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Last week, Federal Reserve Chair Jerome Powell indicated the potential tapering of bond purchases at some 
point in the future aimed at weaning the U.S. economy off the large-scale monetary stimulus that has been 
necessary during the COVID-19 pandemic. As exhibited by the current forward rates displayed in this week’s 
chart, the forecasted Fed tapering may result in gradual increases in the 10-year U.S. Treasury yield in the coming 
months. Since yields move opposite prices, the Fed’s expected Treasury-buying reduction is leading the Treasury 
forward market to anticipate prices to potentially decline with the lowered demand and yields to rise. Likewise, 
as the U.S. economy gradually recovers from the pandemic, the Treasury forward market might also be pricing 
in reduced Treasury purchases from the broader market as investors switch to riskier growth assets such as 
credit or equities. That said, these actions will likely cause fewer disruptions in the markets than those taken at 
the onset of the Taper Tantrum, which began roughly eight years ago. Investors were caught off guard when 
Fed policymakers announced the potential reduction of asset purchases in 2013, which led to a bond sell-off 
fueled by widespread fears of future price declines. These sales drove down the prices of fixed income securities 
significantly, causing the 10-year Treasury yield to skyrocket in a very short period of time. In addition to current 
forward rates, this week’s chart also illustrates this dramatic increase in the 10-year Treasury yield during the 
Taper Tantrum, including a surge from 1.70% to 2.61% within a three-month window. This movement is in stark 
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While the market is expecting yields to rise with Fed tapering, current Treasury forward rates 
indicate that near-term movements in the 10-year Treasury may be less pronounced than those 
exhibited during the 2013 Taper Tantrum.
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contrast with current market expectations, which project the 10-year Treasury yield to increase from 1.50% to 
only 1.68% over the next nine months.

Although there are ongoing concerns surrounding COVID-19 and the possibility of contagion from a fallout 
in the Chinese real estate sector that may hamper markets in the near term, investors seem to be reacting to 
forecasted Fed tapering more favorably than they have in the past. This may be due to the belief that strong 
economic growth can support the Fed’s gradual pullback of monetary stimulus. It is also possible that the 
Fed has simply done a better job telegraphing future actions this time around and investors are comfortable 
with the gradual nature of the forecasted tapering program. It should additionally be noted that tapering will 
not start immediately, as policymakers are only looking to reduce support when they think the economy can 
sustain itself as conditions normalize.


