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For as long as anyone in the investment business can recall, there has 

been one significant truism that should be ignored only at one’s peril: 

Don’t fight the Fed! When the Federal Reserve Bank takes action with 

respect to interest rates or the money supply, markets react quickly and 

sometimes violently, particularly if the action has not been anticipated 

by investors.  However, it is rare that the Fed will telegraph its intentions 

ahead of time or unambiguously commit to a long term policy action. As 

our banking system has recently come to learn, this Fed sees its job as 

going far beyond being simply the lender of last resort; unemployment, 

housing prices, and stock markets are clearly in their sights, and they 

will do whatever they believe necessary right now to improve these 

economic conditions. 

So, when the Fed recently made a bold and rare statement that they 

are committed to keeping short term interest rates near zero at least 

through 2015, markets took note in a number of ways that have both 

short and long term ramifications. Historically low interest rates are a 

borrower’s dream, but a saver’s nightmare. The Fed’s hope here is that 

by keeping downward pressure on borrowing rates, housing activity 

and corporate spending and investment will be stimulated resulting in 

an improvement in the dismal unemployment picture. On the other side 

of that coin, savers in bank deposits or U.S. Treasury securities have 

been faced with de minimis returns from their efforts and have been 
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forced to expand risk horizons into other 

forms of investment such as equities with 

meaningful dividends.

There is no clear precedent for this Fed 

action, and it is not a sure bet that this 

aggressive policy will have the desired 

results, at least in the time frame that 

will have political expedience. What 

is clear, however, is that at some point 

in the future interest rates will rise in 

reaction to an increased risk of inflation. 

The currently accommodative Fed 

action is already creating an inflation 

in stock prices which, for the moment, 

is beneficial, but not without potential 

pitfalls later. The impact of the engorged 

money supply sloshing around the globe 

from all manner of central bank efforts 

is difficult to gauge since so much of it 

still resides on commercial bank balance 

sheets and not in the general economy. 

Banks are slow to lend because of stiffer credit requirements  (ironically imposed on them by 

government legislation), and those who are creditworthy have no desire to borrow because of 

the massive unknown in government tax policy and direction.

Stock prices recently have been very buoyant, not because sales and earnings are increasing, 
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but because companies are generally in a strong cash 

position and have finally started increasing dividends 

and stock buybacks. Large capitalization, U.S. multi-

national, dividend paying companies (the ones we 

have liked for some time) seem to be in the sweet-

spot right now for their more conservative ability to 

weather this extraordinarily uncertain period. With 

a slower-growing global economy, particularly in 

China, we may continue to see lower commodity 

prices that will, in time, benefit us as consumers as 

U.S. manufacturers incur lower input costs. If we see 

more appropriate incentives and government policy 

with respect to increased use of domestic natural 

gas and more strategic drilling programs, we could 

envision the United States being potentially energy 

independent within a reasonable time frame. Imagine 

how our economy would benefit from keeping all that money that currently gets transferred to 

less friendly oil-rich parts of the world.

As we have stated for far too long, there is no shortage of concerns and problems for investors to 

contend with today. Fear, one of the most profound emotions that colors the current environment, 

is keeping investors and corporate directors on the sidelines and from taking productive action 

with their capital. Our clients’ portfolios have been generally more fully invested recently than 

we might have expected going into this year, and that has translated into productive investment 

results so far. Having said that, we are also taking care to reduce risk in our portfolios and 

not stretch for returns where valuations seem too rich. Investors must be mindful that we are 

in uncharted waters, but not let that uncertainty dominate one’s ability to achieve reasonable 

returns from a conservative investment strategy.
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Slocum, Gordon & Co. LLP was founded in 1978 to provide its clients with individualized asset management, advice, and counsel. We are an SEC registered 
investment advisor in Newport, Rhode Island. Viewpoints  and Our View From Mill Street  are informational only and not intended as advice on individual 
securities or investments. Our opinions are based on our current analysis and may change without notice. All investments have some risk associated with 
them and may loose some or all value.  Past performance is not necessarily indicative of future results, and future performance cannot be guaranteed.

As long term investors, we look for enduring themes and concepts that will provide direction 

for our investment ideas. This is a particularly difficult time to separate those themes from the 

political and global chaos that we are living with, but we think that the two topics we have 

referred to, large capitalization U.S. companies and U.S. energy independence, have legs that 

will benefit investors over the long term. Additionally, there is a major new cohort of U.S. 

consumers coming of age: babies of the baby-boomers and their new families. Our domestic 

economic picture is far from pretty right now, but given the seemingly intractable problems in 

Europe and other parts of the developed world, we might also say that we are the best house in 

an ugly neighborhood. More time is necessary, and very probably much more time, before all the 

excesses are wrung out of the system, but we think we are well on the way.
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