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The Impact of the Fed's Monetary Policy Tightening on Financial Market Liquidity
LU Xiaoming'?
(1.Bank of China, New York Branch;2.China International Finance Society)

Abstract The Fed entered the current monetary policy tightening cycle in March 2022 with interest rate hikes
that were followed by a shrinking of its balance sheet (Quantitative Tightening, or QT) in June of the same year. At
present, the end of the rate hike cycle is near, but QT will continue. There is a great deal of uncertainty about the
impact of monetary policy tightening, especially QT, on financial market liquidity. The Fed and market participants
have a limited understanding of the potential impact, however. The previous round of monetary policy tightening
began in 2015 and continued through 2019. The liquidity crisis that erupted in September 2019 provides a valuable
reference for the current tightening cycle. This report analyzes the causes, impacts and lessons learned. It also
compares the characteristics of the two rounds of monetary policy tightening and establishes a set of indicators with
critical benchmarks to evaluate and measure market liquidity. It also makes predictions of likely future trends as well.
Keywords Policy Tightening,the Fed Balance Sheet, Bank Reserves
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