
In response to the 2007-09 recession, the Federal Reserve took unprecedented steps to support the U.S. economy. After lowering the federal 
funds rate down to near zero, the Fed embarked on three massive buying sprees of U.S. Treasuries and mortgage-backed securities. These 
purchases, known as QE or quantitative easing, were designed to push down longer-term interest rates and spur economic growth. While the 
results of the stimulus have largely been lauded a success, these extraordinary actions also had the effect of ballooning the Fed’s balance sheet 
from roughly $800 billion in 2007, to $4.5 trillion, today. Now that the Fed sees a strengthening economy, it has increased the federal funds rate 
to a range between 1 and 1.25 percent, and is plotting a course to reduce or “unwind” the balance sheet to more normal levels.

During its June meeting, the Federal Open Market Committee laid out a framework for navigating the balance sheet reduction. Unlike its current 
policy of reinvesting all the proceeds of maturing securities into new ones (holding the balance sheet level), the Fed plans to allow a growing 
number of them to completely roll-off with no reinvestment. In more colloquial terms, the days of easy money are over, and the Fed will soon 
begin to slowly soak up the excess cash it injected into the economy. The timeline for this wind-down is not solidified, and the Fed has indicated 
that it may change course as economic conditions necessitate.

“Unwinding” The Fed’s Balance Sheet 

Market Impact
The Federal Reserve is moving into uncharted waters with its actions, and the impact on the U.S. economy, along with bond and equity markets 
remains to be seen. In 2013, then-Federal Reserve Chairman, Ben Bernanke, announced that the Fed would scale back on its asset purchases. 
His comments roiled the markets, and sent bond yields skywards - a reaction that has come to be known as the “taper tantrum”. Now, with 
history in mind, the Fed will try to avoid such a reaction by clearly telegraphing its moves. However, the path forward is still fraught with 
difficulty. Attempting to balance a rising federal funds rate, while at the same time reducing reinvestment in securities, increases the Fed’s 
risk of over-tightening credit accessibility and hampering economic growth. In addition, the central bank’s recent reinvesting strategy distorts 
equity and bond markets by putting downward pressure on bond yields and propping up bond prices (yields and prices move inversely), thereby 
making equity markets relatively more attractive for investors. In reaction to this phenomenon, many market pundits have blamed the Fed for 
fueling the huge rise in the stock market. There is no doubt that the Fed will have to work through a host of unforeseen market entanglements 
and economic realities, but their efforts will be vitally instructive for future Fed officials and policy makers around the world.
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Additional Market Overview

INTEREST RATES

Yield Curve Distress 
Spread between 10-Yr Treasury and 2-Yr Treasury is Shrinking

U.S. Government Bond Yields: As of June 16, 2017

U.S. Yield %

3 Month 1.016

2 Year 1.315

5 Year 1.740

10 Year 2.147

30 Year 2.777

Global 2 Year Yield %

Germany -0.277

Italy -0.298

Japan -0.114

Spain -0.295

U.K. 0.160

As of 
June 16, 2017

Target Federal 
Funds Rate

Prime Rate
New Car Loan 

48-Month

5-Year Adj 
Mortgage 

(ARM)

15-Year 
Mortgage Fixed

30-Year 
Mortgage Fixed

Jumbo 
Mortgages 

$417K+

Rate % 1.00 - 1.25 4.25 3.08 3.32 3.14 3.92 4.38

Yearly Change +0.75 +0.75 -0.11 +0.35 +0.37 +0.38 -0.12

Source: Wall Street Journal
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Key Currency Exchange Rates: As of June 16, 2017

Value of U.S. Dollar YTD Change

Canada Dollar 1.32 -1.57%

Japan Yen 110.84 +6.41%

Mexico Peso 17.91 -13.64%

China Yuan 6.81 -1.94%

British Pound 0.78 -3.39%

Euro 0.89 -6.01%

Source: Wall Street Journal

COMMODITIES

As of June 16, 2017 Yearly Change

Crude Oil 44.69 -12.65%

Natural Gas 3.07 +2.47%

Gasoline 1.45 -9.51%

Live Cattle 117.7 +12.52%

As of June 16, 2017 Yearly Change

Gold 1255.80 -4.25%

Silver 16.68 -5.68%

Corn 383.75 -15.66%

Wheat 483.3 -15.35%

Source: Federal Reserve Bank of St. Louis
Note: Gray area represents recession as defined by NBER


