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The 2016 year was truly one for the record books.
It began with the first Fed increase in over a decade
and was swept out in the same fashion. Meanwhile, the
world was witness to some of the largest geopolitical
disturbances in recent history. U.S.-Russian relations
continued their downward spiral, England voted to leave
the European Union and the U.S. witnessed one of the
greatest political upsets in modern history - to highlight
a few. However, with this disorder and uncertainty,
Main Street America continued to chug along at a pace
worthy of a year-end rate increase. Furthermore, the
Federal Open Market Committee (“FOMC”) suggested
the possibility of an additional three increases over the
course of 2017.

The Fed’s first increase in December 2015 was
not a surprise; however, it was not reflected in the
market until just prior to the rate increase. Throughout
2015, the FOMC continually discussed the desire and
need to increase rates, yet the economy did not show
consistent signs of stable footing that could withstand
an increase. The result was a “wait-and-see” approach,
which was reflected throughout the markets.

Throughout 2016, the economy maintained
consistency, providing the Fed confirmation that
another rate increase may be in order. The markets began
to plan for an increase, but the big question remained:
to what degree? In the late summer, the expectation of
a rate increase gained momentum throughout markets
as short-term fixed income options began to see upward
pricing well in advance of the eventual Fed movement.

Although both rate increases were similar by
timing and value, the anticipation and short-term
deposit pricing results were drastically different. During
the pre and post increase in 2015, large regional and
money center institutions reacted with apathy. These
institutions did not move in advance of the Fed increase
and were essentially the last ones to respond; which
traditionally has not been the case. During this time,
institutional depositors saw larger community banks
and credit unions fill a void by offering market-based
rates to attract and maintain institutional depositors.

On the contrary, with the latest 2016 rate
increase, large regional and money center institutions
began to respond in a more traditional way in advance
of the Fed movement, but still not to the pre-crisis levels.
Whereas larger community banks and credit unions
continued the market-based approach.

The Fed is motivated to continue normalizing
rates throughout 2017 in order to retool for the later
stages of this economic cycle. If the Fed does move
in a more predictable fashion over the course of this
year, larger regional and money center institutions will
likely migrate back to a market-based pricing model;
narrowing the competitive edge community banks and
credit unions have experienced over the past couple of
years.
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