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Do the Lessons from 2013’s Taper Tantrum Apply to Today’s Bond Markets?
Short-Term Mispricing of Fed’s Intentions Unlikely to Be As Serious, This Time, Western Asset Predicts
PASADENA, AUGUST 9, 2017 – Bond prices were roiled by the Taper Tantrum of 2013. A signal from
the U.S. Federal Reserve (Fed) regarding plans to “step down” asset purchases led to a sudden – and
sharp – sell-off. Bonds, risk assets and especially emerging markets (EMs) all moved down in price
simultaneously. This “taper tantrum” was caused by markets badly mispricing the Fed’s intentions
regarding short-term interest rates, despite Fed pronouncements.
Now the Fed has announced it will adjust its reinvestment program later this year, selling assets to
eventually shrink its balance sheet by $1-2 trillion. This effort toward “normalization” would be yet another
step in the Fed’s slow and gradual exit from extraordinary monetary policy.
But Western Asset Management portfolio manager & research analyst John L. Bellows Ph.D., believes
that market participants will heed lessons learned in 2013 and the possibility of another “taper tantrum” is
unlikely.
“The lessons from the 2013 taper tantrum are relevant for bond investors today, but as circumstances are
different, we do not expect a similar outcome,” Mr. Bellows predicts.
Mr. Bellows details this message in a recently released white paper, “Four Lessons from the Taper
Tantrum of 2013,” available from Western Asset via this link.
Clarity of expectation and action are paramount. “Central banks have been very clear that adjustments to
balance sheet policies do not signal a shift in the broader accommodative stance,” Mr. Bellows writes,
“and so far have been effective at communicating that message.”
A close follower of the Fed and other central banks, Mr. Bellows is an economist who served in three
senior positions at the U.S. Department of the Treasury from 2009 to 2011.
“The negative correlation across bonds and risk assets is likely to hold, much like it did over most of
2013,” he writes. “The starting point matters for asset prices. EMs are notably at a better starting point
than in 2013.”
“Over the longer term, we believe markets will respond to inflation and growth, neither of which is likely to
be impacted very much by upcoming adjustments to central bank balance sheets.”
The lessons of the 2013 Taper Tantrum prove strong and stark because it was so unexpected.
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According to Mr. Bellows, “In May 2013, then-Chairman Ben Bernanke said that the Fed could ‘step
down’ the pace of asset purchases ‘in the next few meetings.’ There was no hint or suggestion in his
comments that the Fed was also considering changes to the interest rate policy.”
“In fact, at the beginning of the same testimony, Bernanke emphasized that the Fed’s forward guidance in
regard to interest rates ‘underscore[d] the Committee’s intention to maintain highly accommodative
monetary policy as long as needed.’”
“Yet, market participants struggled to make the distinction between changes in asset purchases and the
broader accommodative stance. In the immediate aftermath of Bernanke’s comments, the market
repriced its expectation for the future path of short-term interest rates from one hike to four full hikes by
mid-2015. And this repricing was in spite of the fact that Fed officials were pushing back very hard and
reasserting the forward guidance at every opportunity.”
A common observation about the 2013 taper tantrum is that bonds and risk assets experienced a period
of negative returns, thereby upending the negative correlation between the two that is the foundation of
many portfolios. This was true, but only for a very limited time.
“When assessed in the proper perspective, such a combination of price moves is neither puzzling nor
alarming,” Mr. Bellows concludes.
“Now in 2017, central bank balance sheets are again top-of-mind for bond investors,” he writes. The Fed
plans to shrink its balance sheet, slowly, gradually. The European Central Bank (ECB) is a few years
behind but nonetheless has signaled a desire to move in the same direction.
“Large central bank balance sheets have been a prominent feature of the post-crisis landscape, and it’s
understandable that bond investors are watching these developments warily,” Mr. Bellows writes. “A few
have even raised the concern that apparently small changes in balance sheet policy can have an
outsized impact on markets, as was the case in 2013.”
“Given this recent experience, some wariness about Fed moves – and the market’s potential reaction – is
understandable.”
“But, is the taper tantrum really all that relevant for understanding the current landscape?”
Mr. Bellows believes its lessons remain important and relevant for bond investors.
“Encouragingly, this time around markets don’t appear to be making the same mistake,” he observes. “In
the U.S. the market pricing of the path of short-term interest rates has actually moved lower this year,
even as the change to reinvestment policy has moved closer. And in Europe recent communications
about a potential taper of asset purchases has had limited impact, if any, on the pricing of the short-term
rate path.”
“This is a key difference from 2013; this time around, central banks have been more successful in
maintaining expectations that broad accommodation will remain in place – and should that hold, it will be
an important departure from the taper tantrum.”
###
About Western Asset Management
Founded in 1971, Western Asset Management is one of the world's leading fixed-income managers with
$428.8 billion in assets under management as of June 30, 2017. From offices in Pasadena, Hong Kong,
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London, Melbourne, New York, São Paulo, Singapore, Tokyo and Dubai, the company provides longterm, value-oriented investment services for a wide variety of global clients, across an equally wide
variety of mandates. The firm is a wholly owned, independently operated subsidiary of Legg Mason, Inc.
To learn more about Western Asset Management, please visit www.westernasset.com.
About Legg Mason
Legg Mason is a global asset management firm with $741 billion in assets under management as of June
30, 2017. The Company provides active asset management in many major investment centers throughout
the world. Legg Mason is headquartered in Baltimore, Maryland, and its common stock is listed on the New
York Stock Exchange (symbol: LM).
DISCLOSURES
Fixed-income securities involve interest rate, credit, inflation, and reinvestment risks; and possible loss of principal. As
interest rates rise, the value of fixed-income securities falls. High yield bonds are subject to greater price volatility,
illiquidity, and possibility of default. International investments are subject to special risks, including currency fluctuations
and social, economic and political uncertainties, which could increase volatility. These risks are magnified in emerging
markets. Asset-backed, mortgage-backed or mortgage-related securities are subject to prepayment and extension
risks. Tapering of the Federal Reserve Board's quantitative easing program and a general rise in interest rates may lead
to increased portfolio volatility.
All investments involve risk, including possible loss of principal.
The value of investments and the income from them can go down as well as up and investors may not get back the
amounts originally invested, and can be affected by changes in interest rates, in exchange rates, general market
conditions, political, social and economic developments and other variable factors. Investment involves risks including
but not limited to, possible delays in payments and loss of income or capital. Neither Legg Mason nor any of its
affiliates guarantees any rate of return or the return of capital invested.
Equity securities are subject to price fluctuation and possible loss of principal. Fixed-income securities involve interest
rate, credit, inflation and reinvestment risks; and possible loss of principal. As interest rates rise, the value of fixed
income securities falls.
International investments are subject to special risks including currency fluctuations, social, economic and political
uncertainties, which could increase volatility. These risks are magnified in emerging markets.
Commodities and currencies contain heightened risk that include market, political, regulatory, and natural conditions
and may not be suitable for all investors.
Past performance is no guarantee of future results. Please note that an investor cannot invest directly in an
index. Unmanaged index returns do not reflect any fees, expenses or sales charges.
The opinions and views expressed herein are not intended to be relied upon as a prediction or forecast of actual
future events or performance, guarantee of future results, recommendations or advice. Statements made in this
material are not intended as buy or sell recommendations of any securities. Forward-looking statements are subject
to uncertainties that could cause actual developments and results to differ materially from the expectations
expressed. This information has been prepared from sources believed reliable but the accuracy and completeness of
the information cannot be guaranteed. Information and opinions expressed by either Legg Mason or its affiliates are
current as at the date indicated, are subject to change without notice, and do not take into account the particular
investment objectives, financial situation or needs of individual investors.
The information in this material is confidential and proprietary and may not be used other than by the intended user.
Neither Legg Mason or its affiliates or any of their officer or employee of Legg Mason accepts any liability whatsoever
for any loss arising from any use of this material or its contents. This material may not be reproduced, distributed or
published without prior written permission from Legg Mason. Distribution of this material may be restricted in certain
jurisdictions. Any persons coming into possession of this material should seek advice for details of, and observe such
restrictions (if any).
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This material may have been prepared by an advisor or entity affiliated with an entity mentioned below through
common control and ownership by Legg Mason, Inc. Unless otherwise noted the “$” (dollar sign) represents U.S.
Dollars.
This material is only for distribution in those countries and to those recipients listed.
All investors in the UK, professional clients and eligible counterparties in EU and EEA countries ex UK and
Qualified Investors in Switzerland.
Issued and approved by Legg Mason Investments (Europe) Limited, registered office 201 Bishopsgate, London
EC2M 3AB. Registered in England and Wales, Company No. 1732037. Authorized and regulated by the Financial
Conduct Authority. Client Services +44 (0)207 070 7444.
All Investors in Hong Kong and Singapore:
This material is provided by Legg Mason Asset Management Hong Kong Limited in Hong Kong and Legg Mason
Asset Management Singapore Pte. Limited (Registration Number (UEN): 200007942R) in Singapore.
This material has not been reviewed by any regulatory authority in Hong Kong or Singapore.
All Investors in the People’s Republic of China ("PRC"):
This material is provided by Legg Mason Asset Management Hong Kong Limited to intended recipients in the
PRC. The content of this document is only for Press or the PRC investors investing in the QDII Product
offered by PRC’s commercial bank in accordance with the regulation of China Banking Regulatory
Commission. Investors should read the offering document prior to any subscription. Please seek advice
from PRC’s commercial banks and/or other professional advisors, if necessary. Please note that Legg Mason
and its affiliates are the Managers of the offshore funds invested by QDII Products only. Legg Mason and its
affiliates are not authorized by any regulatory authority to conduct business or investment activities in
China.
This material has not been reviewed by any regulatory authority in the PRC.
Distributors and existing investors in Korea and Distributors in Taiwan:
This material is provided by Legg Mason Asset Management Hong Kong Limited to eligible recipients in Korea and by
Legg Mason Investments (Taiwan) Limited (Registration Number: (98) Jin Guan Tou Gu Xin Zi Di 001;
Address: Suite E, 55F, Taipei 101 Tower, 7, Xin Yi Road, Section 5, Taipei 110, Taiwan, R.O.C.; Tel: (886) 28722 1666) in Taiwan. Legg Mason Investments (Taiwan) Limited operates and manages its business
independently.
This material has not been reviewed by any regulatory authority in Korea or Taiwan.
All Investors in the Americas:
This material is provided by Legg Mason Investor Services LLC, a U.S. registered Broker-Dealer, which includes
Legg Mason Americas International. Legg Mason Investor Services, LLC, Member FINRA/SIPC, and all entities
mentioned are subsidiaries of Legg Mason, Inc.
All Investors in Australia:
This material is issued by Legg Mason Asset Management Australia Limited (ABN 76 004 835 839, AFSL 204827)
(“Legg Mason”). The contents are proprietary and confidential and intended solely for the use of Legg Mason and the
clients or prospective clients to whom it has been delivered. It is not to be reproduced or distributed to any other
person except to the client’s professional advisers.
Legg Mason Investor Services and its investment affiliates are subsidiaries of Legg Mason Inc.
©2017 Legg Mason Investor Services, LLC, (LMIS) member FINRA, SIPC. Western Asset Management Company and
LMIS are subsidiaries of Legg Mason, Inc.
INVESTMENT PRODUCTS: NOT FDIC INSURED | NO BANK GUARANTEE | MAY LOSE VALUE
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