
	
	

 

Fed Says ‘Soon to Be Appropriate’ to Raise Interest Rates 

The expected move signals the end of an era of cheap money. 

By Tim Smart 
Jan. 26, 2022. 
	
	
The Federal Reserve on Wednesday laid the path for raising interest rates as early as 
March, beginning a tightening of monetary policy that aims to curb runaway inflation 
brought on by the coronavirus pandemic and massive stimulus from Washington. 
 
The central bank did not specify when it would hike the federal funds rate or by how 
much, other than to say it would “soon be appropriate” to raise its target rate. It did say it 
would continue to trim its purchases of securities, which it previously had indicated 
would end in March. The Fed’s monetary policy committee next meets in March. 

“The economy no longer needs sustained high levels of monetary support,” Fed 
Chairman Jerome Powell said in a press conference after the announcement. 

Powell has been playing footsie with the markets of late, signaling since November that 
rates would have to increase to get a handle on consumer prices that have been increasing 
at a 7% annual rate. 

Nonetheless, stocks have been on a roller coaster this week ahead of the Fed’s meeting, 
falling as much as 1,000 points and then recovering. Early Wednesday, the Dow Jones 
Industrial Average opened up more than 200 points on better-than-expected earnings 
from Microsoft. After the 2 p.m. announcement, that rally extended to more than 400 
points. 

“The Fed has done everything but bash investors over the head with a sledgehammer to 
warn them that rate hikes are coming,” economist Joel Naroff wrote Tuesday. 

The central bank has already curtailed its aggressive purchases of Treasuries and 
mortgage-backed bonds, which it undertook at the start of the pandemic. And it has 
openly discussed reducing the $9 trillion it holds on its balance sheet, perhaps by 
choosing not to replace expiring bonds. 

At his press conference, Powell said any reductions to the Fed’s balance sheet would 
begin after rate hikes start and would have the goal of leaving the central bank holding 
mostly Treasuries and then in amounts necessary only to support its normal operations.  

 



 

 

In other words, it will be reducing its assets to levels that do not include the kind of 
extraordinary support it provided to the economy during the pandemic. 

But there are signs the economy is beginning to cool of its own volition. The rise in home 
prices has abated, albeit only a tad, while monthly job growth numbers have been falling 
– although still at a rate that in normal times would be considered good. The tight labor 
market, along with supply chains that remain disrupted and a bout of winter storms, have 
led to empty store shelves and chaotic travel. 

Then there is angst over moves by Russian President Vladimir Putin and Chinese 
President Xi Jinping to reassert authority over Ukraine and Hong Kong. 

But Americans’ No. 1 worry remains inflation. And with most economists fearing the 
Fed is already behind the curve, Wednesday’s moves are likely to be just the beginning of 
a challenging period for the economy and the markets. 

“Back in the ’70s, everyone thought that inflation’s spike would be transitory, that it was 
a one-off deal caused by an OPEC oil embargo,” says Don Ellenberger, senior portfolio 
manager at Federated Hermes. “But that’s because people were used to low inflation in 
the ’50s and ’60s. 

“Because we’re so conditioned to inflation always being low, there’s a risk we’re falling 
into that same mental trap today,” he warns. “But eventually, just as in the ’70s, investors 
and the public could start seeing the world differently, as a place with inflation in it.” 

For the Fed, it is a delicate balancing act that Bernard Baumohl, chief global economist 
The Economic Outlook Group, describes as, “How do you tamp down inflation without 
inadvertently pushing the economy off the cliff?” 

With Wednesday’s announcement, the economy and the markets are about to find out. 

 

### 

	


