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Tapering? Inflation? Recession? There is a lot of noise about the Federal 

Reserve, the Fed, tapering or slowing its asset purchases, and a lot of it 

seems to be grim news. We give you the basics below. 

What is the Federal Reserve? 
The Fed is the central banking arm of the United States, and it operates 

outside any of the three branches of government to remain as independent 

of political changes as possible. In short, the Fed's mission is to be the 

lender of last resort, promote full employment, and promote price stability.  

Tapering 
Tapering simply means any policy that a central bank enacts to modify 

existing implementations. Currently, tapering refers to the slowing of the 

Federal Reserve's policy of purchasing securities (called Quantitative Easing, 

or QE). QE is initiated when interest rates cannot be lowered further and 

below 0.25%, and the economy is still not recovering sufficiently. 

Purchasing securities (such as treasury bonds or mortgage-backed 

securities) is one way the Fed pushes and keeps interest rates down, which 

allows consumers and businesses alike to borrow money cheaply. The other 

beneficiary is the US Federal Government which is allowed to float its 

massive borrowings at low-interest rates with the very real possibility that 

the debt held at the Fed will never have to be repaid, and the Fed will just 

roll it over into perpetuity.  

The intended effect is more money is injected into the economy, allowing 

businesses to hire more and consumers to buy more goods and services 

from those businesses – fulfilling price stability (at least during a recession 

and deflationary environment) and the full employment part of its mandate. 

Tapering is similar, just in smaller doses.  

The Federal Reserve will begin reducing the number of new securities 

purchased, to raise interest rates and hopefully cool off inflation and record 

high price levels. It is like an addict trying to moderate their overindulgence 

without outright abstinence.  

https://www.investopedia.com/terms/t/tapering.asp
https://www.investopedia.com/terms/t/tapering.asp
https://www.investopedia.com/terms/t/tapering.asp
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Hotel California 
To say the least, this will be difficult. We have a couple of video links about 

the Fed's Hotel California moment. One in 2012 and one from 2019 when 

the Fed was starting to Taper before COVID-19.   

In this case, the Fed will reduce its $120 billion in monthly purchases, down 

by $15 billion a month. While this does not seem like a huge change, the 

Fed has nearly doubled its balance sheet since March of 2020, to over $7 

trillion and up from $800 billion in 2008 before the financial crises. 

Tapering Risks 
The Fed is between a rock and a hard place. If the current QE program is 

maintained, inflation could take off. If tapering or ending QE happens before 

the economy is self-sustaining, the economy could slow and unemployment 

increase. The major question among economists and investors alike is how 

effective will raising interest rates be for controlling inflation, and how will it 

affect recovery? 

Inflationary and Volatility Concerns 
Inflation has spiked from the COVID-induced recessionary low, with some 

consumer goods like gasoline up 80%. As a result, overall inflation is 

estimated to be as high as 5% (officially, up to 3.7% from the initial 

projection of 3%).  

When the Fed began to taper in 2013 – it was dubbed the "Taper Tantrum." 

Then chair Ben Bernanke suddenly announced the end of QE during a 

congressional hearing causing a stir in markets and significantly increased 

volatility. This time though, the Fed has telegraphed its intentions for a long 

time with only the timing in doubt. Now that it is here, the stock market has 

not reacted adversely, at least yet. However – and this is an important 

however – if the short-term tapering turns out to be inadequate to tame 

rising inflation pressures, this will be an indication that the Fed has lost 

https://www.cnbc.com/video/2012/12/14/fisher-on-feds-hotel-california-fiscal-policy.html
https://benjaminchalliburton.com/2019/02/05/the-federal-reserves-hotel-california-moment/
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control of inflation and more draconian measures of actual balance sheet 

reduction and higher interest rates are required. This could spell disaster for 

financial markets. 

The Fed's optimistic view is calling the record-high inflation transitory and 

the recovery solid enough to reduce asset purchases. The markets seem to 

agree with bond interest rates remaining low and stock prices high. 

However, if higher inflation is pervasive and longer than transitory, the 

market adjustments will be painful for investors. If the Fed is forced to go 

cold turkey on asset purchases, investors will suffer withdrawals.  

Investors are undoubtedly addicted to low rates and Quantitative Easing; 

weaning them of this liquidity addiction will be difficult.  

 

"You can check out anytime you like, but you can never leave," 

The Eagles, Hotel California. 
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Disclaimer and Related Information 
This article is a financial publication and is provided for educational purposes 

only. It is not an investment recommendation nor investment advice. 

It does not take into account your personal circumstance and whether this 

investment is appropriate for you, your objectives, or your risk tolerance. 

Under no circumstance is Building Benjamins LLC responsible for any actions 

that you may take after reading this educational information. Nothing from 

Building Benjamins should be considered personal investment advice. 

Building Benjamins, the website, emails, interviews, social media pages and 

other materials are published by Building Benjamins LLC. Investing, and in 

particular, stock investing, is risky and may result in losses and sometimes 

loss of your entire investment. Stock investing has company-specific 

operational risks like demand, competition, legal and regulatory, as well as 

broader financial market risks like liquidity, economic cycle, and government 

policy. You may lose money in any stock investment that you make, and you 

are solely responsible for those decisions. 

Mr. Halliburton and/or his family office will have positions in the securities 

discussed in this educational report. Mr. Halliburton is sharing his investment 

knowledge and strategy with you as an educational endeavor. He may 

transact in the security discussed at a later date prior to or without 

notification in this format. This is not investment advice but only a discussion 

of select investments that Mr. Halliburton has made or actions that he has 

taken in his own portfolios. This is an investment blog about Mr. 

Halliburton's portfolio. 

Building Benjamins is an investment newsletter, and the information 

contained cannot be reproduced, copied, or redistributed without the written 

authorization of Building Benjamins LLC. US copyright laws apply. We rely on 

information from sources we believe to be reliable, including the companies 

themselves but cannot guarantee the accuracy of the information that we 

provide. You rely on this information at your own risk and are responsible for 

the verification of the data.  

 

 


