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Varying opinions exist as to the timing and 

pace of future interest rate hikes in the United 

States.  At present, the stock market 

anticipates that the Fed’s actions will be much 

more measured than the Fed, itself, projects.  

The Taylor rule, one of the more popular 

methods of determining the proper Fed Funds 

rate (taking into consideration a myriad of 

economic data), would suggest that the Fed 

would have been justified in raising rates back 

in 2011.  Additionally, this formula hints that 

rates should rise significantly higher than the 

expectations of the market, reaching 3% at the 

end of 2017.  In contrast, the market is pricing 

in a modest increase in Fed Funds to 1% by the 

end of 2016 and to 1.6% by the end of 2017.  

This slow and modest change implies equally 

slow growth in GDP and inflation over the next 

several years.  

 

 

 

Macro Effects of Stimulus and Tightening 
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Anticipated Federal Funds Rate Movements 

Economic growth and, ultimately, company 

earnings and stock performance, are driven by 

the macro effects of stimulus and tightening.   

Typically, the two forces are simultaneously 

moving in the same direction. For example, 

between 2004 and 2006, the Federal Reserve 

was tightening (raising rates) at the same time 

as oil prices were moving higher, proving to be 

a recipe for an economic slowdown and an 

eventual stock market correction.  In reverse, 

lower interest rates, combined with falling 

energy prices, lead to positive economic growth 

and stock market performance.  Today is one of 

the rare occasions in which inflation and 

monetary policy are working in opposite 

directions, making the second half of 2015 that 

much more difficult to predict. The balance of 

2015 stock performance may hinge on which 

opposing force – Federal Reserve rate hikes 

(tightening), or a stronger US dollar coupled 

with falling oil prices (stimulus) – has a greater 

impact on the economy and stocks.  
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Performance of Hedge Funds 

 

Investors are second-guessing their investments 

in hedge funds, with redemptions over the last 

two quarters ending March 31, 2015 reaching 

$34.6 billion.  This represents the largest 

consecutive quarterly outflow since March 2009, 

and has led to closure of a number of hedge 

funds.  In fulfilling their role, hedge funds are 

structured to lag behind the markets during 

bull markets, yet outperform the (unhedged) 

markets during bear markets.  As we enter the 

sixth year of the current bull market which has 

seen record highs in all the major indices, 

investors have largely forgotten about the 

benefits of hedge funds in a portfolio.  They see 

that, over the last decade, an investor would 

have outperformed hedge fund performance by 

simply using a conservative 50/50 portfolio of 

stocks and bonds.  Conveniently, they overlook 

the period between 2007-2009 during which 

hedge funds performed appropriately, protecting 

the downside and substantially beating the 

broader equity markets. 

 

 

The rise of the United States as a global 

economic, military, and geo-political 

superpower was, in part, due to the decline of 

other former world leaders.  World War I 

ranks high among the events that spurred 

America towards worldwide dominance.  For 

centuries prior, world leadership had been 

divided among several competing global 

powers. World War I spelled the beginning of 

the end for the established order.  The toll of 

the war devastated the economies and output 

of all global powers except the United States 

and Great Britain.  Two effects were at play: 

the physical carnage caused by the war was 

limited almost exclusively to continental 

Europe; while the boon in industrial 

production necessary to meet wartime 

demand for weapons and equipment actually 

increased American output and GDP 

throughout that period of time. 

Source: Marketwatch 

Impact of WWI on Global Economies  
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Contact:  If you have any questions or comments, please do not hesitate to contact us at 703.992.6164.  For more information about Harbour 

Capital Advisors, please visit our website at www.harbourcapitaladvisors.com. 

 

Disclosure:  Harbour Capital Advisors, LLC (“HCA”) is an SEC-registered investment adviser located in McLean, Virginia. HCA and its 

representatives are in compliance with the current filing requirements imposed upon SEC-registered investment advisers by those states in which 

HCA maintains clients.  HCA may only transact business in those states in which it is registered or qualifies for an exemption or exclusion from 

registration requirements. A direct communication by HCA with a prospective client shall be conducted by a representative that is either registered 

or qualifies for an exemption or exclusion from registration in the state where the prospective client resides.  For information pertaining to the 

registration status of HCA, please contact the SEC or the state securities regulators for those states in which HCA maintains a notice filing. A copy of 

HCA’s current written disclosure statement discussing HCA’s business operations, services, and fees is available from HCA upon written request. 

HCA does not make any representations or warranties as to the accuracy, timeliness, suitability, completeness, or relevance of any information 

prepared by any unaffiliated third party and takes no responsibility therefor. All such information is provided solely for convenience purposes only 

and all users thereof should be guided accordingly.  Past performance may not be indicative of future results. Therefore, there can be no assurance 

(and no current or prospective client should assume) that future performance of any specific investment or investment strategy (including the 

investments and/or investment strategies recommended or undertaken by HCA) made reference to directly or indirectly by HCA will (i) be suitable or 

profitable for a client or prospective client’s investment portfolio or (ii) equal the corresponding indicated historical performance level(s). Different 

types of investments involve varying degrees of risk.  Historical performance results for investment indices and/or categories generally do not reflect 

the deduction of transaction and/or custodial charges, the deduction of an investment management fee, or the impact of taxes, the incurrence of 

which would have the effect of decreasing historical performance results.  The material contained herein is provided for informational purposes only 

and does not constitute an offer to buy or sell or a solicitation of an offer to buy or sell any option or any other security or other financial 

instruments.  Certain content provided herein may contain a discussion of, and/or provide access to, HCA’s (and those of other investment and non-

investment professionals) positions and/or recommendations as of a specific prior date. Due to various factors, including changing market 

conditions, such discussion may no longer be reflective of current position(s) and/or recommendation(s). Moreover, no client or prospective client 

should assume that any such discussion serves as the receipt of, or a substitute for, personalized advice from HCA, or from any other investment 

professional. HCA is neither an attorney nor an accountant, and no portion of the content provided herein should be interpreted as legal, 

accounting, or tax advice.  The tax information contained herein is general in nature and is provided for informational purposes only.  HCA does not 

provide legal, tax, or accounting advice.  HCA cannot guarantee that such information is accurate, complete, or timely.  Laws of a particular state or 

laws which may be applicable to a particular situation may have an impact on the applicability, accuracy, or completeness of such information.  

Federal and state laws and regulations are complex and are subject to change.  Changes in such laws and regulations may have a material impact 

on pre– and/or after–tax investment results.  CIRCULAR 230 DISCLOSURE: To comply with Treasury Department regulations, we inform you 

that, unless otherwise expressly indicated, any tax information contained herein is not intended or written to be used, and cannot be 

used, for the purpose of (i) avoiding penalties that may be imposed under the Internal Revenue Code or any other applicable tax law, or (ii) 

promoting, marketing, or recommending to another party any transaction, arrangement, or other matter.  Rankings and/or recognition by 

unaffiliated rating services and/or publications should not be construed by a client or prospective client as a guarantee that he/she will experience a 

certain level of results if HCA is engaged, or continues to be engaged, to provide investment advisory services, nor should it be construed as a 

current or past endorsement of HCA by any of its clients. Rankings published by magazines, and others, generally base their selections exclusively 

on information prepared and/or submitted by the recognized adviser. 
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