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Fed announces start of tapering  
 

At the November meeting, the 

Federal Reserve (Fed) 

announced it would start 

tapering its asset purchases 

this month 

 

 

Inflation remains elevated, 

largely reflecting factors that 

are expected to be transitory. 

The Fed sees inflation 

declining from Q2 or Q3 2022 

 

The labour market has 

recovered enough to warrant 

tapering, but there remains 

some ground to cover to reach 

maximum employment and the 

Fed will be patient regarding 

rate rises 

  

Our views 
 

With the economy in an 

expansion phase and the 

Fed now tapering, yields 

have the potential to rise 

further  

 

The potential for higher 

yields means we are also 

selective in our exposure to 

risk assets 

 
 
 
 

Taper time 

At its November meeting, the Federal Open Market Committee (FOMC) of the US Federal 

Reserve (Fed) left the target range for the federal funds rate at 0.00-0.25%. The Fed maintained 

its guidance on the policy rate, saying it expects to leave the target range at 0.00-0.25% until 

conditions are consistent with “maximum employment, and inflation has risen to 2% and is on 

track to moderately exceed 2% for some time”. 

More importantly, however, the FOMC announced that it would begin reducing asset purchases 

this month. The Fed will cut purchases of US Treasuries (USTs) by USD 10bn per month from 

its current USD 80bn pace, starting in November. Purchases of mortgage-backed securities 

(MBS) will be lowered by USD 5bn per month from the current USD 40bn pace. Hence, if the 

Fed sticks to the plan it has set out, purchases will end around the middle of 2022, consistent 

with the timeline suggested by Chair Powell in the press conference following the September 

policy meeting. However, this month’s statement also notes that the Committee “is prepared to 

adjust the pace of purchases if warranted by changes in the economic outlook”. 

Uncertainty around inflation 

The FOMC made some subtle changes to the description of current economic conditions and 

the outlook. Importantly, inflation was described as “elevated, largely reflecting factors that are 

expected to be transitory”. In September, high inflation was seen as “largely reflecting transitory 

factors”. In the press conference, Chair Powell highlighted the inclusion of “expected to be” this 

month indicated uncertainty on behalf of the Fed regarding the outlook for inflation. 

Furthermore, Chair Powell used the press conference to clarify what the FOMC means by 

“transitory”, saying it implies inflation will not remain elevated on a permanent or persistent 

basis, rather than implying high inflation will be short-lived. In line with this, he noted that the 

Fed expects some of the factors that are currently boosting inflation, such as supply chain 

problems, to persist well into 2022. Nonetheless, the FOMC still sees inflation declining from Q2 

or Q3 2022. 

Chair Powell also emphasised that while inflation is well above target and there had been 

enough of an improvement in the labour market to warrant the tapering of asset purchases, 

there is still “some ground to cover” to reach maximum employment. He added that this means 

the Fed thinks it can be “patient” regarding the timing of policy rate lift-off. However, he also 

suggested that it was “within the realm of possibility” that maximum employment could be 

achieved in H2 2022.     

In terms of the growth outlook, the Fed views the path of the economy as now depending not 

only on “the course of the virus” and “progress on vaccinations” but also on “easing of supply 

constraints”, which should “support continued gains in economic activity and employment as 

well as a reduction in inflation”. Chair Powell, confirmed the FOMC sees growth picking up from 

Q4 this year following Q3’s relatively soft reading.   

Macro and investment implications 

At the time of writing, the market reaction to the Fed’s announcement was relatively muted. 

Two-year Treasury yields were around 2bp higher while ten-year yields were up 5-6bp, implying 

a modest steepening of the curve. Looking ahead, yields have the potential to rise further as the 

economy heals and the Fed gradually removes policy accommodation, first by running down 

asset purchases and then by raising the policy rate later in 2022 or early in 2023. 

With US inflation expectations having already risen substantially since the start of the year, the 

upside to nominal Treasury yields is more likely to arise from the real, inflation-adjusted, 

component. At close to -100bp, this “real” yield is well below perceived equilibrium levels and 

will be hard to sustain as monetary policy is tightened.  

The potential for higher bond yields suggests a cautious and selective approach to risk assets is 

sensible given the current subdued level of expected returns following a strong year-to-date 

performance. Value and cyclical factors have the space to perform, but upside surprises to 

growth are more limited at this stage of the cycle. 
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