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The Fed pulls back on bond purchases — What’s next?
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Sources: Federal Reserve and Wells Fargo Investment Institute. Latest data as of September 30, 2021. Forecasts from October 2021 through December 2022 are
based on our estimates and the Federal Reserve’s announced pace of tapering. These may be subject to change based on market and macroeconomic developments.

The Fed’s balance sheet before tapering and after tapering (projected, lighter shading)
The Federal Open Market Committee (FOMC) announced last week that it would reduce its monthly purchases
of U.S. Treasury securities (USTs) and mortgage-backed securities (MBS). Since mid-2020, the Federal Reserve
(Fed) has been buying bonds at a rate of $120 billion per month, split between $80 billion in USTs and $40
billion in MBS. The Fed had said that it would maintain this purchase pace until “substantial progress” had been
seen in meeting the central bank’s inflation and employment objectives. With last week’s announcement, the
Fed effectively declared that these criteria had been met.
The Fed announced that it will reduce purchases by $15 billion each month in November and December —
cutting UST purchases by $10 billion and MBS purchases by $5 billion. Assuming that tapering continues at $15
billion per month, the tapering process will last eight months, and the Fed will no longer be buying bonds by
June 2022.
What it may mean for investors
We expect longer-maturity U.S. Treasury yields to rise, driven as much by the continued economic recovery
and higher inflation rates as by the reduction in Fed demand from tapering. We believe that any such rise will
remain moderate by historical standards.
The Fed has stated that the federal funds rate target will not increase until tapering is complete. However, the
Fed may raise rates in the second half of 2022 should the risks of higher inflation become more acute.
Peter Wilson, Global Fixed Income Strategist; Luis Alvarado, Investment Strategy Analyst; Brian Rehling, CFA, Head of Global Fixed Income Strategy

This chart was excerpted from the Institute Alert, “Fed announces tapering of bond purchases,” dated November 3, 2021.
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Risks Considerations
Each asset class has its own risk and return characteristics. The level of risk associated with a particular investment or asset class generally correlates with the level of return the
investment or asset class might achieve. Bonds are subject to market, interest rate, price, credit/default, liquidity, inflation and other risks. Prices tend to be inversely affected by
changes in interest rates. Although Treasuries are considered free from credit risk they are subject to other types of risks. These risks include interest rate risk, which

may cause the underlying value of the bond to fluctuate.
General Disclosures
Global Investment Strategy (GIS) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFII is a registered investment adviser and wholly owned subsidiary of Wells Fargo Bank,
N.A., a bank affiliate of Wells Fargo & Company.
The information in this report was prepared by Global Investment Strategy. Opinions represent GIS’ opinion as of the date of this report and are for general information purposes only
and are not intended to predict or guarantee the future performance of any individual security, market sector or the markets generally. GIS does not undertake to advise you of any
change in its opinions or the information contained in this report. Wells Fargo & Company affiliates may issue reports or have opinions that are inconsistent with, and reach different
conclusions from, this report.
The information contained herein constitutes general information and is not directed to, designed for, or individually tailored to, any particular investor or potential investor. This report
is not intended to be a client-specific suitability or best interest analysis or recommendation, an offer to participate in any investment, or a recommendation to buy, hold or sell
securities. Do not use this report as the sole basis for investment decisions. Do not select an asset class or investment product based on performance alone. Consider all relevant
information, including your existing portfolio, investment objectives, risk tolerance, liquidity needs and investment time horizon. The material contained herein has been prepared from
sources and data we believe to be reliable but we make no guarantee to its accuracy or completeness.
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