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PORTFOLIO MANAGER INSIGHTS

Markets are increasingly concerned about tighter monetary policy by the Fed and its impact on valuations, interest 
rates and more. Recent FOMC meeting minutes confirmed that the Fed could slow its balance sheet expansion within 
the next few months and this week’s virtual Jackson Hole Economic Symposium could provide more clarity around 
future rate hikes. How can long-term investors navigate the policy changes and economic uncertainty that lie ahead?

Since at least 2008, the Fed has dominated market 
conversations across the investment industry, and the 
recurring discussions around tapering and tightening 
can often feel like déjà vu. In order to understand 
the Fed, it’s important to first understand business 
cycles, no two of which are exactly alike. When the 
economy is expanding, it’s entirely normal for the Fed 
to lightly touch the brakes by slowly raising rates and 
by managing its balance sheet.

The Fed has done this, to varying degrees of success, 
across the 15 boom-bust cycles since the Great 
Depression. There were a variety of causes for each 
recession, from asset bubbles to debt crises, which 
resulted in different recoveries and subsequent 
expansions. For instance, it’s well known that 
the 2008 global financial crisis was the result of 
a housing bubble and over-leveraged financial 
system which required years to sort out. In contrast, 
the current recovery has been swift since many 
businesses have been able to reopen following  
lockdowns and vaccination efforts.

The nature of the pandemic and the speed of the 
recovery have made economic forecasting challenging  
to say the least. Many measures of inflation are at their  
highest levels since the early 1990s. Unemployment is 
falling sharply as an average of 500,000 jobs have been 
added each month this year. Manufacturing activity is red hot and while retail spending has slowed, car and home 
prices remain elevated. It’s difficult to say with accuracy how much of this economic boom will continue.

What is certain is that we are still early in the business cycle and market prices are factoring in a strong expansion. With 
the economy above pre-pandemic levels and the stock market 32% past its pre-lockdown peak, it’s natural for the Fed 
to consider returning to its own pre-pandemic policies. At the end of 2019, the Fed was shrinking its balance sheet and 
the federal funds rate was at 1.5%. To be clear, tapering means that the Fed will continue to grow its balance sheet, 
just at a slower pace.

Given this backdrop, there are many reasons for investors to be optimistic and stay invested. However, it’s also prudent 
to be prepared for greater uncertainty. This can occur in a few ways.        
                                    (continued on next page)

THE FED WILL LIKELY BEGIN REDUCING ITS ASSET 
PURCHASES SOON

KEY TAKEAWAYS:

1. The Fed’s balance sheet has expanded dramatically  
 over the past 18 months - nearly doubling from its  
 post-2008 level. 
2. With the economy back to pre-pandemic levels, it’s  
 likely that the Fed will begin slowing its asset  
 purchases soon.
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First, there may be larger swings across the stock market on a day-to-day and week-to-week basis. For instance, the 
most recent market pullback of 1.7% was concerning to some investors, but this proved to be shallow and short-
lived. As always, it’s important for investors to remember that short-term pullbacks are both normal and completely 
expected. What is unusual is that the largest peak-to-trough decline in the S&P 500 this year has only been 4%. 
Managing larger swings with a diversified portfolio, especially with valuations at multi-decade highs, is more important 
than ever.

Second, it is likely that interest rates will continue to rise over the coming quarters and years. While the first half of 
the year showed that rates almost never move in a straight line, the ongoing economic expansion and tighter monetary 
conditions should push rates higher over time. In general, this is good news for savers who depend on portfolio income. 
And while it may create tighter conditions for borrowers and mortgage-holders, economic data suggest that the average 
consumer is in a strong position.

Third, fixed income continues to be an important diversifier when managing portfolios. Although many bond sectors 
were shaken by the rapid rise in interest rates at the start of the year, some parts of the market have since recovered. 
Bonds will likely still help to stabilize portfolios in uncertain times, regardless of the interest rate backdrop. It’s more 
important than ever for long-term investors to have a solid financial plan and well-considered portfolio.

Historical references do not assume that any prior market behavior will be duplicated. Past performance does not indicate future results.  This material has been prepared by Kingsview Wealth 
Management, LLC.  It is not, and should not, be regarded as investment advice or as a recommendation regarding any particular security or course of action.  Opinions expressed herein are 
current opinions as of the date appearing in this material only.  All investments entail risks.  There is no guarantee that investment strategies will achieve the desired results under all market 
conditions and each investor should evaluate their ability to invest for the long term.  Investment advisory services offered through Kingsview Wealth Management, LLC (“KWM”), an SEC 
Registered Investment Adviser.  (2021)

INVESTORS SHOULD ALWAYS BE READY FOR  
MARKET VOLATILITY

FIXED INCOME STILL PLAYS AN IMPORTANT ROLE 
IN PORTFOLIOS

KEY TAKEAWAYS: KEY TAKEAWAY:

1. Despite daily swings, the largest intra-year decline has only  
 been 4% in 2021. This is far below average.
2. With valuations and Fed uncertainty both elevated, investors  
 should stay balanced in order to navigate markets in the  
 months to come.

1. Although rising rates rattled many parts of the bond market  
 earlier this year, the asset class still plays a substantial role  
 in stabilizing portfolios.


