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As expected, following its most recent Federal Open Market Committee (FOMC) meeting, 

the U.S. Federal Reserve moved closer to commencing the tapering of its asset purchases. 
We now see this process starting around the end of 2021 and lasting for about one year. At 
that point, bond purchases will hit zero. That will clear the way for the Fed funds rate to lift 

off from the effective lower bound in early 2023, with a long-run rate of around 2.50%.  

While these are clear milestones on the path to policy normalization, the narrative strikes 

us as incomplete. The ultimate size of the balance sheet is missing--more on that below. 

Our Take On The FOMC Statement 
1. Rates decision. The FOMC decided unanimously to keep interest rates and asset 

purchases unchanged at the end of its two-day meeting on July 28. Overall, the 
FOMC statement and press conference were relatively optimistic, despite the 
emergence of the delta variant.  

2. Inflation and unemployment. Fed Chair Jerome Powell continued to highlight 
that the recent jump in inflation is transitory and tied to the reopening of the 
economy. He also indicated that the labor market has continued to improve but 
"has a way to go," noting that the June headline unemployment rate, at 5.9%, 
understates the true rate because labor participation hasn't moved up. We 
estimate that the labor force-adjusted June unemployment rate is 8.1%. Powell 
and committee members expect to see labor supply bottlenecks moderate into 
the fourth quarter. While recognizing the high degree of uncertainty around the 
path of the delta variant, Chair Powell highlighted that "there has tended to be 
less economic implications from each wave," which he believes is "not an 
unreasonable expectation for the delta variant." 

3. Tapering. The FOMC statement suggests that committee members have decided 
to wait until at least September before deciding on the tapering of the Fed's $120 
billion per month asset purchases. This keeps a taper announcement at next 
month's Jackson Hole meetings a possibility. The statement notes that the 
committee will continue to increase its holdings by that amount "until substantial 
progress has been made toward its maximum employment and price stability 
goals." The statement added "since then, the economy has made progress toward 
these goals, and the Committee will continue to assess progress in coming 
meetings," suggesting that the Fed is moving closer to reaching the point when it 
could begin to reduce its asset purchases. In his press conference, Chair Powell 
emphasized that "we have not reached 'substantial progress yet,' so we're not 
there and we see ourselves as having some ground to cover to get there." 
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U.S. Federal Reserve Asset Purchases 

 
Source: FRED. 
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What’s Missing: Addressing The Fed Balance Sheet 
But something is missing from this discussion: the ultimate size of the Fed’s balance sheet. 
Completing tapering and reducing asset purchases to zero does not mean the end of quantitative 
easing (QE). It means that the accumulation of assets--the flow--has stopped. It says nothing 

about desired stock of assets or the targeted size of the balance sheet. 

Why is this important? As long as the Fed holds excess bonds corresponding to excess reserves in 

the system (that is, as long as it engages in QE), it will be applying downward pressure on interest 
rates. This creates distortions: easier financial conditions, higher asset prices, and less credit 
discipline relative to a scenario where the Fed holds no excess bonds. The higher the amount of 
excess bond holdings by the Fed, the larger the distortion. This was the right strategy to fight the 

global financial crisis and the economic fallout from the pandemic, but what about the post-

COVID-19 world? For us, the case is clearly less compelling. 

The balance sheet issue is a prime subject for discussion at the Jackson Hole Economic 
Symposium in late August. In the coming weeks, we plan to publish research on the terminal 
balance sheet as well as coordination between the Fed and ECB as the world’s two major central 

banks begin their policy normalization paths. 

 

The views expressed here are the independent opinions of S&P Global Ratings’ economics group, which is separate from but 
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