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Rate Hike: Yellen Pumps the Brakes a Third Time

BEN MOHR, CFA, SENIOR RESEARCH ANALYST - FIXED INCOME

The Federal Reserve voted on March 15, 2017 to hike the fed funds rate by 0.25%, targeting a range of 0.75%-
1.00%. The vote was nearly unanimous—nine versus one out of the ten total voters on the Federal Open Market
Committee—with Minneapolis Fed President Neel Kashkari voting for no change. This is the third hike after the
Great Recession, following the 0.25% hikes in December 2015 and December 2016.

In the three months preceding this latest hike, Fed Chair Janet Yellen and Vice Chair Stanley Fischer, along with
other Fed representatives, signaled that more rate hikes were to come in their speeches, and, as such, the move
was highly anticipated by the markets. Over the last two days, fed fund futures implied a 100% probability of
yesterday's hike.

Throughout the day of the hike, stocks rallied as the Dow rose 0.56%, signaling that the markets were not taken by
surprise. Treasuries rallied as well, with the 10-year Treasury yield falling from 2.60% to 2.52%, showing a moderate
amount of safe haven purchasing. Gold rose by a small amount, while the dollar weakened slightly. We would
expect the price of gold to fall as a longer term effect from continued rate hikes since gold as an investment earns
no interest. Conversely, we would expect the dollar to strengthen as a longer term effect due to stronger relative
carry from U.S. fixed income versus non-U.S. fixed income. Oil also appreciated by a minimal extent, but that was
driven by the gradual rollout of the recent OPEC production cuts.

In its statement, the Fed highlighted

that both of its key target metrics— Exhibit 1: Implied Fed Funds Target Rate, post March 15, 2017 Hike
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Source: Bloomberg Fed Funds Futures, FOMC Members’ Dot Projections, post FOMC decision on March 15, 2017
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For longer term estimates we have the dot plots that reveal Federal Open Market Committee member projections.
Both are shown in Exhibit 1. Fed funds futures currently project a 0.25% hike in June and another 0.25% hike in
December, resulting in three hikes for 2017 and bringing the projected target range of the fed funds rate to 1.25%-
1.50% by the end of 2017. The dot plots project a target range of 2.00%-2.25% by the end of 2018, implying three
further hikes in 2018. Finally, the dot plots project a target range of 2.75%-3.00% by the end of 2019 and beyond,
implying three hikes in 2019, with a target rate of 3.00% held steady for the longer term.

We will continue to assess each potential hike as they come to fruition and how they might impact investment
portfolios.

Hl
| 4 MarquetteAssociates Rate Hike: Yellen Pumps the Brakes a Third Time March 2017 2



PREPARED BY MARQUETTE ASSOCIATES

180 North LaSalle St, Ste 3500, Chicago, lllinois 60601  pHone 312-527-5500

CHICAGO | BALTIMORE | PHILADELPHIA | ST. LOUIS WEB marquetteassociates.com

The sources of information used in this report are believed to be reliable. Marquette Associates, Inc. has
not independently verified all of the information and its accuracy cannot be guaranteed. Opinions, estimates,
projections and comments on financial market trends constitute our judgment and are subject to change without
notice. References to specific securities are for illustrative purposes only and do not constitute recommendations.

Past performance does not guarantee future results.

About Marquette Associates

Marquette Associates is an independent investment consulting firm that guides institutional investment programs
with a focused three-point approach and careful research. Marquette has served a single mission since 1986 -
enable institutions to become more effective investment stewards. Marquette is a completely independent and
100% employee-owned consultancy founded with the sole purpose of advising institutions. For more information,

please visit www.marquetteassociates.com.
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