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Five charts explain how the Fed plans to shrink
its balance sheet
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Why the Fed's USD 4.5 trillion balance sheet reduction plan matters for
markets - and why this could push yields higher

We've got the plan, now all we need is a date
The Federal Reserve's balance sheet has ballooned since the start of the financial crisis,
expanding from $700bn to $4.5 trillion today. With the growing economy, asset prices
having recovered and the financial system in much better health, the Fed has made it clear
it wishes to 'normalise' or shrink it. This will be done very gradually by ceasing its current
policy of reinvesting maturing assets.
However, we are yet to receive a start date. The minutes of the July FOMC meeting
suggested several participants were 'prepared to announce a start date', but 'most
preferred to defer that decision' until there were some stronger economic figures.
We believe the upcoming September FOMC meeting will be that point, with an October
start looking likely.

1

Fed will let a capped amount of Treasuries roll-off each month

Source: Federal Reserve, ING
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Significant chunk of Treasuries to roll-off each year

Source: Bloomberg, ING calculations
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Fed plans to 'grow into' its balance sheet

Source: Bloomberg, ING calculations
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The yield curve could steepen as the Fed unwinds

Source: Bloomberg, ING calculations
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Hikes to continue - if inflation stages a turnaround

Source: Federal Reserve
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Disclaimer
This publication has been prepared by the Economic and Financial Analysis Division of
ING Bank N.V. ("ING") solely for information purposes without regard to any particular
user's investment objectives, financial situation, or means. ING forms part of ING
Group (being for this purpose ING Group NV and its subsidiary and affiliated companies).
The information in the publication is not an investment recommendation and it is not
investment, legal or tax advice or an offer or solicitation to purchase or sell any
financial instrument. Reasonable care has been taken to ensure that this publication
is not untrue or misleading when published, but ING does not represent that it is
accurate or complete. ING does not accept any liability for any direct, indirect or
consequential loss arising from any use of this publication. Unless otherwise stated,
any views, forecasts, or estimates are solely those of the author(s), as of the date of
the publication and are subject to change without notice.
The distribution of this publication may be restricted by law or regulation in different
jurisdictions and persons into whose possession this publication comes should inform
themselves about, and observe, such restrictions.
Copyright and database rights protection exists in this report and it may not be
reproduced, distributed or published by any person for any purpose without the prior
express consent of ING. All rights are reserved. The producing legal entity ING Bank
N.V. is authorised by the Dutch Central Bank and supervised by the European Central
Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no.
33031431 Amsterdam). In the United Kingdom this information is approved and/or
communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is
subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank N.V.,
London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING
Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of
ING, and which has accepted responsibility for the distribution of this report in the
United States under applicable requirements.
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