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Market Insights for Week Ending March 16, 2018 
 

 
 

The Fed Comes Back into Focus 
 
 On November 25, 2008, the Federal Reserve announced it would purchase up to 
$600 Billion in agency mortgage-backed securities (MBS) and agency debt.  This 
would be the official start of what would be known as Quantitative Easing or QE.  
Since then, the Fed has amassed $4.4 trillion of assets on its balance sheet.  The 
ultimate goal of the program was to drive asset prices higher and keep longer term 

interest rates low.  While its hard to argue that the Fed’s QE programs have not been positive for the 
markets over the past 10 years, the other part of their job may wind up driving interest rates higher.   
 
The Fed is responsible for adjusting short-term interest rates based on projected growth in the 
economy and the threat of inflation.  If they are trying to boost economic growth they lower interest 
rates.  If they are concerned that strong growth may eventually lead to inflationary pressures, they will 
raise rates.  This increase in rates acts as a brake on economy since it increases the cost of money. 
This slows consumer lending which ultimately results in decreased consumer spending.   
 
This week the Fed is expected to increase short-term rates for the first time in 2018.  While the 
increase is only expected to be .25%, the forecast going forward will be very important. 
 
 

 
 
The chart above illustrates the Fed Funds Rate over the past 10 years.  You will notice that after being 
lowered to .25% as an emergency measure during the Great Recession, the rate stayed there for a 
long time.  In 2016, the rate began to stair step higher until arriving where we are now. 
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Why Do We Care? 
 
Over the past 2 months, we have seen volatility spike as investors have taken a keen interest in the 
Fed’s interest rate decisions.  While some of the volatility is the result of normalizing behavior after 
having gone through an unprecedented period of unusually low volatility, HCM believes that concern 
over the Fed’s planned path for interest rates is very important for two key reasons. 
 
First, going back to the chart above, rates have been low on both an absolute and relative basis for an 
extremely long time.  This has certainly been a positive tailwind for stocks and investors have been 
rewarded with strong returns over the past several years.  But as the trajectory for rates continues to 
trend higher, investors must prepare for how that will affect different asset classes.  We have already 
seen increased volatility in both stocks and bonds this year as interest rates have moved aggressively 
higher since the beginning of the year.   
 
Second, the market doesn’t like uncertainty.  It has been operating under the assumption that we will 
see between 3 and 4 rate hikes this year.  And while we haven’t yet deviated from that path, markets 
are showing signs of nervousness.  What might happen if the Fed’s forecast changes and the 
expectation jumps to 5 or 6 hikes this year?  There is a high likelihood that would cause further anxiety 
in the market and drive both stock and bond prices lower. 
 
Ultimately, HCM isn’t suggesting that the markets are about to roll over.  We are saying that as the 
Fed continues to provide guidance on what it might do next, the forecast will be just as important as 
the actual decision.   
 
As mentioned in our last update, we have already taken steps to reduce the price risk in our bond 
portfolio, while maintaining a similar level of income.  We are still optimistic that global growth can 
continue to support equity prices.  However, we continue to plan for various scenarios that could 
deviate from our base case scenario.  Good risk management isn’t being good at predicting the future, 
but rather being good at reading and reacting to the present. 
 
 
Weekly Focus – Think About It  
 
“When you come to a fork in the road, take it.” 
 
-Yogi Berra 
 
 
 
Market Activity 
 
Performance last week for the four major asset classes were: 

 U.S. Stocks – Russell 3000 (IWV) – Loss of 1.10% 
 Developed Foreign Markets (EFA) – Gain of .20% 
 Emerging Markets (EEM) – Gain of .49% 
 Fixed Income (AGG) – Gain of .22% 

 
 (Note: performance is based on the change in net asset value) 
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Last Week’s Headlines 
 
-President Trump name Larry Kudlow his top economic advisor. 
 
-The US Treasury curve flattened between 2 and 10 years as long-term yields fell and Fed 
normalization expectations held up the front end. 
 
-Flows into global equity funds were $43 billion, this was the biggest week since 2000 and was driven 
mainly by strong inflows into US ETF’s. 
 
 
Eye on the Week Ahead 
 
-The Fed is expected to announce another quarter-point rate rise at its policy meeting this week.  
Focus will be on the “dot plot” as markets are pricing in the likely path for 2018 but still need to 
calibrate for the less-clear, longer-run march higher in policy rates. 
 
 
If you have questions about the Fed or interest rates, please contact a member of HCM’s 
Wealth Advisory Team: 
 
 
Mike Hengehold (Mike@HengeholdCapital.com)  Casey Boland (Casey@HengeholdCapital.com) 
 
Jake Butcher (Jake@HengeholdCapital.com)  Jim Eutsler (Jim@HengeholdCapital.com)  
 
Greg Middendorf (Greg@HengeholdCapital.com)    Steve Hengehold (Steve@HengeholdCapital.com) 
 
Doug Johnson (Doug@HengeholdCapital.com)  
 
 
Disclaimer 

Any tax or other advice contained in this document, including any attachments, is not intended and cannot be used for the 
purpose of avoiding penalties under Internal Revenue Code. No action should be taken on any information contained in this 
message without first consulting with your tax/legal advisors regarding the tax/legal consequences for your particular 
circumstances. 
 
Additional Notes: 

 The Standard & Poor’s 500 (S&P 500) is an unmanaged group of securities considered to be representative of the 
stock market in general. 

 Opinions expressed are subject to change without notice and are not intended as investment advice or to predict 
future performance. 

 Past performance does not guarantee future results. 

 You cannot invest directly in an index. 

 Consult your financial professional before making any investment decisions. 

 
• • • 
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