The Fed, interest rates and your investments

In 2006the FederalReserveBoard continued its carefulwatchof federalfund ratesin hopes
of keepinginflation in check.Thefederal funds rates is theinterestthat bankspay eachother
whenborrowingfederalmoneyfor shortperiods.This rateis importantbecauséy increasing
or decreasinghe rate, the FedcanimpactNover timeNpractically everyotherinterestrate
chargedby U.S. banks.

About the Fed

The FederaReserveBoardis the U.S. equivalentof a centralbank. It wasfoundedby
Congressn 1913to providethe nationwith a safer,moreflexible, and morestablemonetary
and financialsystem.

The FedQdutiesfall into four generalareasy1) conductingthe nationOsonetary
policy; (2) supervisingandregulatingbankinginstitutionsand protectingthe credit rights of
consumers(3) maintainingthe stability of the financial system;and (4) providingcertain
financial servicesto the U.S. governmentthe public, financial institutionsandforeign
official institutions.

More specifically, the FedOsandates Otopromotesustainablegrowth, high levels
of employmentstability of pricesto help preservethe purchasingoower of thedollar, and
moderatdong-terminterestrates.O

The FederaDpenMarket Committee(FOMC) is the policy-settingarm of the Fed.
Typically, the FOMC meetseighttimesayear.lt is at thesemeetingsthat the decisionsare
madeasto how monetarypolicy shouldbe implemented.

The impact of interest rates on the markets

In recentyearsinflation hasremainedn check.But economistsare on both sidesof thefence
as towhetherit will continueto do so.Whatis certainis thatinvestorsandsoon-to-beretirees
will wantto do somelong-rangeplanningwith higherinterestratesin mind.

Typically, a healthystockmarketrelieson anenvironmentf low interestrates,low
inflation anda growingeconomy.Investorsfear interestrate hikeson the theorythathigher
rateswill slow the economy hurt corporateprofits anddrive stock pricesdown.

A rise in interestrateshasa moredirectimpacton bondprices.As interestrates
changethe marketvalue of existingbondschangesaswell, butin the oppositedirection.
Wheninterestratesgo up, existingbondvaluesgo down. Whenratesdrop, existingbond
valuesgo up.



Result:The higherbondyields thatresultfrom arisein interestratesoftenlead
investorsto abandorthe stockmarketin favor of thebondmarket,wherethey canreceive
potentially higherreturns.

Steps to consider

As is often said,pastperformanceas not anindicator of future results.Still, history may serve
as a guidevhentrying to developa strategyto protecta portfolio or retirementplan account
from the marketdeclinesthat areassociatedvith rising interestrates.

Fromthatperspectiveaccordingto anarticle in Forbes, large-andmid-cap
companieshavefaredbetterthansmall caps,andthe growth style of investingappeargo
havean advantagever the valuestyle. Informationtechnologyand healthcarestockshave
faredwell, while telecommunicationsind utilities havenot. And companieswith low debt
havea competitiveadvantageover thosethat may havethe needto borrow at a highercost.

In a risinginterestrate environmentjnvestorsshouldavoid gettinglockedinto low
ratesof returnon long-terminvestments Short-andintermediate-ternrbondsandbondfunds
may beworth considering.

Shoulda greateportion of a portfolio or retirementplan accountbe allocatedto cash
equivalentsWhenratesrise, the moreliquid investmentghatyou own, the lessthatyou will
needto borrow for substantiapurchasest the higherrates.

Thereis a downsideo this strategy however.Rising interestratesusually are
accompaniedby rising inflation. Therefore,if aninvestorhasa long-termhorizon,cash
investmentsarelikely to haveadifficult time keepingpacewith inflation.

Let us help you plan

Our investmentmanagemenspecialistsdevotemuchtime andthoughtto helpingour clients
takesensiblestepsto offsetthe effectsof inflation. Whetheryou arebuilding assetdor the
future or investingto maintainyour currentstandardf living, we will begladto putour
experienceandknowledgeto work for you.
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