Fed hikes crush business confidence
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Federal Reserve Chair Jerome Powell is expected to pause his yearlong campaign of jacking up interest rates to curb inflation, offering a reprieve to consumers and businesses. But for many Americans, the pain from the Fed’s efforts to squeeze borrowing costs may only be beginning. Wall Street investors, who until just weeks ago were betting that Powell would start cutting rates in the coming months, are now expecting the Fed to keep costs high through at least the rest of the year, as both the job market and inflation have stayed stronger than expected. While the resilient economy has offered President Joe Biden a key talking point for his reelection, the prospect that high rates will continue to weigh on indebted households and firms as the race heats up could undercut his message of optimism. It could also shake public confidence by triggering the demise of more banks or other vulnerable businesses as the year wears on. “Keeping rates at these levels will pull more skeletons out of the closet,” said Laura Rosner-Warburton, a senior official at MacroPolicy Perspectives and a former staffer at the New York Fed. On the one hand, the central bank’s cautious approach increases the odds that the economy could slow gradually rather than sharply drop into recession — pulling off a so-called soft landing that would be a boon to Biden’s chances. But it also underscores how confounding the economy has been for central bank policymakers.
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