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How Do Federal Reserve Interest Rate Hikes Affect Inflation                                               
—  And Your Wallet? 
 

By Danielle Abreu • Published May 5, 2022 • Updated on May 5, 2022 at 12:14 pm 
 

https://www.nbcnewyork.com/news/national-international/how-do-federal-reserve-interest-rate
-hikes-affect-inflation-and-your-wallet/3675206/ 
 

The Federal Reserve is the central bank of the United States and is charged by Congress to 
maintain a stable economy and financial system. 
 

One of the ways the Fed does this is by increasing and lowering the cost of borrowing money. 
Interest rate cuts are intended to encourage more borrowing and spending by people and 
companies. That spending, in turn, tends to accelerate growth and energize economies. Lower 
mortgage rates, for example, typically lift home sales. And cheaper borrowing can lead businesses 
to take out loans and expand and hire. 
 

Conversely, interest rate increases help contain inflation as consumers spend less when the cost 
of borrowing rises. 
 

The Fed raised its benchmark interest rate Wednesday by half a percentage point, its most 
aggressive move in more than two decades, and signaled further hikes are yet to come. The rate 
hikes will eventually mean higher loan rates for many consumers and businesses. 
 

Here are some ways the Fed hike could impact your wallet: 
 

How Fed hikes affect credit card interest rates and borrowing costs 
 

Most credit cards have variable interest rates and those are tied to the financial institution's 
prime rate, which is the rate that banks charge their more creditworthy customers. The prime 
rate is based on the Fed's benchmark rate, which is the overnight rate banks charge each other to 
lend money in order to meet mandated reserve levels. When benchmark rates go up, it becomes 
more expensive for banks to borrow money and they pass those costs on to consumers in the 
form of higher interest rates on lines of credit. 
 

A rate hike would increase interest rates for cardholders and borrowers with variable APRs by the 
same amount as the Fed hike, usually within one or two billing cycles. While a half point increase 
might not spur financial ruin for borrowers with low balances, those with larger credit debts will 
feel the impact at time when the cost of living is already surging. And with the Fed expected to 
raise its benchmark rate to between 1.75% and 2% by year's end, that would significantly enlarge 
interest payments on balances. 
 

"Now is the time for those with credit card debt to focus on knocking it down," said Matt Schulz, 

chief credit analyst for LendingTree. "That debt is only going to get more expensive." 
 

Bankrate.com advises consumers to consider balance transfer card options to pay off their credit 

card debt. Finding a card that offers zero percent interest on balance transfers and paying off your 

charges within the introductory zero percent APR window is one way to eliminate your debt 

without interest.   
 

Credit card interest rates are currently around 16.41%, but they may go as high as 18.5% by the  
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end of the year — which would be an all-time record, according to Ted Rossman, a senior industry analyst at CreditCards.com. 
 

Will the Fed hike affect my current mortgage rate or a new home loan? 
 

The impact of the Fed rate on home loans depends on whether the borrower has a fixed or adjustable-rate mortgage (ARMs), 

and even then, only slightly. That's because the Fed rate and mortgage rates are not directly linked.  
 

A home loan is a long-term financial product, the most common being a 30-year fixed-rate mortgage, while the Fed rate is for 

short-term overnight borrowing. Long-term mortgage rates are pegged to yields on government bonds, especially the 10-year 

Treasury note, according to CNBC.com. When that rate goes up, the popular 30-year fixed rate mortgage tends to do the 

same. 
 

Because of faster inflation and strong U.S. economic growth, those Treasury notes are up. In turn, average rates for a new 30-

year home mortgage have soared in the past few months, rising to 5.5% from 3.11% in late December. 
 

But mortgage rates don’t always move up in tandem with the Fed’s rate increases. Sometimes, they even move in the 

opposite direction.  That's because they are influenced by a variety of factors. These include investors’ expectations for future 

inflation and global demand for U.S. Treasurys. Global turmoil, like Russia's invasion of Ukraine, often spurs investors to buy 

up U.S. Treasurys, which are regarded as the world's safest asset. Higher demand for the 10-year Treasury would lower its 

yield, which would then reduce mortgage rates. 
 

Rates for fixed mortgages are also influenced by supply and demand. When business is booming for mortgage lenders, they 

raise rates to decrease demand. When fewer people are taking out mortgages, lenders cut rates to attract more customers. 
 

Mortgage rates are ultimately set by the investors. Most U.S. mortgages are packaged as securities and resold to investors. 

Lenders offer consumers an interest rate that third party investors are willing to pay. 
 

What about car and student loans? 

Auto loans are not generally impacted by the Fed rate hike because most are usually fixed-interest loans. However, this latest 

rate hike — the biggest in over 20 years — may have a small impact, according to Jessica Caldwell, executive director of 

insights for Edmunds. 
 

Rates for buyers with lower credit ratings are most likely to rise as a result of the Fed’s hikes, said Alex Yurchenko, chief data 

officer for Black Book, which monitors U.S. vehicle prices. Because used vehicle prices, on average, are rising, monthly 

payments will rise too. 
 

But other factors also affect these rates, including competition among car makers that can sometimes lower financing costs. 
 

As for student loans, all government-held federal student loans have been in a payment pause, with interest suspended, since 

March 2020 due to the coronavirus pandemic. That relief was originally scheduled to end on May 1, 2022, but in April, 

President Joe Biden extended that relief further to Sept. 1. Any interest rate increase by the Fed will have no impact on these 

loans. Additionally, Congress establishes federal student loan interest rates through legislation, which it updates periodically, 

and not the lenders. 
 

But, borrowers with a private loan may have a fixed or a variable rate tied to the Libor, London InterBank Offered Rate, 

another key interest rate used by banks for short-term lending with other banks, according to CNBC. That means as the Fed 

raises rates, borrowers will likely pay more in interest, although how much more will vary by the benchmark and lender. 
 

Will my savings interest rate go up? 
 

Savers won't benefit directly from the Fed rate increase because deposits and money market accounts don’t typically respond 

to interest rate hikes. Instead, banks tend to take advantage of a higher-rate environment to try to boost their profits. Plus, 

savings account rates are at historic lows, and any minor increases won't hold much purchasing power because of rising 

inflation. 
 

The FDIC reports that the average rate paid on savings accounts in the U.S. is a mere 0.06% for a brick-and-mortar institution. 

These large banks have been flooded with savings as a result of government financial aid and reduced spending by many 

wealthier Americans during the pandemic, according to the Associated Press, and won't need to raise savings rates to attract 

more deposits or CD buyers. 
 

Continued on Page  3 
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Some online lenders, however, have been competing to offer higher yield savings accounts with rates hovering around .6%. 

Top-yielding certificate of deposit rates are above 1% — even better than a high-yield savings account. 
 

If you have $10,000 in a regular savings account, for example, earning 0.06%, you'll make just $6 in interest in a year. But in an 

average online savings account paying 0.6%, you could earn $60, while a five-year CD could pay twice as much, said Ken Tumin, 

founder and editor of DepositAccounts.com. 
 

One place savers are starting to see some returns are from Treasurys. On Tuesday, the yield on the 10-year note was 2.96%, 

after having briefly topped 3% for the first time since 2018, the AP reports. 
 

Consumers who find themselves worried about an economic downturn should still take steps now to shore up their finances, 

regardless of rates. That includes paying down debt, refinancing at lower rates and boosting emergency savings. 
 

If you're invested in mutual funds or exchange-traded funds that hold long-term bonds, they will become a riskier investment. 

Typically, existing long-term bonds lose value as newer bonds are issued at higher yields. 

PROTECTING YOUR SOCIAL SECURITY PAYOUT 
https://www.raymondjames.com/commentary-and-insights/retirement-longevity/2022/04/21/protecting-your-social-
security-payout 
 

To handle payments for a disabled senior, it's not enough to put powers of attorney, medical                               
directives or guardianship arrangements in place. 
 

One in three seniors will die with dementia.1 It’s a sobering statistic, and when you consider it 
alongside increasing longevity, it’s easy to see why planning for the potential impact of diminished                    
capacity on your or a loved one’s future finances is critical. 
 

An estimated 6.5 million Americans ages 65 and older are living with Alzheimer’s, and more than 11 million Americans are 
providing unpaid care for someone struggling with dementia.1 Numbers like these prove that planning for the possibility of 
long-term care and considering who will make decisions if you can’t is not simply smart, it is necessary. And that planning now 
– before you have the need or are unable to share your wishes – is essential. 
 

Protecting yourself 
 

When it comes to handling Social Security payments for a disabled senior, establishing powers of attorney, medical directives 
or guardianship arrangements may not be enough. The Social Security Administration (SSA) requires a special designation 
known as representative payee. 
 

A representative payee is someone who acts on behalf of another person who is incapable of representing themselves and is 
responsible for directing payouts exclusively to meet a beneficiary’s needs. The SSA may determine that an individual is incapa-
ble of managing or directing someone else to manage his or her benefits and would then appoint a representative payee. Fam-
ily members may also consult the SSA if they believe their family member necessitates a representative payee. Generally, a 
family member or friend serves as representative payee. If friends or family are not able to serve as payees, the SSA will look 
for qualified organizations to be representative payees. 
 

The SSA requires that all legally incompetent adults and most minor children (a disabled child or young adult entitled to Sup-
plemental Security Income, for example) have a representative payee. In most cases, the person in this role cannot be paid for 
the work they do on behalf of the incapacitated person. And the SSA requires them to keep careful records. 
 

A critical thing to keep in mind about the responsibilities of acting as a representative payee is that the permissions that ac-
company the role do not extend to other facets of your affairs. Making medical decisions or signing legal documents on your 
behalf will still require that someone be granted powers of attorney or guardianship. 
 

Protecting a loved one 
 

If you assume the role of representative payee, the SSA offers a range of resources via ssa.gov, including a series of training 
videos, a downloadable guide and a frequently asked questions page. The process will likely require a trip to a Social Security 
office and a completed SSA-11 form explaining why the beneficiary needs assistance and why they have selected you for the 
job. Recall, too, that this designation will be in addition to any other legal or medical role you might be playing for your loved 
one. It’s one piece of the larger whole that, with forethought and planning, can help ensure your loved one’s – or your own – 
future is secure. 
1 Alzheimer’s Association, “2022 Alzheimer’s Disease Facts and Figures” 

Social 

Security  

& You 
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‘Stretch’ IRA Rules May Be Tightened 

Bart Massey June 03/2022    https://www.wealthmanagement.com/retirement-planning/stretch-ira-rules-may-be-tightened  

Recent proposed IRS guidance would clarify and tighten rules for taking distributions from the so-called stretch 

IRAs—a popular estate planning strategy for passing on retirement assets and deferring the income taxes beyond the 

life of the original IRA owner. 
 

Until 2020, IRAs passed on at death to certain non-spouse beneficiaries—for example, a child or a grandchild—

allowed the beneficiary to spread the inherited IRA distributions and related taxable income over his or her life ex-

pectancy. This opportunity, often referred to as a stretch IRA, meant that the IRA owner could transfer the account to 

the child without paying income taxes on the entire earnings of the account. If the owner took minimal IRA distribu-

tions before death, they could, in some cases, defer income taxes on a substantial portion of the account and transfer 

sizable wealth to the beneficiary— who in turn could spread the income tax liability well into the future.   

But the opportunity caught the eye of Congress. While lawmakers have long supported use of IRAs for building retire-

ment security for account owners, Congress decided that some IRAs were providing their owners primarily with 

wealth transfer opportunities in contrast to truly needed retirement security. 
 

As part of the SECURE Act (P.L. 116-94), Congress in 2019 shortened the allowable time for taking distributions from 

inherited IRAs. That action required “designated beneficiaries” to take the annual required minimum distributions 

within 10 years of the owner’s death, likely accelerating any related income tax payments. But the change in law 

(effective for IRA owners who die after Dec. 31, 2019,) left some flexibility for beneficiaries to determine the interval 

and amount taken during the 10 years. As long as all the assets and incomes are distributed by the specified 10-year 

window, some advisors believe the beneficiary could wait to take everything in year 10. 
 

In February 2022, the IRS issued proposed rules (REG–105954–20) to further clarify and limit the flexibility as previ-

ously interpreted for some beneficiaries taking distributions from an inherited IRA. Under the proposed rules, desig-

nated beneficiaries will have a 10-year window to take all the distributions from the inherited IRA. But to what extent 

the beneficiary can defer distributions during the 10-year window depends on whether the IRA’s owner had initiated 

distributions while still alive (beginning no later than the required beginning date). 
 

Generally, if the IRA owner took distributions and died on or after the required beginning date (April 1 following the 

year in which the owner turns 72), the beneficiary still has the full 10-year window to distribute the remaining IRA 

assets and income. However, the beneficiary must take the distributions at a rate that is at least as rapid as the 

schedule that applied to the owner as of the death date. The effect would be to expediate the payment of income 

taxes on the account by the beneficiary. 
 

In contrast, if the owner died without taking distributions before the required beginning date, the beneficiary who 

inherits the IRA can spread the distributions over 10 years or chose to wait and take all the IRA assets and income in 

year 10, deferring the taxation on earnings as long as possible.  
 

The changes proposed by the IRS would be effective for purposes of determining required minimum distributions for 

calendar years beginning on or after Jan. 1, 2022. The IRS has said for the 2021 distribution calendar year, taxpayers 

must apply existing regulations but consider a reasonable, good faith interpretation of the applicable changes made 

by the SECURE Act. 
 

It's possible that the IRS could modify the proposed rules before the guidance becomes final. For now, advisors and 

their beneficiaries should consider waiting to make final decisions about the timing of distributions until after the IRS 

finalizes the proposed regs, likely later this year. 
 

And beneficiaries who are subject to the “at least as rapidly” rule—for example, some children who inherited an IRA 

in which the owner had begun taking distributions before death—would be wise to consider adopting a distribution 

schedule that would satisfy the requirements of the proposed regulations.   
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How different types of investment income are taxed  
 

https://www.raymondjames.com/commentary-and-insights/tax-planning/2022/04/12/ how-different-types-of-investment-income-are-taxed 
 

 

The federal tax system is not exactly straightforward. There are myriad deductions and credits, various tax brackets, 
additional payroll and Medicare surtaxes, and a slew of different categories to help us define our income … for tax 
purposes. 
 

You’d think there’d be only two: regular income and investment income. Regular income would be what you get in 
your paycheck, and investment income would be the money you earn from investments. But even something as 
seemingly simple as investment income has subcategories, each taxed differently from the next. Let’s break it down. 
 

Interest income 
 

There are certificates of deposit and high-yield savings accounts (rare these days), and bonds. Interest income 
becomes part of your regular income and is generally taxed at your marginal rate during the year in which you 
receive it, even if it’s reinvested. This is what gets reported on your 1099-INT forms. 
 

Capital gains 
 

When you sell a security, any positive difference between what you paid and what you earned is called a capital 
gain. If you bought 1,000 shares for example, at $14 each and sold them for $20,000, you’d have a $6,000 gain that 
would be subject to taxes. For most people, securities held over a year (long-term capital gains) will either incur a 
0%, 15% or 20% tax. Short-term capital gains are taxed at your ordinary income tax rate. 
 

Dividends 
 

Dividend income is derived from equities that pay shareholders dividends on a regular basis. Qualified dividends are 
treated to the same preferred rates as long-term capital gains. 
 

Retirement income 
 

Withdrawals from traditional IRAs, 401(k)s or annuities and pension income are typically taxable, while withdrawals 
from Roth IRAs or employer-sponsored plans funded with after-tax contributions are not taxable. But some 
subcategories are trickier. If you make more than $25,000, or $32,000 if married filing jointly, up to 85% of your 
Social Security benefits will be taxed. Income from an immediate annuity is taxed if the annuity was purchased with 
money that has never been taxed, say in an IRA. Interest income from municipal bonds is generally exempt from 
federal taxes, but it could still be subject to state or local income taxes, alternative minimum tax, or partial taxation 
of the income in certain instances. 
 

These examples are merely guidelines. It’s important to remember that taxes aren’t the only thing to consider. Your 
personal tax and financial advisors can help you select appropriate income-generating securities for your needs and 
determine your exact tax liability. 
 

Next steps 
 

As you plan for what taxes you’ll pay on your investments, start by: 

• Understanding the different types of income 

• Considering your entire investment portfolio 

• Asking your advisor about the tax liability for each of your investments 
 

Raymond James does not provide tax services. Please discuss these matters with the appropriate professional. 

MUNICIPAL BOND:  A bond can be thought of as an IOU between an investor and a 
borrower.  The borrower (usually a company or a government) uses the money to 
fund its operations and in turn pays its lender interest at regular, predicable rates 
and intervals.  Bonds are a type of fixed-income security and often preferred by 
those who like the idea of regular income, such as retirees.  A Municipal Bond or 
‘muni’ is a bond  issued by a state, municipality, or country to finance expenditures 

such as the building of highways, bridges, or schools.  Interest earned is often exempt from Federal taxes and in 
some instances, if issued in the city or state where you live, may be exempt from state and local tax as well.   

Legacy Lingo:  
Terms to Learn 
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How Gas Prices Are Determined  

Who controls gas prices in the U.S.? There's no puppeteer, just several factors that combine to pull 
and push on what you pay at the pump. 
 

By:  Jim Patterson  June 23,2022   

https://www.kiplinger.com/personal-finance/604688/how-gas-prices-are-determined 
 

Gasoline prices just keep climbing, with a national average of $4.94 per gallon as of June 22. That probably 
has many frustrated drivers asking "Who controls gas prices?" The short answer is: No one person, company or 
government can really be said to set gas prices. 
But it is possible to break down some of the major factors that go into determining what a gallon of gas sells for. 

Let's take a look. 

Crude Oil 

The Department of Energy has a handy chart that breaks down the major expenses involved in turning crude oil in 

the ground into the refined gas you can put in your car.  The biggest, accounting for a bit more than half the price 

you pay, is the price of crude oil – the raw material from which gas is refined.  Unfortunately, the price of that raw 

material has been on a tear for over a year now, bringing gas prices higher with it. West Texas Intermediate crude 

now trades for about $110 per barrel. A year ago, it was only $65 per barrel. In 2020, during the depths of the 

recession caused by COVID-19, WTI prices briefly turned negative because global oil demand fell so fast that oil 

storage facilities filled up with unwanted oil. Since then, global oil demand has come roaring back, but global oil 

output has been slower to recover from the cuts that OPEC and many energy companies implemented.   

Unfortunately, there's little sign of oil prices dropping much for now, which makes it hard to say when gas prices 

will go down, either. 

Taxes 

The next biggest factor determining gas prices, according to the Department of Energy, is gas taxes – specifically, 

the state, local and federal taxes levied on fuel.  No one loves paying taxes, but they can't be blamed for the recent 

run-up in gas prices. The 18.4-cent-per-gallon federal tax on gas hasn't been increased in about three decades. 

Some states have actually cut or suspended their own gas taxes recently in an attempt to give motorists some relief. 

Sadly, those reductions haven't done anything to keep the average price of gas from hitting new records. 

Other Factors Determining the Price of Gas 

The remaining factors controlling gas prices are a mix of related costs: refining crude into gasoline and other fuels, 

transporting it to stations by pipeline and truck, and marketing it. 

This bucket of costs includes refiners' profits on turning barrels of oil into barrels of gasoline, and these days, those 

profits are soaring. Some refineries closed due to the slump in fuel demand during the pandemic, which means 

bigger profit margins for those that remain, now that demand is strong. 

STAY UP-TO-DATE WHILE ON-THE-GO THIS SUMMER! 

Catch all the latest market news on our website!  

https://www.legacyfp.com/resources 



The foregoing information has been obtained from sources considered to be reliable, but we do not guarantee that it is 
accurate or complete, it is not a statement of all available data necessary for making an investment decision, and it does not 
constitute a recommendation.  Opinions expressed are those of the author and are not necessarily those of Raymond James. 
Investing involves risk and investors may incur a profit or a loss regardless of strategy selected. Prior to making an investment 
decision, please consult with your financial advisor about your individual situation. 
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