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We Have Lift-off: Expect a Long, Slow Trip Ahead 
x The Fed’s decision to raise rates was not a surprise. 
x From here, the questions will be “How Fast?” and “How Far?” 
x SEI expects a slow, gradual and perhaps halting series of hikes in the years ahead. 

 
 
After more than seven years of near-zero interest rates, the U.S. Federal Reserve (Fed) has initiated the first hike in the 
Federal Funds Rate since June of 2006. This well-telegraphed move came as no surprise to anyone. The hike, which took 
the rate from a range of 0% to 0.25% to a range of 0.25% to 0.50%, will have little in the way of meaningful, immediate 
impact on consumers or investors. From here, investors will begin to focus on the speed and magnitude of future rate 
increases.  
 
Background 
 
The Fed cited its expectation that the moderate pace of economic expansion and strengthening labor market conditions 
will continue “with gradual adjustments in the stance of monetary policy.” That view was reflected in the Federal Open 
Market Committee’s unanimous decision to begin raising rates. The Fed reiterated its 2% inflation target while noting that 
“the federal funds rate is likely to remain, for some time, below levels that are expected to prevail in the longer run.” Future 
moves “will depend on the economic outlook as informed by incoming data.” 
 
Our View 
 
We expressed a view at the end of the third quarter that the U.S. economy was sufficiently robust to require a policy-rate 
rise sooner rather than later. Since the members of the Federal Open Market Committee regularly remind us that they are 
“data-dependent,” it seemed completely reasonable to expect a rate hike in December, followed by a pause and then 
additional rate increases followed with pauses between hikes. 
 
Although Fed Chair Janet Yellen is considered to be on the dovish side of the spectrum, she has consistently emphasized 
the need for the Fed to tighten policy in a pre-emptive fashion in order to forestall a future inflation problem. There has, of 
course, been a great debate both inside and outside the Fed regarding whether an inflation problem can indeed be seen 
anywhere on the horizon. Nevertheless, most economists would argue that a near-zero federal funds rate cannot be 
justified given today’s improved domestic economic conditions and outlook. 
 
Speculation about future increases is likely to lead to episodes of market volatility. While rate hikes have traditionally been 
slightly negative for equity markets, the ending of the uncertainty about when “lift-off” would begin led to a rally 
immediately following the release of the news. The U.S. dollar is likely to strengthen against emerging markets and 
outflows from those markets may increase as interest rates continue to rise in the U.S.  We continue to believe the U.S. 
economy can safely handle a 25 basis-point increase in the funds rate and do not expect the hike to derail its slow march 
forward. 
 
 
 
This material represents an assessment of the market environment at a specific point in time and is not intended to be a 
forecast of future events, or a guarantee of future results. This information should not be relied upon by the reader as 
research or investment advice.  
 
There are risks involved with investing, including loss of principal.  
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