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LONG-TERM RATES
Definition: Long-term rates are typically ones that 
mature or end after 10 years. These longer-term 
rates often incorporate higher interest rates to 
help offset the impact of inflation and time.

Affects:
  Ten-year Treasury bonds 
  Longer-rated bonds
  Mortgage rates, home equity and auto loans
  Business investment
  Capital expenditures
  Student loans

SHORT-TERM RATES
Definition: The rate set by policymakers and 
generally used by commercial banks for over-
night loans they need to meet cash reserve 
requirements. Also defined as the rate charged 
on loan contracts or other financial instru-
ments with a maturity of less than one year.

Affects:
 Bank-to-bank overnight loans
 Loans maturing in less than a year
 Short-term government paper
 Borrowers, who will generally see an increase in rates
 Bond values (generally see a decrease)
 Consumer prices indirectly, job market
  Savings accounts and certificates of deposit  

(generally see an increase)
 Credit card rates

Source: Bloomberg, as of Dec. 31, 2015; Past performance may not be indicative of future results.

The long history of short-term interest rates
After years of holding the federal 
funds rate at near-zero as an economic 
stimulant, the Federal Open Market 
Committee in December 2016 nudged 
its target rate up a quarter point to 
between 0.50% and 0.75%, only the 
second increase since 2006 and still 
low by historical standards. But that 

hasn’t always been the case, and the 
markets seem to be anticipating two 
to three additional increases for 2017 
if data continues to show a stronger 
economy. Prudent investors and con-
sumers pay attention to movements 
of these rates because they are likely 
to affect many things from your credit 

card rate to your home improvement 
loan and the value of your bond hold-
ings, although not everything moves at 
the same time or in the same direction. 
Interestingly enough, sometimes when 
short-term rates rise, long-term rates 
could move down as the “expectation” 
for future inflation declines.
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THE LONG AND SHORT OF IT

Just because the fed 
funds rate increases 
doesn’t mean all 
other rates move in 
tandem. Take a peek 
at how in or out of 
sync they’ve been 
historically.
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