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Refresher on Quantitative Easing

$ Created Here

More Securities =
Larger Balance Sheet

Fewer Securities and 
More Cash = 
Capacity to Make 
More Loans
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$4.5 trillion in assets consisting of:
• 18% of the total treasury bonds outstanding.
• 25% of all the Mortgage Backed Securities in existence.
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What is on the Fed’s Balance Sheet?

Source: Board Of Governors of the Federal Reserve System (US)
fred.stlouisfed.org



Unwinding the Fed’s Balance Sheet
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$ Eliminated here

Fewer Securities = 
Smaller Balance Sheet

More Securities and 
less cash =
LESS Capacity to make 
more loans and higher 
interest rates



How will the Fed Choose to unwind its Balance Sheet?

Goal is to be passive and predictable:
• Start slowly selling $6 billion/month in treasuries and $4 billion/month in Mortgage 

Backed Securities.
• Grow to $40 billion/month.

Once the Fed starts it will not stop unless there is a major economic event.
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Source: SG Cross Asset Research 



Before crisis the Fed’s Balance sheet was $800 billion:
• As there is more currency in circulation now, the balance sheet should be 1.5 trillion today.
• Expect the balance sheet to stabilize at about $2.5 trillion to match the current expected growth rate.
• Total amount to be sold into the market = $2 trillion. 

• Four times the current annual fiscal deficit.
• It will take upwards of 5 years to unwind.

How big Bill the Fed’s Balance Sheet be in the future?
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Source: Board Of Governors of the Federal Reserve System (US)
fred.stlouisfed.org



The economy has still not closed the gap between GDP and potential GDP.  This would argue for delay.

When will the Fed start to reduce its Balance Sheet?
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Source: BEA, CBO
fred.stlouisfed.org



US measures of inflation are not growing.  Another argument for delaying.

When will the Fed start to reduce its Balance Sheet cont’d? 
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Source: TD Bank



Unemployment is at one of its lowest points in almost two decades. 

Biggest reason to start soon - Unemployment
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Source: U.S. Bureau of Labor Statistics 
fred.stlouisfed.org



The technique of Quantitative Easing was new to all central banks, and so too will be the 
removal of QE. For this reason, the process will be slow and will take upwards of 5 years to 
complete.

The timing of shrinking the balance sheet is not ideal with lower inflation rates and the 
economy still below potential output.  But the combination of low unemployment combined 
with likely appointment of a new Fed chair early in 2018 point to the Fed starting sometime 
this fall.

The net result will be to raise long term interest rates by about 4- 5 bps over what they would 
have been in the absence of the Fed’s asset sales.

Shrinking the Fed’s Balance Sheet
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The Cidel Group consists of, but is not limited to, the following companies: Cidel Bank & Trust Inc., Cidel (Pty) Ltd., Cidel
Bank Canada, Cidel Trust Company, Cidel Asset Management Inc. (operating as Toron Asset Management International, 
Cidel and Cidel Financial Group) and AFL Investments. In Canada, Cidel Bank Canada is regulated by the Office of the 
Superintendent of Financial Institutions and provides banking services and Cidel Trust Company is a non-deposit taking trust 
company regulated by the Office of the Superintendent of Financial Institutions. Cidel Asset Management Inc. is regulated by 
the Ontario Securities Commission and provides investment management services.

Past performance is not an indication of future results. The material contained in this document is for information purposes 
only. It is not intended as an offer or solicitation for purchase or sale of any security or financial instrument, nor is it advice or 
a recommendation to enter into any transaction. The information contained herein should not be construed as financial or 
investment advice on any subject matter.

Where applicable, Cidel has selected a benchmark so that a relevant and relative comparison can be made between the 
performance of the portfolio vs. the benchmark. Where possible, Cidel has selected a benchmark that best fits the portfolio 
composition based on asset class, geographic and currency allocations. Benchmark performance does not include the cost 
of investing and should be taken into account when comparing net performance (i.e. after management fees have been 
deducted) of the portfolio vs. the benchmark. Please contact your Cidel representative if more detailed information is required 
on the benchmark.

We have endeavored to offer current, accurate and clearly expressed information. However, since inadvertent errors may 
occur, relevant legislation and regulations may change and or the application of laws and regulations may vary; the 
information may be neither current nor accurate. Additionally, the information contained in this document is intended to 
provide general guidance and is not intended to replace or serve as substitute for any professional or tax advice, 
consultation, advisory or service, nor does any information constitute a comprehensive or complete statement of the issues 
discussed. All individuals should obtain specific professional advice with regard to the respective tax or other professional
area. No action should be taken or omitted to be taken in reliance upon any of the information provided and in no event shall
Cidel Bank & Trust Inc., its subsidiaries, its directors, principals, agents or employees be liable for any direct, indirect, 
incidental, special, exemplary, punitive, consequential or other damages whatsoever including but not limited to contract, 
negligence or other tortuous actions arising out of or in connection with any content of the information provided or other use 
hereof.

Disclaimer
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