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The Federal Reserve announced that it did not 

expect to increase short-term rates until the 

unemployment rate (currently 7.7%) falls to 

6.5% or lower, as long as inflation forecasts 

remain near the 2% target.  According to the 

Fed's economic projections, the targets would 

keep short-term rates near zero into 2015. The 

Fed also said that it would enter 2013 with a 

plan to purchase $85 billion a month of 

mortgage-backed and Treasury securities as 

part of the continuing attempt to lower long-

term interest rates, thus encouraging 

borrowing, spending, and investing.  Many 

analysts say the economy has slowed to a near-

crawl in the final months of 2012, held back in 

part by uncertainty over fiscal policy. Many 

critics of the central bank believe it has already 

gone too far in its quest to boost economic 

growth, and they say it might be exposing the 

financial system to new risks of inflation or 

even a financial bubble by pumping so much 

money into the system, with little reward to 

show for it. 

Since 1950, federal tax revenue has averaged 

17.8% of GDP.  Government spending has 

historically averaged 21% of GDP, leading to the 

growing federal deficit.  During the ongoing 

fiscal cliff discussions Democrats have 

highlighted that, relative to the size of the 

economy (GDP), U.S. tax revenues are 

comparatively low, ranking 23rd among the 25 

most developed economies.  Republicans have 

emphasized that tax revenue actually rose 

above the historical average in 2007 to 18.5% 

with the Bush tax cuts.  Further, they contend 

that, if the Bush tax cuts were made 

permanent, annual tax revenue would average 

about 18% (above the historical average) of GDP 

through 2021.  Many believe that there must be 

a greater focus on the spending side of the 

ledger, since spending of 21% of GDP far 

exceeds both average past and average 

projected revenues. 
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The looming fiscal cliff  has paralyzed 

individuals and businesses, restricting many 

financial and capital spending decisions.  The 

trend will only worsen if lawmakers cannot 

come to an agreement soon.  Uncertainty 

surrounding the impending spending cuts and 

tax hikes has led companies to worry about a 

possible recession or at least to use the fiscal 

cliff as an explanation for sluggish growth.  As 

we approach year-end, the frequency with 

which the term “fiscal cliff” has been mentioned 

in SEC filings has increased rapidly.  November 

saw 215 references to the fiscal cliff, almost 

triple the number of mentions in each of the 

previous three months. 

The S&P 500 has more than doubled in value 

since the recession low of March 2009. 

However, the market rally has been one that 

has not engaged wide participation from 

average individual investors.  After two stock 

collapses in one decade (2000-2002 and 2007-

2009), coupled with Wall Street scandals and 

concerns over Washington's ability to rein in 

debt, individual investors continue to be wary of 

the market.  Investors have withdrawn a net 

$900 billion from U.S. equity mutual funds 

since January 2000.  Stocks currently make up 

37.9% of the average U.S. household's financial 

assets, down from 50.5% in 2000.  Despite 

their low yields, investors continue to flock to 

the safety of bonds and money market funds.  

Given the current economic uncertainty, many 

believe that the directional flow of funds will not 

materially change in the near future. 
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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. 

http://www.harbourcapitaladvisors.com/

