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The powerful US Federal Reserve is poised to raise interest rates 
from the current 0.25 to 0.5 per cent range to 0.5 to 0.75 per cent 
in mid-June. Here is a quick explainer. – BY CAI HAOXIANG
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What are interest rates?
Interest rates in this case refer to the Federal Funds Rate, a rate that 
controls the appetite of banks to lend in the US. This rate also affects how 
other interest rates are set, such as mortgage rates and bond yields. US 
rates also influence rates around the world, including in Singapore.

Why must rates go up now?
The US economy is improving. The Fed is tasked with ensuring prices do not 
move up too fast when the economy becomes overheated. Higher rates can 
intentionally slow down the economy. But higher rates take effect with a lag. 
Thus the Fed has to predict when the economy is likely to become 
overheated, and adjust rates ahead of time.

Also, the world has been stuck in a zero interest rate environment in recent 
years. Observers are arguing that this situation is not ideal for the global 
economy. For example, consumers might not be spending because they 
cannot get much return on their savings or investments.

What have rates been like?
They have been near-zero since end-2008.

What does it mean for me if rates go up?
It will be more attractive to save as bank deposit rates go up.

But borrowing costs will go up. As a result, property prices might fall if 
buyers cannot easily fund their purchases.

What bad things will happen if rates go up?
Raising rates too early can kill an economic recovery.

As money gets attracted to higher yields in the US, there will also be 
outflows from emerging markets. This refers to investors selling emerging 
market assets and buying US assets. Lower emerging market asset prices 
will dampen economic sentiment in the region around Singapore.
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