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Can the Fed shrink its balance sheet?

There's no way to shrink the balance sheet without longer-term Treasury yields going u
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Thank you for subscribing to my posts. If you’re not yet a paying subscriber, please consider
becoming one. That'll allow you to DM me with questions and comments. I plan to move i
posts behind a paywall in coming months. Subscribing now locks you in at a low rate. Than

you so much for your support and feedback!

One of the questions that comes up frequently in my Saturday morning live stream:
whether Kevin Warsh will shrink the Fed’s balance sheet in any kind of material wa
and what that would mean for markets. So that’s what I’ll focus on in today’s post a

it’s also what I'll talk about on the live stream in a few hours at 9 am (ET).

The Fed’s balance sheet began to balloon after the 2008 crisis, when the Fed bought
ton of Treasury debt and mortgage-backed securities. The rationale for this was ths
the policy rate had fallen to zero, so conventional means for monetary policy to eas:
had been exhausted. Purchases of Treasuries and mortgage-backed securities aimec
flatten the yield curve, bring down longer-term interest rates and - thereby - ease

financial conditions further. These kind of asset purchases are also thought of as ar
especially potent form of “forward guidance,” since the central bank is quite literally

putting its money where its mouth is.
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40 ~Composition of the asset side of the Federal Reserve
balance sheet, in % GDP. Source: Haver Analytics.
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