
 

Monday, March 19th, 2018 

“Fed’s Interest Rate Commentary on Watch” 

Federal Reserve officials will meet this week to discuss and update monetary policy. The market is pricing 

in a near 100% chance of a rate hike this month, but clarity on whether we will get two, three or even more 

rate hikes for the remainder of the year remains the lingering question.  

More economists are starting to forecast a fourth rate hike in 2018, above the consensus of three just a few 

months ago. Last week’s retail sales numbers were disappointing, but the economy is mostly on path 

towards higher growth and the risk of accelerating inflation could put the Fed into a more hurried mindset.  

In prior years, initial expectations from Fed officials fell short of actual increases the subsequent year. This 

year might be the first in which the Fed outpaces their initial projections. A 25 basis point hike would put 

the fed funds target rate range at 1.50 to 1.75%, and four rate hikes this year would move it to 2.25 to 2.50.  

                            

This impending rate hike will be the sixth time that rates have increased since late 2015. Yet, savers remain 

devoid of a windfall to savings and deposit rates. The average rate on a money-market deposit account 

started at 0.10% before the rate-raising cycle and is now at just 0.15%, according to Bankrate.com1.  

CD yields have also been slow to move as banks opt to pocket incremental margin from higher lending rates 

since they remain full on deposits vs. loan demand. The flattening yield curve also impacts how much room 

banks feel they have to increase short-term deposit rates. The average 1-year CD rate rose to 0.49% last 

week despite the Fed funds rate being near 1.50. Net interest income for U.S. Banks rose 8.5% in the fourth 

quarter from a year earlier, above the 7.6% growth the prior year, according to FDIC data1.  

Companies like TD Ameritrade and Schwab make a substantial portion of their profits from interest on client 

cash holdings. Since earnings on these deposits were noticeably handicapped with low overnight lending 



rates after the financial crisis, they have also been slow to increase cash sweep rates in this first wave of 

interest rate hikes.   

We don’t expect these trends in savings yields to materially change anytime soon, but if the Fed funds rate 

should reach 3% next year or if lending starts to accelerate with a stronger economy, banks could start to 

get more aggressive. And just as custodians act with competitive pricing on trading costs, once one makes a 

move they will likely all be soon to follow.  
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1. https://www.wsj.com/articles/higher-deposit-rates-may-finally-be-coming-to-your-bank-account-1521451800 
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