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Interest Rates

In recent years, the Federal Reserve has been gradually raising the
benchmark federal funds rate, with the exception of 2019. The Federal
Open Market Committee (FOMC) attempts to influence inflation and
economic growth by controlling interest rates. Consumers and investors
should be aware of the impact of increasing interest rates. 

With the target federal funds rate at 0.25%, lump sum payouts may have
gone up by as much as 5% or more. Therefore, It is critical to review your
retirement plan with a financial professional." They will help explore the
optimal pension benefits.

The connection
between interest
rates and the
"Effects of Inflation"
is fundamental, and
monitoring their
fluctuations is
important.
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What is the
Federal
Funds rate?
The federal funds rate is the interest
rate at which banks lend money to
each other overnight to maintain
legally required reserves. The
reserves are a percentage of a
bank's deposits required to be kept
on hand. 

Therefore, when one bank falls
below the minimum, another bank
lends them funds near the federal
funds rate. This instrument serves as
a benchmark for short-term rates
and influences longer-term rates as
well. 

In terms of your retirement benefits,
the federal funds rate influences
how your payout is calculated. In
addition, your hire/rehire/retirement
date may alter whether you are
grandfathered in to receive specific
rates.
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Why does the Fed adjust the
Federal Funds Rate?

The Federal Reserve and FOMC aim to maximize employment and
maintain price stability through monetary policies. Adjusting the federal
funds rate allows the central bank to affect economic growth and
inflation. The FOMC raises the federal funds rate in an effort to slow the
economy and delay inflation, which can rise rapidly if an economy grows
too quickly. As a guideline, the Fed has set a 2% annual inflation rate as
healthy economic growth.

For example, in December 2008 (the most recent recession), the FOMC
dropped the federal funds rate to a 0.00% to 0.25% range in an effort to
stimulate the economy and generate job growth. The recovery has been
slow and inflation has remained low until recently, so the FOMC has
incrementally raised the target. 

Lately, with signs of a strong economy like low unemployment rates, the
FOMC justified raising the federal funds rate while inflation remains
below 2%. In the future, the Fed aims to move inflation and interest
rates to a “normal” environment in hopes of a smooth transition from
emergency measures.

Note: Notice the years of dramatic change (1980's/2008) and recall your
experience, how were you affected?

Source: Mortgage Bankers Assoc. 
https://www.mba.org/publications/insights/archive/mba-insights-archive/2019/mba-chart-of-the-week-gdp-inflation-

and-the-fed-funds-rate
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How do Rising
Interest Rates
affect Pensions?
In defined benefit plans, current
and future retirees are offered a
lump sum payout or a lifetime
monthly pension benefit. Often
these plans have billions of
dollars worth of unfunded
pension liabilities and in order to
get the liability off the books,
they pay the lump sum. 

Depending on lifespan, the initial
lump sum is typically less money
than regular pension payments
over an entire retirement.
However, if interest rates
increase by 1% it could decrease
the lump sum offer by
approximately 8-10%. Conversely
with the three most recent drop
in interest rates, Q1 2020 will
have the highest lump sum
pension benefits in years. Other
factors such as income needs,
need for survivor benefits, and
tax liabilities often dictate the
decision to take the lump sum.

"Every pensions situation is
different, so a cash flow analysis
will reveal how a pension choice
will affect you now and 30 years
out".

To find out more
information on Lump
Sum vs. Annuity
pension benefits,
click on our e-
brochure "Lump
Sum vs. Annuity".
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What about investments? 
Interest rate changes can have broad effects on investments, but the
impact tends to be more pronounced in the short term as various
markets adjust to the new level. 

The bond market in particular is directly affected by interest rate
changes. Bonds are loans issued by an entity to raise capital. The
purchaser of the bond pays the face value (usually $1,000), and this
amount is redeemed at the maturity date, along with possible coupon
payments incrementally. When interest rates rise, the value of existing
bonds fall because investors prefer newer bonds paying a higher
interest rate than past bonds paying a lower rate. Longer-term bonds
tend to fluctuate more in price due to the uncertainty of yields in the
future and reluctance to lock up money.

Equities are more indirectly affected by interest rate fluctuations.
Earnings potential more or less directs stock prices, so a stable economy
benefits the overall market most. On the other hand, companies that
borrow heavily will face high costs as interest rates rise, hurting their
bottom line. 

When the market fails to predict or confirms Fed interest rate changes,
markets react temporarily. The economic performance with the new
adjustment is critical. As long as the fundamentals of the economy do
not drastically change, our long-term perspective and investment
decisions will uphold financial goals, time horizons, and risk tolerance.

There are special risks associated with investing in bonds such as
interest rate risk, market risk, call risk, prepayment risk, credit risk,
reinvestment risk, and unique tax consequences. To learn more about
these risks and the suitability of  bonds for you, please contact our office.
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How will consumer interest
rates be affected?

The prime rate, or the rate at which commercial banks charge their
most creditworthy customers, is usually tied directly to the federal
funds rate. Actual rates vary greatly for small-business loans,
adjustable rate mortgages, home equity lines of credit, auto loans,
credit cards, and other forms of consumer credit. All of these types of
credit are linked to the prime rate, so they increase simultaneously
with the federal funds rate. 

On the bright side, with rising interest rates making it more
expensive for consumers and businesses to borrow, retirees benefit
from higher yields on savings accounts and CDs. Even though banks
raise rates faster on charging loans than on paying deposits,
theoretically savers will come first when banks have to compete for
deposits.

"So far, persistently low rates are the first
lucky break for Millennials and stroke of

bad fortune for Boomers"
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Sources
[1] https://www.macrotrends.net/2015/fed-funds-rate-historical-chart

[2] https://www.federalreserve.gov/monetarypolicy/openmarket.htm 

[3]https://www.thebalance.com/fed-funds-rate-history-highs-lows-
3306135

[4] https://www.ai-cio.com/news/unfunded-liabilities-of-largest-
pension-plans-in-u-s-increase-while-assets-rise/

https://www.mba.org/publications/insights/archive/mba-insights-
archive/2019/mba-chart-of-the-week-gdp-inflation-and-the-fed-funds-
rate

https://finance.yahoo.com/news/why-low-interest-rates-good-
160016110.html

https://www.mba.org/publications/insights/archive/mba-insights-
archive/2019/mba-chart-of-the-week-gdp-inflation-and-the-fed-funds-
rate

09 (888) 465-8424



About Lynch Retirement
Investment Group

The Lynch Retirement Investment Group was established by John M. Lynch in
1987, and John has served as managing director of the group since its inception.
With offices in Fulton (MD) and Fairfax (VA) the Lynch Retirement Investment
Group became a separate and independent office and began offering securities
through Raymond James Financial Services in 2012. The team consists of ten full-
time advisory and client services professionals with over 150 years of experience
in the financial services industry, and manages over $500 million in client assets. 

The Lynch Retirement Investment Group advises clients on the proper methods
of planning for and managing their retirement distributions as they transition
into retirement. Since 1987, our advisors have been assisting corporate
employees of well-known companies to adequately prepare for the financial
eventualities of their retirement years.

The majority of our clients are retirees who have opted for lump sum
distributions at retirement. Over the years we have worked with clients from
major companies in the defense, telecom and energy industry. Our clients count
on us to provide the full breadth of their retirement planning, asset management
and insurance needs. Our specialties include the following:

Navigating the tax laws surrounding Lump Sum distributions and IRAs
Strategies for avoiding the 10% Early Withdrawal Penalty prior to age 59 ½
Strategies for properly handling your company stock at retirement
Strategies for taking In-service 401(k) withdrawals while you are still working, and
Strategies for maximizing your Social Security benefits.

Neither Raymond James Financial Services nor any Raymond James Financial
Advisor renders advice on tax issues, these matters should be discussed with the
appropriate professional.

10 (888) 465-8424



For more financial information,
check out these resources:

What has
worked in
investing

Determining
cash flow needs

in retirement

11 (888) 465-8424



Disclaimer: Securities offered through Raymond James Financial Services, Inc., member FINRA/SIPC.
Investment advisory services are offered through Raymond James Financial Services Advisors, Inc. Lynch
Retirement Investment Group, LLC. is not a registered broker/dealer and is independent of Raymond James
Financial Services. 

Raymond James financial advisors may only conduct business with residents of the states for which they are
properly registered. Therefore, a response to a request for information may be delayed. Please note that not
all of the investments and services mentioned are available in every state. Investors outside of the United
States are subject to securities and tax regulations within their applicable jurisdictions that are not addressed
on this site. Contact your local Raymond James office for information and availability. © 2017 Raymond James
Financial Services, Inc., member FINRA / SIPC 

Links are being provided for information purposes only. Raymond James is not affiliated with and does not
endorse, authorize or sponsor any of the listed websites or their respective sponsors. Raymond James is not
responsible for the content of any website or the collection or use of information regarding any website's
users and/or members. 

Certified Financial Planner Board of Standards Inc. owns the certification marks CFP®, CERTIFIED FINANCIAL
PLANNER™, CFP® (with plaque design) and CFP® (with flame design) in the U.S., which it awards to
individuals who successfully complete CFP Board's initial and ongoing certification requirements.

Lynch Retirement Group,  LLC
Tol l-Free:  (888) 465-8424

Off ice:  (410)715-3600
Fax:  (410)715-1514

8161  Maple Lawn Blvd.
Suite 325

Fulton,  MD 20759
 

Info@lynchretirementgroup.com
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