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Smaller balance sheet, bigger
impact

7 August 2026, 09:50 UTC, written by Michael Bolliger

Under new Fed Chair Kevin Warsh, a task force is working on a realignment of the balance sheet policy. It
is examining how the Fed can shrink its balance sheet, shorten maturities, and limit bond purchases to crisis
situations. Over the long term, this could lead to higher yields at the long end, a steeper yield curve, and
higher risk premiums—with implications for bond and equity markets. At the same time, the Fed could set
a new standard that other central banks with large balance sheets, such as the SNB, may use as a reference
point. For investors, this means actively managing duration and valuation risks, particularly in interest-rate-
sensitive portfolio segments.

The Federal Reserve is working on an issue that sounds technical, but could have knock-on effects for financial markets:
the optimal size of its own balance sheet. A working group is examining how large the balance sheet should be in the
future, how it should be composed, and when bond purchase programs should be used at all. What may sound like niche
work for central bank specialists could shape interest rates and valuations in equity and bond markets for years—and is
therefore also relevant for investors.

Fed Chair Kevin Warsh has established five working groups ("Task Forces for Advancing Monetary Policy"). For markets,
the groups focused on communication and balance sheet policy are likely to be particularly important. Changes to
communication could primarily influence short-term interest rate volatility. The balance sheet task force, by contrast, is
looking into the long-term structure of the bond market. The Fed's balance sheet has grown substantially in recent years:
Securities holdings alone, mainly US Treasuries and mortgage-backed securities (MBS), amount to around USD 6.5tr, while
total assets stand at just under USD 6.8tr.
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On the liabilities side, the focus is primarily on banks’ reserves. These have risen to around USD 3tr since 2007. One
important focus for the task force will be to show how regulatory adjustments and a gradual reduction in the balance
sheet can be combined without destabilizing money markets or triggering a sharp rise in interest rates. If reserve-holding
requirements were eased, banks would have more funds available to invest in US Treasuries. This could partly cushion
upward pressure on yields.

The implications for markets would be varied: A smaller and shorter-duration Fed balance sheet could lead to higher term
premiums at the long end of the yield curve. In other words, investors could see higher yields on long-dated government
bonds and a steeper curve. At the same time, spreads on MBS and other long-term bonds would likely rise slightly if the
Fed were to withdraw from these segments. The Fed would therefore need to proceed cautiously, relying above all on
maturing holdings and adjustments to reinvestments rather than actively selling larger volumes of bonds. The experience
of the "Taper Tantrum" in 2013, when the reduction in bond purchases quickly drove the yield on 10-year US Treasuries
up by more than 135bps, remains fresh in many people’s minds.

What does this mean for investors? Higher long-term interest rates can put pressure on valuations, especially in high-
growth, interest-rate-sensitive sectors. At the same time, financials tend to benefit from a steeper yield curve. Another
key consideration is that a shorter balance sheet has a restrictive monetary policy effect, but can also create scope for
monetary easing through a lower policy rate. Even more important is how the Fed may define its future role as a "backstop"
for markets. Bond purchases may once again function primarily as an emergency instrument in recessions or periods of
market stress, rather than as broad-based monetary policy support. This points to an environment in which fundamentals
and corporate earnings become even more important. From a macroeconomic perspective, we would welcome this
development, even if it could lead to higher volatility.

The topic is also relevant for Switzerland. The Swiss National Bank (SNB) has a large balance sheet that has expanded
markedly in recent years as a result of foreign-exchange purchases. While the Fed’s balance sheet total corresponds to
around one-fifth of the US gross domestic product, the equivalent ratio in Switzerland is more than 100%. If the Fed were
to sustainably reduce its balance sheet and thereby set new standards, the question would arise as to whether and how
the SNB might follow suit over the medium term. The SNB has always successfully defended its balance sheet policy in
the past; due to the structural appreciation pressure on the franc, foreign-exchange purchases play a more significant role
in Switzerland than elsewhere. It is hard to imagine that the SNB would want to give up this instrument, although that
does not mean possible options could not be discussed.

Our conclusion: The Fed’s balance sheet policy is not a marginal issue, but may become a central building block of the
future market environment—with possible knock-on effects for other central banks as well. For investors, it is worth
following the task force’s discussions and positioning portfolios so that they are prepared for possible structural changes
in the yield curve, even if these are likely to take place gradually.

Page 2 of 3



;a ; UB S For educational and marketing purposes

Disclaimer

Hong Kong / Singapore: For Global Wealth Management clients of UBS AG Singapore / Hong Kong branch, please refer to
the HK/SG Marketing Material Disclaimer .

This document is prepared and published by the Global Wealth Management business of UBS Switzerland AG (regulated by
FINMA in Switzerland), its subsidiaries or its affiliates ("UBS"), part of UBS Group AG ("UBS Group"). UBS Group includes former
Credit Suisse AG, its subsidiaries, branches and affiliates. In the USA, UBS Financial Services Inc. is a subsidiary of UBS AG and
a member of FINRA/SIPC.

This document and the information contained herein are provided solely for your information and UBS marketing
purposes. Nothing in this document constitutes investment research, investment advice, a sales prospectus, or an offer or
solicitation to engage in any investment activities. This document is not a recommendation to buy or sell any security, investment
instrument, or product, and does not recommend any specific investment program or service.

Information contained in this document has not been tailored to the specific investment objectives, personal and financial
circumstances, or particular needs of any individual client. Certain investments referred to in this document may not be suitable
or appropriate for all investors. In addition, certain services and products referred to in the document may be subject to legal
restrictions and/or license or permission requirements and cannot therefore be offered worldwide on an unrestricted basis. No
offer of any product will be made in any jurisdiction in which the offer, solicitation, or sale is not permitted, or to any person
to whom it is unlawful to make such offer, solicitation, or sale.

Although all information and opinions expressed in this document were obtained in good faith from sources believed to be
reliable, no representation or warranty, express or implied, is made as to the document’s accuracy, sufficiency, completeness or
reliability. All information and opinions expressed in this document are subject to change without notice and may differ from
opinions expressed by other business areas or divisions of UBS Group. UBS is under no obligation to update or keep current the
information contained herein. The views and opinions expressed in this material by third parties are not those of UBS.
Accordingly, UBS does not accept any liability over the content shared by third parties or any claims, losses or damages arising
from the use or reliance of all or any part thereof.

All pictures or images ("images") herein are for illustrative, informative or documentary purposes only and may depict objects or
elements which are protected by third party copyright, trademarks and other intellectual property rights. Unless expressly stated,
no relationship, association, sponsorship or endorsement is suggested or implied between UBS and these third parties.

Any charts and scenarios contained in the document are for illustrative purposes only. Some charts and/or performance figures
may not be based on complete 12-month periods which may reduce their comparability and significance. Historical performance
is no guarantee for, and is not an indication of future performance.

Nothing in this document constitutes legal or tax advice. UBS and its employees do not provide legal or tax advice. This document
may not be redistributed or reproduced in whole or in part without the prior written permission of UBS. To the extent permitted
by the law, neither UBS, nor any of it its directors, officers, employees or agents accepts or assumes any liability, responsibility or
duty of care for any consequences, including any loss or damage, of you or anyone else acting, or refraining to act, in reliance
on the information contained in this document or for any decision based on it.

Important Information About Sustainable Investing Strategies: This terminology refers to definitions in the UBS Sustainable
Investing Framework and does not refer or relate to any product-specific regulatory labelling regime or naming conventions.
Sustainable investing strategies aim to consider and incorporate environmental, social and governance (ESG) factors into
investment process and portfolio construction. Strategies across geographies approach ESG analysis and incorporate the findings
in a variety of ways. Incorporating ESG factors or sustainable investing considerations may inhibit UBS’s ability to participate in
or to advise on certain investment opportunities that otherwise would be consistent with the Client’s investment objectives. The
returns on a portfolio incorporating ESG factors or sustainable investing considerations may be lower or higher than portfolios
where ESG factors, exclusions, or other sustainability issues are not considered by UBS, and the investment opportunities available
to such portfolios may differ.

Except as otherwise specified herein and/or depending on the local entity from which you are receiving this document, this
document is distributed by UBS Switzerland AG, authorised and regulated by the Swiss Financial Market Supervisory Authority
(FINMA).

Please  visit https://secure.ubs.com/global/en/wealthmanagement/insights/chief-investment-office/disclaimers/marketing-
material-disclaimer.html to read the full legal disclaimer applicable to this document.

© UBS 2026. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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