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Managing a change in the 
direction of monetary policy 
is very difficult, more so when 
turning hawkish. If the Fed 
moves too slowly, the economy 
has to deal with the severe 
consequences of high inflation 
for too long. 
Move too quickly, and there is a risk of 
putting the economy into a recession. Powell 
is attempting to navigate a “soft landing,” 
which occurs when the Fed raises interest 
rates enough to bring down high inflation by 
slowing economic growth but not enough 
to put the economy into a recession (a “hard 
landing”). 

With the consumer price index at 8.5% 
(chart one), well above the Fed’s target rate 
of 2.0%, the Fed is strongly committed to 
taking steps that will reduce inflation. For 
shorter-term interest rates, the Fed plans to 
raise the federal funds rate to 1.9% by year-
end, higher than the level it was before the 
pandemic started (chart two). For longer-
term interest rates, the Fed plans to reduce 
the size of its bond holdings. During the 
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CHART 1: Consumer Price Index
% change, y-o-y, seasonally adjusted

Source: Bureau of Labor Statistics, March 2022.
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CHART 2: Fed Funds and Neutral Fed Funds (%)

Source: Federal Reserve, March 2022.
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CHART 3: Fed Balance Sheet
$, trillions, not seasonally adjusted

Source: Federal Reserve, March 2022.

CHART 4: Median Federal Funds Rate (%)

Source: Federal Reserve, March 2022.

pandemic and aftermath, the Fed aggressively 
bought Treasury securities and mortgage 
bonds to help drive down intermediate- and 
longer-term interest rates. They amassed 
almost $4.5 trillion in bonds (chart three). 
It worked; interest rates came down, and 
households could refinance debt at a lower 
level, providing a higher level of cash flow 
that could be used for spending, which drove 
economic growth. That is no longer needed, 
so the Fed will allow some of those bonds 
to mature each month, which will help put 
upward pressure on longer-term interest 
rates.

Powell recently cautioned that “monetary 
policy is a blunt instrument not capable of 
surgical precision.” Nevertheless, he also 
stated that the Fed managed soft landings in 
1965, 1985 and 1994. Most economists think 
the Fed was on track for achieving a fourth 
soft landing ahead of the pandemic (chart 
four, data only goes back to 1971).
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 C O N S U M E R    
 S P E N D I N G

The pace of growth in household 

spending has slowed in recent 

months, which is helping to bring the 

economy back into balance.4

         H O U S I N G

A combination of higher home prices 

and rising mortgage rates is causing 

mortgage payments to move significantly 

upward.3

I N F L A T I O N

The CPI hit a 40-yr high of 8.5% y-o-y 

but is expected to start declining over 

the course of this year.1

T H E  F E D

The Fed plans to push up short- and 

longer-term interest rates in an effort 

to slow the economy and inflation.2

Market Trends

US equity markets have rebounded approximately 6.5% from March lows, climbing several walls 
of worry, including the ongoing war in Ukraine, higher inflationary pressures and an increasingly 
more aggressive Fed. Given positive fundamentals, we continue to see scope for modest gains 
over the next 12 months. However, we expect markets will remain volatile as investors attempt 
to navigate a more balanced landscape of risks, and further pullbacks ahead are possible until 
the uncertainty surrounding these key concerns subsides.

  S E R V I C E 
  S E C T O R

With receding cases of Omicron and 

workers returning to the office, demand 

for services, like restaurants, is picking 

up.5

L A B O R

Payroll growth continues to grow at a 

rapid pace, which is being supported 

by more people reentering the labor 

force.1



T H E  B O T T O M  L I N E  |  A P R I L  2 0 2 2  PAGE 4

Beverly Hills  |  New York  |  800-245-9888  |  cnr.com

Index Definitions

CPI: The Consumer Price Index (CPI) is a measure that examines the weighted average of prices of a basket of consumer goods and services, such as 
transportation, food, and medical care.

Important Disclosures

The information presented does not involve the rendering of personalized investment, financial, legal or tax advice. This presentation is not an offer to 
buy or sell, or a solicitation of any offer to buy or sell, any of the securities mentioned herein.

Certain statements contained herein may constitute projections, forecasts, and other forward-looking statements, which do not reflect actual results 
and are based primarily upon a hypothetical set of assumptions applied to certain historical financial information. Certain information has been pro-
vided by third-party sources, and although believed to be reliable, it has not been independently verified, and its accuracy or completeness cannot 
be guaranteed.

Any opinions, projections, forecasts, and forward-looking statements presented herein are valid as of the date of this document and are subject to 
change.

There are inherent risks with equity investing. These include, but are not limited to, stock market, manager, or investment style risks. Stock markets 
tend to move in cycles, with periods of rising prices and periods of falling prices.

Investing in international markets carries risks, such as currency fluctuation, regulatory risks, and economic and political instability.

There are inherent risks with fixed income investing. These may include, but are not limited to, interest rate, call, credit, market, inflation, govern-
ment policy, liquidity, or junk bond risks. When interest rates rise, bond prices fall. This risk is heightened with investments in longer-duration fixed 
income securities and during periods when prevailing interest rates are low or negative.

Investing involves risk, including the loss of principal.

As with any investment strategy, there is no guarantee that investment objectives will be met, and investors may lose money. Past performance is no 
guarantee of future performance.

Non-deposit investment products are not FDIC insured, are not bank guaranteed, and may lose value.
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