors cannot invest directly into an index.)  
 
US stocks, especially smaller company stocks have sometimes performed reasonably well during the 
last six Federal Reserve rate increase cycles. Perhaps we investors should look forward to a rate 
increase instead of dreading it?  
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Haunted by the Ghost of Marriner Eccles - So Why didn’t the Fed raise Rates? 
 
The benchmark Fed rate has been at zero now for over 6 years. Critics have warned that if rates remain 
at zero for too long, that there may be serious adverse financial consequences. What factors are 
stopping the Federal Reserve from raising rates? The deficit, the USD, and the ghost of Marriner 
Eccles. 
 
The US Government Deficit will get Worse. 
 
According to the CBO, in 2014 the government spent $3.5 Trillion, but only had income of $3.0 
Trillion, a -$500 Billion annual shortfall. To try and put that into historical perspective, President G.W. 
Bush early in his first term was roundly berated for running the then worst single year deficit in US 
history of $157 Billion. Only a few years later our country is much deeper in red ink, over three times 
worse. 
 
Unfortunately the government’s money problems seem to continue to deteriorate. As I write this, the 
US is yet again facing another shutdown, and Congress will have to enact emergency measures to keep 
federal employees at work. The impending budget crisis is so bad that the US Treasury is actually 
taking money from federal employee’s retirement funds to keep paying their bills. 
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 (CBPP.org) 

 How is the deficit connected to interest rates? The federal government’s annual interest payments on 
their debt is a large component of the annual budget. If rates go up, then the interest cost goes up and 
the deficit becomes even larger. The Federal Reserve is very reluctant to take an action that could 
make an ongoing crisis even more severe.  
 
A Fragile Economic Recovery & the Specter of Marriner Eccles 
 
Every Federal Reserve economist is steeped in the legend and lore of Marriner Eccles, who was the 
acting Federal Reserve president during the Great Depression.    
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The Marriner S. Eccles Building in WA DC – the Headquarters of the Federal Reserve 

 
 
 
The historical narrative of the Great Depression, according to most economist goes something like this; 
the stock market and the economy crashed in 1929. After struggling through some incredibly difficult 
years, the US stock market rebounded dramatically and soared upwards 34.8% in 1935 and another 
24.8% in 1936. The Federal Reserve under the leadership of Eccles thought that the country was out of 
the woods and started tightening the money supply.  
 
Unfortunately for Eccles and the US, the recovery was very fragile and the Fed’s actions seemed to 
immediately sink the US back into the Depression which the country did not then fully recover from 
until after WW II. It is widely believed that if the Fed had stuck with an easy money policy that the 
Depression would have ended years earlier, and that the premature tightening was the cause of years of 
additional hardships.  
 
To Janet Yellen and her peers at the Fed, this economic mishap is as notorious and unforgivable as the 
Super Bowl XLVII goal line pass interception debacle is to Seahawks fans. You can be sure that no 
one at the Fed wants to be guilty of repeating Eccles’ mistake. Their worry is that the current economic 
recovery is fragile and weak, and they are very wary of raising rates too early and causing economic 
damage. 
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Strengthening US Dollar & Emerging Market Debt 
 
A third factor impeding the Fed from raising rates is the current strength of the US Dollar. The USD 
has appreciated dramatically over the last year, gaining about 25% over that time period, a huge move 
for a currency. While a strong dollar sounds good on the surface, there are some serious problems 
associated with it. For example, a US company that exports goods will struggle when our currency 
becomes stronger, as it will make their product more expensive for overseas customers. Local 
companies like Boeing and Paccar may find it harder to compete for their international customers. 
 
Another very significant problem with a stronger USD has to do with global debt. According to 
international consulting firm Mckinsey & Co., global debt has grown by $57 trillion since the financial 
crisis, and no major economy has decreased its debt-to-GDP ratio since 2007. 
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Much of this global debt, especially in the emerging markets, is denominated in USD. It is already 
becoming increasingly difficult for many countries to meet their debt payments. The recent 25% 
increase in the USD means that the effective amount of these struggling countries’ debt has also 
increased by 25%. Imagine how you might feel if your bank called you up and informed you that your 
mortgage payments had suddenly increased by 25%! 
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And here’s the catch that the Fed must struggle with – if they raise rates, it is probable that the USD 
will get even stronger than it is now is, causing additional strife to these USD denominated debt ridden 
nations around the globe. In a recent and unprecedented move, the head of the International Monetary 
Fund, Christine Lagarde, pleaded to the Fed in a much publicized speech to reconsider a rate increase 
because of the havoc it might cause to other nations. 
     
(If you are as geeky as me, you will find the McKinsey study, Debt, and (not much) Deleveraging, 
fascinating reading. You can find their report here.) 
http://www.mckinsey.com/insights/economic_studies/debt_and_not_much_deleveraging  
 
By the way, one pleasant byproduct of our stronger USD is that international travel has become much 
more affordable for US citizens. Many clients have been enjoying great trips overseas at wonderful 
prices. Canada is an especially great deal, as I write this the Canadian Loonie is at about a 25% 
discount to the USD. I took advantage of the great rates with a mountain biking trip to Whistler in 
September with several friends.  
 

 
 
A wet and muddy day mountain biking in Whistler! This trail is aptly named, “The Torture Never 
Stops.” 
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So What Do We do?  
 
The Federal Reserve’s actions, or lack thereof are causing a great deal of volatility in the stock 
markets. It might be wise to expect more rocky days until such time as they provide clear direction and 
actually implement a rate increase. Don’t be surprised though if a rate increase is further delayed 
because of the factors outlined above. 
 
We may also watch and see if past historical trends repeat themselves and stocks, perhaps especially 
smaller company stocks appreciate during a rate increase cycle. As always, we want to understand and 
monitor our risk and portfolio allocation, and make sure we have sufficient liquidity, and a robust, 
dependable income plan.  
 
We can review these issues at our next review meeting, or of course please feel free to call us if you 
have questions or comments. 
 
Best wishes for a great fall season to you and your family. We are looking forward to seeing you at our 
next meeting. 
 
 
Warm Regards, 
 
 
William R. Gevers     
Financial Advisor 
 
PS: We have been repeatedly asked by clients if they could share these e-mail notes with their friends 
or neighbors. Please feel free to forward this with the stipulation that it may only be forwarded if done 
so in its entirety with no portions omitted. We would be delighted to share our comments and opinions 
with your friends, and welcome your comments and feedback. If you received this and would like to be 
included on our newsletter list, please email us at info@geverswealth.com  
 
Copyright 2015 William R. Gevers. All rights reserved. 
 

 
 

 
 
Gevers Wealth Management, LLC 
5825 221st Place SE 
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Suite 102 
Issaquah, WA98027 
Office: 425.902.4840 
Fax: 425.902.4841 
Email: wgevers@geverswealth.com  
Website: www.geverswealth.com  
 
The views are those of Gevers Wealth Management, LLC, and should not be construed as individual investment advice. All information is believed to be from reliable 
sources; however, no representation is made as to its completeness or accuracy. All economic and performance information is historical and not indicative of future results. 
Investors cannot invest directly in an index. Please consult your financial advisor for more information. Securities and advisory services offered through Cetera Advisor 
Networks LLC Member FINRA/SIPC.  Cetera is under separate ownership from an any other named entity. 
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US Money Supply, US Dollar, and Inflation/Deflation Watch 
 
"Neither a wise man nor a brave man lies down on the tracks of history to wait for the 
train of the future to run over him." - Dwight D. Eisenhower  

 
 
US Money Supply – Adjusted Monetary Base 
 

 
 

(http://research.stlouisfed.org/fred2/graph/?s%5B1%5D%5Bid%5D=AMBNS#) 
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US Dollar Price – (DXY) USD Index measured against other currencies 

 
 
(http://www.barchart.com/chart.php?sym=DXY00&style=technical&template=&p=MC&d=X&sd=&ed=06%2
F11%2F2015&size=M&log=0&t=LINE&v=0&g=1&evnt=1&late=1&o1=&o2=&o3=&sh=100&indicators=
&addindicator=&submitted=1&fpage=&txtDate=06%2F11%2F2015#jump) 
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Inflation/Deflation -Year to Date price increase in commodities and basics as measured by 
futures  

 
(http://www.finviz.com/futures_performance.ashx?v=17) 
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Velocity of Money – Velocity is a measure of how quickly money is spent. High velocity is 
typically a precondition for inflation. 
 

 
 
(http://research.stlouisfed.org/fred2/series/MZMV) 
 


