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Understanding the Federal Funds Rate
“The Fed is meeting to discuss interest rates” is a phrase 
that is used frequently in the media, typically surrounded 
by heated discussion of what effects the decision 
will have. But what exactly is this rate, how is it 
determined and what does it mean for the 
economy?

About the Federal Funds Rate
The Federal Funds Rate is set by the 
Federal Open Market Committee 
(FOMC) of the Federal Reserve 
based on recent economic activity. 
The FOMC decides how much interest a 
depository (such as a bank, credit union, or 
other institution that holds tradable securities) 
charges on an overnight loan to another depository.

The necessity of intragovernmental lending
Central banks are legally required to carry a minimum 
amount of capital at the end of the business day in order 
to ensure they can execute daily transactions. So if a 
bank or other depository has excess capital, they can 
lend it to another bank that may have a shortfall. This 
“overnight loan” is lent at a low interest rate set by the 
FOMC. To set this rate, the FOMC meets eight times per 
year, or approximately once every seven weeks, and 
considers recent economic and financial statistics to 
determine what the rate should be.

What the rate indicates
The Federal Funds Rate is reflective of the health of the 
US economy. If capital is more liquid in banks, the 
interest is higher. However, in times when money is 

harder to come by, the rates are lowered to make the 
money more liquid. Because the rate correlates with 
liquidity of capital, banks use this to determine their 

own short-term interest rates on deposits, credit 
cards, adjustable mortgages and other 

personal loans.

Historical significance
In the 1980s, when inflation rates 
were high, the FOMC set 
aggressively higher overnight rates 
in order to combat soaring prices 

and lower liquidity. Conversely, after the 
great Recession of the mid-2000s, the 

FOMC set a low rate in order to stimulate 
liquidity of capital between banks.

Current policy
In December 2015, the FOMC began to slowly raise rates 
from 0%. From December 2015 through today, the 
Committee has raised their target rate 6 times in 
increments of 0.25%. The lower end of their range is 
now at 1.5% and two more rate hikes are expected this 
year. These increases continue to affect credit cards, 
adjustable-rate mortgages, car loans, and other credit 
lines that don’t have fixed rates. Rates on new mortgage 
loans are also affected. On the positive side, however, 
higher Federal Funds Rates have historically translated 
to higher interest rates paid on savings accounts, money 
market accounts, bonds and certificates of deposit, and 
may continue to do so as long as the economy remains 
strong enough to withstand higher borrowing costs.
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  After months of speculation and build-up, President Trump chose to withdraw the United 
States from the Iran nuclear deal. With the withdrawal, economic sanctions likely will again 
affect Iran’s precious-metals and oil sectors.  

  The Supreme Court of the United States effectively ended the prohibition on sports betting. 
The decision makes a key distinction allowing for states to enact their own regulations 
regarding sports betting. Before the decision, only the states of Delaware, Montana, Nevada, 
and Oregon had legal sports betting.  

  PayPal agreed to purchase European FinTech startup iZettle AB for roughly $2.2 billion, an 
acquisition that would launch the digital-payment provider into hundreds of thousands of 
retailers around the world. This comes at a time when PayPal has begun to face encroaching 
competition from Wall Street-backed payment services like Zelle.

  Warren Buffett revealed that, after purchasing a massive 75 million shares of Apple stock in the 
first quarter, Berkshire Hathaway is set to make roughly $700 million this year in dividends 
from this Apple stock alone.

  May came to a close with more threats about tariffs. The United States stated its intentions to 
move forward with aluminum and steel tariffs on imports from Canada, Mexico, and the 
European Union. Canada and the European Union have both promised retaliatory tariffs of 
their own.
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U.S. Large Cap
(S&P 500)

2,648.05

U.S. Mid/Small
(Russell 2000 Index)

1,541.88

Foreign Large
(NYSE International 100)

5,674.16

U.S. Bonds
(Barclays US Aggregate)

2,015.76 

May 2018 market data

0.27% 0.81% 0.34% 0.71%
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For more information visit us at
hhconsultants.com

or email us at 
WMsolutions@hhconsultants.com
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This newsletter was written in conjunction with Advicent Solutions, an entity unrelated to Hooker & Holcombe Investment Advisors, Inc. The information contained in this newsletter is not 
intended to be tax, investment or legal advice, and it may not be relied upon for the purpose of avoiding any tax penalties. Hooker & Holcombe Investment Advisors, Inc. does not provide 
tax or legal advice. You are encouraged to consult with your tax advisor or attorney regarding specific tax issues. © Advicent Solutions.  All rights reserved. 

Contact your health care provider with health-related issues. You should never disregard medical advice or delay in seeking it because of information provided in this newsletter. 

Investment advice is offered through Hooker & Holcombe Investment Advisors, Inc., an SEC Registered Investment Advisor. 

The “PLANADVISER Top 100 Retirement Plan Advisers” list is compiled from responses to the PLANADVISER Retirement Plan Adviser 
Survey. The list is drawn solely from a set of quantitative variables & information in the survey supplied by the advisers themselves. For 
an adviser to be eligible for recognition in the Top 100 for any calendar year, their firm had to submit a completed entry in the prior 
year to the Retirement Plan Adviser Survey. A sub-segment of the questions was used to determine eligibility for the Top 100. H&H 
qualified under the small team category which is an advisor with 10 or fewer team members. Go to planadviser.com/awards/Top-100 
for more information. No fee is charged to participate.

June
is Alzheimer's & brain awareness month
Worldwide, 50 million people are living with Alzheimer's 
and other dementias. Join the Alzheimer's Association in 
going purple and raising awareness this June. The more 
people know about Alzheimer's, the more action we 
inspire.

Memory loss that disrupts daily life may be a symptom 
of Alzheimer's or another dementia. Alzheimer's is a 
brain disease that causes a slow decline in memory, 
thinking and reasoning skills. There are 10 warning signs 
and symptoms. Every individual may experience one or 
more of these signs in a different degree. If you notice 
any of them, please see a doctor.

1. Memory loss that disrupts daily life

2. Challenges in planning or solving problems

3.  Difficulty completing familiar tasks at home, at work 
or at leisure

4. Confusion with time or place

5.  Trouble understanding visual 
images and spatial relationships

6.  New problems with words in speaking 
or writing

7.  Misplacing things and losing the ability to retrace 
steps

8. Decreased or poor judgment

9. Withdrawal from work or social activities

10. Changes in mood and personality

To find out more, please visit alz.org

Named to PLANADVISER’s list of Top 100 Retirement Plan Advisors since 2016
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