
The Federal Reserve formally signaled the end of its peak 
accommodation cycle when, following its November meeting, 
it announced a reduction in open market asset purchases at an 
initial monthly pace of $15 billion. This asset purchase taper 
was widely expected and with its official implementation slated 
for later this month, markets have begun focusing on when 
actual rate hikes might occur.

With this in mind, we believe investors should take into account the following:    

•	 Since March of 2020 the Fed has been purchasing Treasury bonds and agency mortgage-backed securities at a 
combined monthly pace of $120 billion. Assuming the Fed’s monthly reductions continue to increase at $15 billion 
monthly, this will reduce its bond buying to zero by mid-year 2022.

•	 Following the expected conclusion of tapering in July 2022, we believe the Fed is likely to begin raising the target 
range on the federal funds rate, which is currently at 0%–0.25%. In our judgment, the probabilities are high we 
could see two rate hikes by the Fed in 2H 2022, concluding the year with a new target range of 0.50%–0.75%.

•	 In our opinion, it will be necessary for the Fed to sufficiently combat inflation with rate hikes in the year ahead. 
With indexes such as the consumer price index and personal consumption expenditures price index reflecting 
annualized rates of inflation not seen in more than 30 years, the Fed will likely find raising rates necessary to 
sufficiently control inflation that could remain persistent through the first half of 2022. 

•	 We believe in the year ahead markets will likely look for the Fed to shift emphasis away from accommodation 
and toward more aggressive inflation-fighting policy. For this reason, we do not see the Fed’s tapering of asset 
purchases or potential rate hikes as necessarily being a threat to the markets.  

•	 Long-term interest rates are likely to continue rising, as we see the 10-year Treasury bond yield challenging 2% 
by the early months of 2022. Although this rate level on the 10-year bond would represent a meaningful increase 
from last year’s record-low yields, we would still view it as potentially favorable for the markets based on long-
term historical comparisons.

•	 The November 5 nonfarms payrolls report exceeded expectations, adding 531,000 jobs to the economy for the 
month of October as well as substantial positive revisions of 235,000 for August and September. While recent job 
reports have been volatile and inconsistent, an established trend of this magnitude would increase the probability 
of 2H 2022 Fed rate hikes.  

While the historically unprecedented accommodative monetary policy of the past 20 months will soon be in the 
rearview mirror, we would still view more inflation-focused Fed policy over the upcoming year to likely remain 
basically market friendly by historical standards, particularly in the event corporate earnings growth for equities 
remains strong. 
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Investments are subject to market risk, including the loss of principal. Asset classes or investment strategies described may not be appropriate for  
all investors.

Past performance does not guarantee future results.

Equities are subject to market risk meaning that stock prices in general may decline over short or extended periods of time.

Fixed income investing is subject to credit rate risk, interest rate risk, and inflation risk. Credit risk is the risk that the issuer of a bond won’t meet their payments. Inflation risk is 
the risk that inflation could outpace a bond’s interest income. Interest rate risk is the risk that fluctuations in interest rates will affect the price of a bond. Investing in floating rate 
loans may be subject to greater volatility and increased risks.

Growth stocks typically are particularly sensitive to market movements and may involve larger price swings because their market prices tend to reflect future expectations. 
Growth stocks as a group may be out of favor and underperform the overall equity market for a long period of time, for example, while the market favors “value” stocks.

Investments in global/international markets involve risks not associated with U.S. markets, such as currency fluctuations, adverse social and political developments, and the 
relatively small size and lesser liquidity of some markets. These risks may be greater in emerging markets.

The COVID-19 pandemic has caused substantial market disruption and dislocation around the world including the U.S. Economies and financial markets throughout the world are 
increasingly interconnected. Economic, financial, or political events, trading and tariff arrangements, terrorism, technology and data interruptions, natural disasters, and other 
circumstances in one or more countries or regions could be highly disruptive to, and have profound impacts on, global economies or markets.

The information included in this document should not be construed as investment advice or a recommendation for the purchase or sale of any security. This material contains 
general information only on investment matters; it should not be considered as a comprehensive statement on any matter and should not be relied upon as such. The 
information does not take into account any investor’s investment objectives, particular needs, or financial situation. The value of any investment may fluctuate. This information 
has been developed by Transamerica Asset Management, Inc. and may incorporate third-party data, text, images, and other content to be deemed reliable.

Comments and general market-related projections are based on information available at the time of writing and believed to be accurate; are for informational purposes only, are 
not intended as individual or specific advice, may not represent the opinions of the entire firm, and may not be relied upon for future investing. Investors are advised to consult 
with their investment professional about their specific financial needs and goals before making any investment decisions.

Transamerica Asset Management, Inc. is an SEC-registered investment adviser. The funds advised and sponsored by Transamerica Asset 
Management, Inc. include Transamerica Funds, Transamerica Series Trust and DeltaShares® exchange-traded funds. Transamerica Asset 
Management, Inc., is an indirect wholly owned subsidiary of Aegon N.V., an international life insurance, pension, and asset management company. 
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