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Interest Rates at Historic Lows – Enjoy It While It Lasts 

 

Money is cheap as interest rates are at historic lows.  Companies are taking advantage by raising 

cheap capital, consumers are buying homes, cars and other big ticket items with access to cheap 

credit and investors spurn low interest bearing fixed income investments for riskier investments 

like equities, real estate and commodities.    

 

However, the underlying problem of easy money is that inflation is likely to persist longer than 

what Federal Reserve officials have been predicting. While the focus of inflation has been on the 

well-publicized global supply chain issues, there has been less discussion around central bank 

monetary policies impact on inflation. Additionally, cheap money may lead to asset bubbles in 

everything ranging from real estate to equity markets.   

 

The economy has been riding around with training wheels for some time now, and policy makers 

are about to take off the training wheels. Because of improving economic conditions and 

potential for persistent inflation, the Federal Reserve is now more likely to begin raising the Fed 

Funds Rate in 2022.  Raising this key interest rate has an impact on short term interest rates, 

which impacts certain borrowing costs. Additionally, the Fed is about to begin tapering its bond 

buying strategy that commenced in February 2020 and has resulted in the doubling balance sheet 

of securities to $8.5 trillion (Barron’s 11/21). The strategy of buying bonds on the open market 

was designed to help reduce longer term interest rates which, in turn, also have an impact on 

borrowing rates such as home mortgages. The tapering, and at some point ceasing, of these 

purchases may result in a reversal of interest rate declines.    

 

What do we expect going forward into 2022?   

 Strong economic growth should continue, albeit at a slowing pace.  Economic growth 

should bolster corporate earnings. 

 Global supply chain challenges, along with labor shortages pressuring wages higher, 

should continue to pressure inflation higher, albeit also at a slowing pace. 

 Interest rates could begin to rise as a result of economic growth and inflationary 

pressures. 

 After a minimal decline in the federal budget deficit from 2020, Congressional 

Budget Office (CBO) is projecting a significant decline (60%) in 2022 as tax 

revenues continue to increase and pandemic associated spending wanes.   

 While rising corporate earnings should continue to support stock valuations, rising 

yields for fixed income investments such as bonds and CD’s may begin to attract 

investor attention and reduce appetite for riskier investments such as equities.   

 

 

Investment and Insurance Products are:  

• Not Insured by the FDIC or Any Federal Government Agency  

• Not a Deposit or Other Obligation of, or Guaranteed by, the Bank or Any Bank Affiliate  

• Subject to Investment Risks, Including Possible Loss of the Principal Amount Invested  
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While there are many factors influencing the direction of the stock and bond markets, we believe 

interest rates should continue to be a driver.  Attached is a detailed outlook for 2022 Outlook 

from Wells Fargo Investment Institute – we always find Darrell Cronk and his team to be very 

insightful.  As always, it’s critical for investors to regularly review their investment strategy and 

rebalance portfolio allocations accordingly. As we head into the New Year, please contact any of 

us to schedule a comprehensive review, especially if it has been a year since we last met.  While 

Zoom has, and continues to be, a great option for us to meet, our local offices are now open for 

in person meetings as long as all parties are Covid-19 vaccinated.  We hope you and your 

families have a very safe and happy holiday season! 
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 The opinions expressed her reflect the judgment of the author as of the date of the report and are subject to change without 

notice.  Statistical information has been obtained from sources believe to be reliable, but its accuracy and completeness are not 

guaranteed.  The material has been prepared or is distributed solely for information purposes and is not a solicitation or an 

offer to buy any security or instrument or to participate in any trading strategy. Additional information is available upon 

request.  Past performance is not a guarantee of future results. 

 Wells Fargo Advisors is not a tax or legal advisor.   You should consult your tax advisor or accountant for more details 

regarding your specific circumstances before taking any action. 
 Stocks offer long-term growth potential, but may fluctuate more and provide less current income than other investments. An 

investment in the stock market should be made with an understanding of the risks associated with common stocks, including 

market fluctuations. 

 Investments in fixed-income securities are subject to market, interest rate, credit and other risks. Bond prices fluctuate 

inversely to changes in interest rates. Therefore, a general rise in interest rates can cause a bond’s price to fall. Credit risk is the 

risk that an issuer will default on payments of interest and/or principal. This risk is heightened in lower rated bonds. If sold 

prior to maturity, fixed income securities are subject to market risk. All fixed income investments may be worth less than their 

original cost upon redemption 

 Wells Fargo Investment Institute, Inc. is a registered investment adviser and wholly-owned subsidiary of Wells Fargo Bank, 

N.A., a bank affiliate of Wells Fargo and Company.   

Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC, Member SIPC, a registered broker-dealer and 
non-bank affiliate of Wells Fargo & Company. 
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