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Yields – How High Is Too High?

Quantitative Tightening, also known 
as balance sheet normalization, is a 
type of monetary policy followed by 
central banks. It simply means that a 
central bank reduces the pace of 
reinvestment of proceeds from 
maturing government bonds, and is 
the exact opposite as the monetary 
stance of quantitative easing.
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KEY MESSAGES
● The FOMC looks to be near, if not already at, the end of its rate hiking cycle. However, 

policy tightening is likely to continue in the coming months as the Fed shrinks its balance 
sheet, a process known as "Quantitative Tightening" (QT).

● Since the Fed stopped reinvesting securities on its balance sheet in June of last year, the 
central bank's assets have shrunk by roughly $1 trillion to $7.9 trillion at present. The lion's 
share of the reduction has been through lower holdings of Treasury securities (down $841 
billion), while mortgage-backed securities (MBS) have fallen by $228 billion. Partially 
offsetting these declines has been a rise in lending related to the emergency programs 
created in response to regional bank failures in March.

● A reduction in assets must be matched by an equivalent decline in liabilities. The primary 
channels for shrinking liabilities via QT occur through bank reserves and reverse repurchase 
agreements. 

● Since QT began, bank reserves have fallen by a scant $17 billion. By far the biggest 
reduction on the liability side of the Fed's balance sheet has been reverse repurchase 
agreements (RRPs), which have plunged by $728 billion.



KEY MESSAGES
● How much longer is QT likely to continue, and how large could the Fed's balance sheet be 

when it ends? The answer largely boils down to the outlook for the U.S. economy, the 
stickiness of RRP balances and what the Fed considers an "ample" level of reserves. 

● Macro Forecast Base Case: A recession next year leads the Fed to cease QT at the start of 
Q3-2024. The Fed's balance sheet levels off around $7.2 trillion.

● We see the level of bank reserves as the key driving force in determining the "equilibrium" 
size of the balance sheet. In light of the 2017-19 QT episode, we assume that reserves of 
around 8% of GDP is when the balance sheet reaches "equilibrium."

● The research literature suggests that the runoff associated with our "middle-of-the-road" 
scenario is roughly equivalent to a sustained 50 bps increase in the fed funds rate. All else 
equal, this implies a 50 bps-higher 10-year Treasury yield and adds to a variety of other 
factors also putting upward pressure on longer-term yields.
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2020 Covid-19 
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● We see the level of bank reserves as the key driving force in determining the 
"equilibrium" size of the balance sheet. 

● In light of the 2017-19 QT episode, we assume that reserves of around 8% of 
GDP is when the balance sheet reaches "equilibrium."

● The research literature suggests that the runoff associated with our "middle-
of-the-road" scenario is roughly equivalent to a sustained 50 bps increase in 
the fed funds rate. 

● All else equal, this implies a 50 bps-higher 10-year Treasury yield and adds to 
a variety of other factors also putting upward pressure on longer-term yields.
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If QT runs until mid-2025 and the Fed's balance sheet declines 
by about $2.5 trillion from peak to trough, then we would 
expect the 10-year Treasury yield to be roughly 50 bps higher 
than it otherwise would be, all else equal.
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1)  FISCAL SANITY

2)  ENTITLEMENTS & UNFUNDED 
LIABILITIES

3)  STRUCTURAL INFLATION 
PROBLEMS







ADMINISTRATIONS CHANGE – BUT THE PRINTING NEVER DOES …. 

DON’T WORRY, THEY WILL PRINT THE MONEY!

EVERYONE IS NOW IN PLACE & READY!!
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JOIN US AT MATASII.COM
 FOR MORE ON THIS TOPIC & MANY OTHERS
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WE WELCOME YOUR COMMENTS!

WE READ ALL COMMENTS FOR 
FEEDBACK THAT WILL IMPROVE OUR 

RESEARCH ANALYSIS

WORLD CLASS MINDS FOLLOW THIS 
CHANNEL & WE VALUE HEARING 

FROM YOU!

IT IS THE ONLY PAYMENT WE ACCEPT 
FOR POSTING THIS FREE YOUTUBE 

CONTENT
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