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In his speech at the August 27, 2021 Jackson Hole symposium, Jerome Powell (Chairman of the Federal
Reserve) stated, “if the economy evolved broadly as anticipated, it could be appropriate to start
reducing the pace of asset purchases this year.” Shortly thereafter, investment strategists and
economists across the country began to converge on the idea that the Fed is likely to preannounce the
timing of its plans for bond tapering at their November 2021 meeting and then begin to implement this
plan in December. With less than 4 months left, this begs the question, how should investors prepare
for tapering?
A BRIEF HISTORY OF TAPERING

In response to the economic impact of COVID-19, on March 15, 2020, the Federal Reserve cut interest
rates to 0% and restarted its large-scale asset purchase program, more colloquially known as
Quantitative Easing. At its current pace, the Federal Reserve purchases $80 billion of US Treasury
securities and $40 billion of mortgage-backed securities every month. As the economy has begun to
recover, Federal Reserve officials have begun to discuss the timing as to when they will begin to
slowdown – or taper – the pace of these monthly purchases. We believe the Fed will reduce the rate of
its purchases by $15 Billion per month, beginning in December, culminating in a growth rate of $0 per
month by July 2021.

Source: Collective Family Office. Assumes rate of reduction of $15 billion per month beginning in December of 2020.
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THE IMPACT OF QUANTITATIVE EASING

Quantitative Easing – or QE – has proven to be a successful tool of the Federal Reserve in lowering longterm interest rates, and thus supporting the economy, by making it cheaper for businesses and
consumers to borrow money. Through their purchases of US Treasury and mortgage-backed securities,
the Fed drives up demand (prices) for these bonds, thereby lowering the cost (interest rate) necessary
for the Federal Government and Consumer to borrow. As a result, the Federal Government was able to
fund its fiscal stimulus programs, consumers were able to purchase homes and cars, and businesses
were able to fund capital equipment, expand their labor force, and refinance existing debt.
TAKING YOUR FOOT OFF OF THE GAS

This then begs the question – when the Fed begins to taper, will that not reverse economic growth?
Before you get concerned that tapering will lead to rising interest rates – which it inevitably will – it is
important to understand that given our forecasted pace of tapering, the Fed will continue to increase its
balance sheet through July of 2022. This can best be understood by thinking about the impact of a
driver taking their foot off the gas pedal. Their car will continue to move forward, albeit at a slower
speed compared to when their foot pressed completely down on the pedal. Eventually though, their car
will come to a complete stop. We expect the Fed’s Balance sheet will stop growing in a meaningful way
around July of 2022. This will restrain any upward pressure on long-term interest rates for at least the
next 11 months.
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Source: Collective Family Office, Board of Governors of the Federal Reserve System (US), Assets: Total Assets: Total Assets (Less Eliminations
from Consolidation): Wednesday Level [WALCL], retrieved from FRED, Federal Reserve Bank of St. Louis; ttps://fred.stlouisfed.org/series/WALCL,
September 9, 2021.
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WHAT ABOUT SHORT-TERM INTEREST RATES?

Once the Fed has ceased its asset purchases, it will be in a better position to begin to raise short-term
interest rates from their current level of 0-0.25%. We expect this first interest rate hike to occur in the
fourth quarter of 2022, likely in December of 2022. We would then expect an additional four interest
rate hikes throughout 2023.
INVESTMENT IMPLICATIONS

Yet even with the likelihood of short-term interest rates rising to 0.5% by December 2022, and 1.5% by
the end of 2023, equity markets are expected to remain beneficiaries of current and future fiscal
stimulus throughout that time. In fact, House Speaker Nancy Pelosi has promised to vote on the $1
Trillion infrastructure package by September 27, and the market expects a Reconciliation package of
$2.5-$3.5 trillion to pass around the same time. When considering that aggregate household savings is
$645 billion above pre-COVID levels1, and money market funds are over $400 billion above prepandemic levels2, there remains a massive amount of liquidity chasing too few investments.
Money Market Funds

Personal Savings

Source: Collective Family Office. U.S. Bureau of Economic Analysis, Personal Saving [PMSAVE], retrieved from FRED, Federal Reserve Bank of St.
Louis, September 9, 2021. Board of Governors of the Federal Reserve System (US), Money Market Funds; Total Financial Assets, Transactions
[MMMFTAQ027S], retrieved from FRED, Federal Reserve Bank of St. Louis, September 9, 2021.

Given current valuations, the service sector economic recovery, and a continued commitment from the
federal government to spend money to support growth when businesses and households falter, we
continue to favor value over growth, small cap over large cap, and international over domestic equities
based on valuations and fundamentals, as these asset classes are likely to be the strongest beneficiaries
of the service sector recovery. Given the nature of our anticipated drivers of equity performance, we
expect heightened global equity market volatility, and suggest investors consider incorporating hedging
strategies into their equity allocations when available and appropriate.
Fixed income investors are expected to benefit from maintaining short duration in their investment
portfolios and seeking out alternative sources of income by incorporating preferred stocks, high yield
bonds, emerging market debt, private debt, and other similar strategies into their portfolios.

1

U.S. Bureau of Economic Analysis, Personal Saving [PMSAVE], retrieved from FRED, Federal Reserve Bank of St. Louis, September 9, 2021.
Comparing 4Q2019 to 2Q2021.
2
Board of Governors of the Federal Reserve System (US), Money Market Funds; Total Financial Assets, Transactions [MMMFTAQ027S], retrieved
from FRED, Federal Reserve Bank of St. Louis, September 9, 2021. Comparing 4Q2019 to 2Q2021.
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IN CONCLUSION

Tapering is simply the pulling back of monetary stimulus. It does not decouple us from global interest
rates (yields are low everywhere – in fact, there are over $16 trillion in negative yielding sovereign
bonds outstanding) nor does it take away from demand for goods and services associated with the post
COVID economic reopening (businesses need to restock inventories and reinvest in Capital Ex). What it
does tell us is that bonds, with their already unattractively low yields, may begin to face capital
compression as demand for Treasuries and mortgage-backed securities by the Federal Reserve wanes,
causing interest rates to begin their ascent. As such, we expect investors will be best served by
maintaining an overweight to equities over fixed income and keeping the duration of their bond
portfolios short.
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GENERAL DISCLAIMER
Collective Family Office, LLC is registered as an investment adviser with the SEC and only conducts business in states where it is
properly registered or is excluded from registration requirements. Registration is not an endorsement of the firm by securities
regulators and does not mean the adviser has achieved a specific level of skill or ability.
Information presented is believed to be current. It should not be viewed as personalized investment advice. All expressions of
opinion reflect the judgment of the presenter on the date of the presentation and may change in response to market
conditions. You should consult with a professional advisor before implementing any strategies discussed.
Content should not be viewed as an offer to buy or sell any of the securities mentioned or as legal or tax advice. You should
always consult an attorney or tax professional regarding your specific legal or tax situation.
All investments and strategies have the potential for profit or loss. Different types of investments involve higher and lower
levels of risk. There is no guarantee that a specific investment or strategy will be suitable or profitable for an investor’s
portfolio. There are no assurances that a portfolio will match or exceed any particular benchmark.
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