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The Federal Reserve and Fed Funds Rate 101

1. The Federal Reserve System ("The Fed")

• What it is: The central bank of the United States.

• The Role: It is the "Mechanic" of the economy. Its dual mandate is to keep the engine running smoothly by 

balancing two things:

• Maximum Employment (Everyone who wants a job can get one).

• Price Stability (Keeping inflation low and predictable, ideally around 2%).

2. The FOMC (Federal Open Market Committee)

• What it is: The specific group of people within the Fed who make the decisions on interest rates. It consists of 12 

members (7 Board of Governors + 5 Reserve Bank Presidents).

• The Role: They meet 8 times a year (about every 6 weeks) to vote on whether to raise, lower, or hold interest rates.

• Impact: When you see news headlines like "The Fed hikes rates," it specifically means the FOMC voted to increase 

the target range.

3. The Federal Funds Rate ("Fed Funds")

• What it is: The interest rate that commercial banks charge each other for overnight loans.

• Why it matters: This is the "Base Rate" for the entire global economy. It is the only rate the Fed controls directly.

• The Domino Effect: 

• Fed lowers Fed Funds Rate → Banks lower Prime Rate → Credit Card/Auto Loan Rates Go Down → Short-term 

Investment Rates (like LGIPs) go Down. 
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The Disconnect or Misnomer – (Borrowing vs. Investing)

1. The Fed Controls the "Short End" (Your Investment Rates)

• When the FOMC lowers the Fed Funds Rate, the interest rate on your 

Local Government Investment Pool (LGIP) or Money Market Fund 

reacts almost immediately.

2. The Market Controls the "Long End" (Your Borrowing Rates)

• The Fed does not set the rate for your 10-year, 20-year or 30-year school 

bond. That rate is set by an interplay between several different macro and 

micro forces.  For Example, on the macro level (U.S. Treasury market, 

inflation, and federal tax law) and on a micro basis investor sentiments, 

supply and demand. 
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The Recent Normal – Deep Economic Shocks (Great Recession & COVID)

 The US Economy has recently experienced two major economic emergencies which has conditioned us to think that 

when the economy slows, rates go to zero.  

Source: Board of Governors of the Federal Reserve System (US) via FRED®

?
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Positive Arbitrage Environment

Source: Bloomberg



© PFM 7

Michigan K-12 Municipal Bond Borrowing Rates - Current

 Update w/ Pricing Group slides from Monday Jan 5
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4th Quarter Michigan K-12 Bond Sale Summary Table

PFM Pricing Group

Source: IPREO, Bloomberg
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Arbitrage Implications & Considerations

Implication: The Small Issuer Exception 

Consideration: Smaller Bond Series – no rebate liability 

vs. larger Bond Series locking in rates now and paying a 

potential arbitrage rebate.  

Implication: Construction Fund Spending Exception

 Consideration: Project Draw Schedule & Allocation of 

Projects Between Series
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Disclosures

A B O U T  P F M

PFM is the marketing name for a group of affiliated companies providing a range of services. All services are provided through 

separate agreements with each company. This material is for general information purposes only and is not intended to provide 

specific advice or a specific recommendation.

Financial advisory services are provided by PFM Financial Advisors LLC, a registered municipal advisor with the Securities and 

Exchange Commission (SEC) and the Municipal Securities Rulemaking Board (MSRB) under the Dodd-Frank Act of 2010. Swap 

advisory services are provided by PFM Swap Advisors LLC which is registered as a municipal advisor with both the MSRB and SEC 

under the Dodd-Frank Act of 2010, and as a commodity trading advisor with the Commodity Futures Trading Commission. Additional 

applicable regulatory information is available upon request.

Consulting services are provided through PFM Group Consulting LLC. PFM’s financial modelling platform for strategic forecasting is 

provided through PFM Solutions LLC.

For more information regarding PFM’s services or entities, please visit www.pfm.com

Special disclaimer regarding the research and forecasts included in today’s presentation: This research and any 
forecasts are based on current public information, as of the date of this presentation (or as of such date as may 
be specified in the presentation), that we consider reliable, but we do not represent it as accurate or complete, 
and it should not be relied on as such. The information, opinions, estimates and forecasts contained herein are 
also as of the date hereof and are subject to change without prior notification.

Case studies are provided for information purposes only and do not constitute specific advice or a 
recommendation. Opinions, results, and data presented are not indicative of future performance. Actual results 
may vary.  Inclusion on this list does not represent endorsement of PFM’s services.
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