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For all the hoopla about the Federal Reserve (Fed) raising short term rates, policy makers may be missing the best
opportunity since the Great Financial Crisis to "normalize” monetary policy.

In the wake of the housing bubble collapse, the Fed had little choice but to flood the financial system with cash, which
resulted in short-term rates plunging to zero. Appropriately, central banks around the world followed Economist Editor
Walter Bagehot's famous dictum in his 1873 book Lombard Street that in times of crisis they should undertake to lend
liberally. In other words, the Fed left no room for doubt that it would provide sufficient credit to avoid systemic
financial collapse, which it had failed to do in the late 1920s and early 1930s in the wake of the 1929 stock market

crash.

The surfeit of liquidity provided by the Fed through numerous financing schemes and quantitative easing (QE)

ultimately stabilized the financial system and supported a slow recovery until the COVID Pandemic of 2020.
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