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What is the Federal Reserve going to do? Where are interest rates 

going? How does the political landscape affect it all? Strategas 

Head of Fixed Income Research Tom Tzitzouris answers a few 

questions about some of the most timely issues facing markets. 
 

 

TAPERING TELEGRAPHED    ǀ    POLITICAL RISK HIGH    ǀ    LONG-TERM YIELDS CAPPED 

ROSS MAYFIELD: The Fed has telegraphed a winding down of their bond-buying program in the coming months. Do you 

expect volatility a la the 2013 taper tantrum? 

TOM TZITZOURIS: It's not our base case that we'll 

see 2013-style volatility. And that’s partly because 

the reason we saw so much volatility then was that 

Fed Chair Bernanke announced the idea at 

perhaps the worst possible place and time: 

Congressional testimony. This time around it's 

been so well telegraphed that for the most part the 

market is saying, “let's get on with this.” We think a 

surge of geopolitical risk, domestic and foreign, is 

what’s holding the Fed up. 

ROSS: We’ve certainly felt it this week. Does it affect your own outlook for interest rates and inflation?  

TOM: It does. Let’s focus on the domestic political issues and those are debt ceiling, 2022 fiscal budget, and tax increases. All 

will impact not just longer-term Treasury yields, but also Fed policy. As it stands, we have a fiscal drag ahead as stimulus 

measures are reduced. Until that gets watered down (e.g. smaller tax hikes), we expect long-term bond yields to remain 

suppressed. The Fed has to be cautious in their communication here because if the market prices-in rate hikes just as the 

impact of the fiscal drag hits, 2022 could be another lost year where economic growth underperforms potential and 

inflation expectations deflate in a way the Fed does not want.  

ROSS: It's a lot of moving parts—stimulus, taxes, debt ceiling, tapering. And one other piece is the looming supply crunch that 

we might see in the Treasury market (e.g. less issuance of government debt). How do you expect that will influence rates? 

TOM: The Treasury is almost certainly going to reduce the size of its 5-yr, 7-yr, and 10-yr note auctions, and probably as soon 

as the fourth quarter of 2021. You could see substantial reductions there. That should serve to do two things:  

1) Encourage foreign demand for US Treasurys by easing fears that supply is going to run severely high for a long time.  

2) Scare away short sellers (investors betting against US Treasurys) who might've viewed the supply explosion in Q1 as 

an opportunity to short Treasurys.  

All in all, it probably puts a ceiling on how high the 5-yr, 7-yr, and 10-yr Treasury yields can rise in the near-term. And then 

eventually (say, late-2022 or 2023), the Treasury will pick up issuance again. But this is another reason you're seeing a ceiling 

on the 10-yr yield around 2.0% for the foreseeable future, at least until we can get past the fiscal uncertainty ahead. 

 

Tom Tzitzouris, Strategas 

Managing Director, Head of Fixed Income Research 
 

Ross Mayfield, Baird PWM Research 

Investment Strategy Analyst 

Market Strategy Weekly 
August 20, 2021 



Market Strategy Weekly for August 20, 2021 

 

 

Robert W. Baird & Co. Incorporated Page 2 of 2 

IMPORTANT DISCLOSURES 

This communication was prepared by Strategas Securities, LLC (“we” or “us”). Recipients of this communication may not 

distribute it to others without our express prior consent. This communication is provided for informational purposes only and 

is not an offer, recommendation or solicitation to buy or sell any security. This communication does not constitute, nor should 

it be regarded as, investment research or a research report or securities recommendation and it does not provide information 

reasonably sufficient upon which to base an investment decision. This is not a complete analysis of every material fact 

regarding any company, industry or security. Additional analysis would be required to make an investment decision. This 

communication is not based on the investment objectives, strategies, goals, financial circumstances, needs or risk tolerance 

of any particular client and is not presented as suitable to any other particular client; therefore, this communication should 

be treated as impersonal investment advice. The intended recipients of this communication are presumed to be capable of 

conducting their own analysis, risk evaluation, and decision-making regarding their investments.  

For investors subject to MiFID II (European Directive 2014/65/EU and related Delegated Directives): We classify the 

intended recipients of this communication as “professional clients” or “eligible counterparties” with the meaning of MiFID II 

and the rules of the UK Financial Conduct Authority. The contents of this report are not provided on an independent basis 

and are not “investment advice” or “personal recommendations” within the meaning of MiFID II and the rules of the UK 

Financial Conduct Authority.  

The information in this communication has been obtained from sources we consider to be reliable, but we cannot guarantee 

its accuracy. The information is current only as of the date of this communication and we do not undertake to update or 

revise such information following such date. To the extent that any securities or their issuers are included in this 

communication, we do not undertake to provide any information about such securities or their issuers in the future. We do 

not follow, cover or provide any fundamental or technical analyses, investment ratings, price targets, financial models or 

other guidance on any particular securities or companies. Further, to the extent that any securities or their issuers are 

included in this communication, each person responsible for the content included in this communication certifies that any 

views expressed with respect to such securities or their issuers accurately reflect his or her personal views about the same 

and that no part of his or her compensation was, is, or will be directly or indirectly related to the specific recommendations 

or views contained in this communication. This communication is provided on a “where is, as is” basis, and we expressly 

disclaim any liability for any losses or other consequences of any person’s use of or reliance on the information contained 

in this communication.  

Strategas Securities, LLC is a registered broker-dealer and FINRA member firm, as well as an SEC-registered investment 

adviser. It is affiliated with Strategas Asset Management, LLC, an SEC-registered investment adviser. Strategas Securities, 

LLC is also affiliated with and wholly owned by Robert W. Baird & Co. Incorporated (“Baird”), a broker-dealer and FINRA 

member firm, although the two firms conduct separate and distinct businesses.  

A complete listing of all applicable disclosures pertaining to Baird with respect to any individual companies mentioned in 

this communication can be accessed at http://www.rwbaird.com/research-insights/research/coverage/thirdpartyresearch-

disclosures.aspx.  

You can also call 1-800-792-2473 or write: Robert W. Baird & Co., PWM Research & Analytics, 777 E. Wisconsin Avenue, 

Milwaukee, WI 53202. 
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