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The market’s focus on Federal Reserve policy remains unchanged as stubbornly high 

inflation forces the Fed to raise interest rates and shrink its balance sheet. The Fed’s 

aggressive tightening actions are increasing market volatility and causing stock and 

bond prices to trade lower. The S&P 500 is now in a bear market, which is defined as 

a -20% decline from recent highs, and interest rates are rising to multi-year highs.  The 

2-year Treasury yield recently rose to its highest level since 2007 as investors bet 40-

year high inflation will push the Fed to be more aggressive.  

How does this tightening cycle compare to prior cycles? The most notable difference 

is the speed and size of the interest rate increases. Figure 1 compares the current 

cycle’s fed funds rate path against the last five cycles. Factoring in the +0.75% increase 

at this week’s June meeting, the Fed has raised interest rates +1.50% since the first 

increase in March. Investors expect the Fed to return to its +0.50% pace at the July 

meeting, which would make 2022 the fastest +2.00% increase compared to the last 

five cycles. The Fed is expected to keep raising interest rates at its meetings later this 

year, although the amount of the increases remains an open question. 

The chart shows the current Fed tightening cycle has more in common with the 1988 

and 1994 cycles than post-2000 cycles. It’s a market environment investors haven’t 

experienced in a long time. The Fed’s aggressive actions are driven by widespread 

price pressures across food, energy, housing, airfares, vehicles, etc. There are 

concerns high inflation could become entrenched, as well as significant uncertainty 

about how high and fast the Fed will need to raise interest rates to contain inflation. 

This raises a particularly concerning risk – persistently high inflation could provoke the 

Fed to tighten too much and negatively impact economic growth. The result is a 

market trying to navigate uncharted waters.

 

FIGURE 1 – Comparing Fed Funds Rate Movement Across Tightening Cycles

Source: MarketDesk, Federal Reserve
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Riverbend Investment Management (“Riverbend”) is a registered investment advisor offering advisory services in registered states 
and in other jurisdictions where exempted. Registration does not imply a certain level of skill or training. 

This communication is for informational purposes only and is not intended as tax, accounting, or legal advice, as an offer or 
solicitation of an offer to buy or sell, or as an endorsement of any company, security, fund, or other securities or non-securities 
offering. This communication should not be relied upon as the sole factor in an investment making decision. 

Past performance is no indication of future results. Investment in securities involves significant risk and has the potential for partial 
or complete loss of funds invested. It should not be assumed that any recommendations made will be profitable or equal the 
performance noted in this publication. 

The information herein is provided “AS IS” and without warranties of any kind either express or implied. To the fullest extent 
permissible pursuant to applicable laws, Riverbend Investment Management LLC (referred to as “Riverbend”) disclaims all 
warranties, express or implied, including, but not limited to, implied warranties of merchantability, non-infringement, and suitability 
for a particular purpose. 

All opinions and estimates constitute Riverbend’s judgement as of the date of this communication and are subject to change without 
notice. Riverbend does not warrant that the information will be free from error. The information should not be relied upon for 
purposes of transacting securities or other investments. Your use of the information is at your sole risk. Under no circumstances 
shall Riverbend be liable for any direct, indirect, special, or consequential damages that result from the use of, or the inability to use, 
the information provided herein, even if Riverbend or a Riverbend authorized representative has been advised of the possibility of 
such damages. Information contained herein should not be considered a solicitation to buy, an offer to sell, or a recommendation of 
any security in any jurisdiction where such offer, solicitation, or recommendation would be unlawful or unauthorized. 
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