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The Top Five Investment Myths 
 

Myth 1:  Central Banks Control Interest Rates  
 
Originally published in July 2017. 
 
Central Banks..... Also known as the reserve bank or monetary authority is 
an institution that manages a state's currency, money supply, and interest 
rates. The underlined in italics is the official definition but in reality it is the 
market which controls currency values, money-supply and interest rates. 
 
They oversee the commercial banking system of their respective countries, 
with supervisory powers intended to prevent bank runs and to reduce the risk 
that commercial banks and other financial institutions engage in reckless or 
fraudulent behaviour. Yeh, like they did for the UK, Ireland, Iceland, 
Cyprus, Greece..... 
 
Aside of the perception that they manage interest rates and inflation targets, 
they set the reserve requirements of the banking sector, with the Central Bank 
supposedly acting as the lender of last resort to the banking sector during 
times of bank insolvency or financial crisis, whereas once again in reality a 
large part of the blame for most financial crisis’, such as the 2007 melt-down, 
is caused by the lax reserve requirements leading up to the crisis and 
inevitably it’s the tax-payer who picks up the tab for the bank failures, not the 
Central Bank. 
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Central Bankers, including the most powerful in the world, the American 
Federal Reserve Bank, have never made a pro-active decision in their 
collective lives, they re-act to market rates, the rate set by you and I and 
anyone else out there who has a decision to make on either lending or 
borrowing and/or looking to make a currency exchange transaction. 
 
Kindly note the 2-year Treasury bond yield, the cost of borrowing money for 
two years for the US Federal government, has led the FOMC rate, the only 
rate that the Fed sets, both up and down. 
 
The FED is “re-acting” to the market rate, particularly the 3-month money-
market and 2-year Treasury bond yield, which have soared by a respective 
475% and 560% from their recent lows. With a lag, the cost of borrowing for 
10-years is also moving higher, as seen within the lower panel. 
 
It is the same story for the Bank of England, as can be seen here: 
 

 
A stripped down version of the US chart shows the UK 2-year Gilt yield, the 
cost for the UK government to borrow for two-years, against the Bank of 
England rate, with the same observation of the market rate leading. In fact 
since April of this year, when the 2-year yield hit a 36-year low, it has soared 
by 300%, effectively ensuring that Governor Carney and his gang will hike the 
base rate at the next meeting. 
 
So there we have it, the market, which to remind once more is the collective of 
market participants’ who make decisions on lending and borrowing, are 
effectively saying they require a higher level of compensation for the risk of 
lending to their respective governments.   
 
Aside of setting the base-rate, central bankers are powerless to control 
market rates, the rates that effect you and I, otherwise they wouldn’t be 
soaring. 
 
3rd May 2019 Update 
 
The "Myth Article" was written is July 2017 and was one of "Five Myth 
Articles" penned at the time. 
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As shown within the Investment Markets Overview, a weekly publication by 
Investmentmatters.club, for the week ending 3rd May 2019. 
 
Whilst the myth about Central Banks have continued, the facts have proved 
otherwise: 
 

 
The Fed Funds Rate has doubled from 1.25% in July 2017 to the current 
2.5%, whilst the Bank of England Bank Rate has trebled from 0.25% to 
0.75%, as they have followed the respective inter-bank "market-rate" higher. 
 
But this only tells part of the story, "What Has Happened to other Market 
Rates?" 
 

 
 
Well, for the US Government, and they are perceived to be one of the most 
credit-worthy borrowers on the planet, the cost to borrow for 2-years has 
rocketed by 1300% since the April 2013 low. 
 
And that is a modest jump compared to the UK Government, which has 
nothing to do with Brexit!  
 
Here, the cost of borrowing for 2-years has sky-rocketed by 2300%! 
 
This is not a typo, as can be seen next: 
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Rather than listen to Myths, we prefer to watch charts, as charts do not lie. 
 
If you have found this of interest, then drop by 
https://www.investmentmatters.club/ or to one of the other linked sites.  
 
The mission statement is "Investment Made Easier," and hopefully you have 
found this article to be so. 
 
 
 
 
 
 
 
 
 
 
 
Material contained within this article and website is for general information purposes only and is not intended to be 
relied upon by individual readers in making (or refraining from making) any specific investment decision. 
Investmentmatters.club and its staff do not accept any liability for any loss suffered by any user as a result of any 
such decision. Please note that the prices of investments can rise and fall sharply and you may not get back the 
money you originally invested, particularly where these investments are leveraged. 
 
The investments and services mentioned will not be suitable for all readers. You should assess the suitability of the 
recommendations (implicit or otherwise) of investments and services mentioned within this article or website (or 
partner sites and links) to your own circumstances. If you have any doubts about the suitability of any investment or 
service, you should take appropriate professional advice. The views and recommendations within this article and 
website are based on information from a variety of sources. Although these are believed to be reliable, we cannot 
guarantee the accuracy or completeness of the information herein.  

https://www.investmentmatters.club/

