
On Our Minds

Language often reflects what’s happening in the world—how 
many of us had ever uttered the phrase “social distancing” before 
March 2020? Over the last eighteen months, “unprecedented” has 
been one of the most frequently used words and today, the word 
“inflation” isn’t far behind.  Pandemic-related supply and demand 
shocks, in combination with unprecedented stimulus efforts 
provided by the Federal Reserve, have resulted in both product 
scarcity and heightened consumer demand. Although mainstream 
headlines have only recently begun to center on inflation, it’s 
important to understand how global and technological forces, over 
the last twenty to thirty years, have disrupted the global economy 
and laid the foundation for the inflation we are experiencing today. 

Globalization has made low-wage labor widely available, and 
technology advances have helped companies produce more goods 
with fewer resources. Together, these forces have been applying 
downward pressure on inflation for years. Consider how much it 
would have cost in 1990 to replicate what our smartphones do 
today. Or how the internet has affected prices because consumers 
can, in minutes, research comparable products from hundreds of 
retailers without leaving their couches. Or the ability of businesses 
to optimize their supply chains by using new technology. 

By the time the pandemic arrived, most central banks were 
finding that inflation was consistently below target inflation, and 
some were questioning if inflation was losing its relevance as an 
economic indicator. But just because central banks have been 
missing inflation targets for the last decade does not mean that 
inflation has been nonexistent, as anyone who has bought a house, 
or paid a medical or tuition bill, can attest. Unfortunately, the 
way we measure inflation is muddled: the Consumer Price Index 
(CPI) and other widely used price indices are flawed, as they can 
overlook or exclude sector-specific increases in price.  

In our view, the long-term effect of debt on future economic growth 
is as great a risk as inflation. It is true that the economy has been 
flooded with liquidity thanks to massive stimulus efforts provided 
by the Fed and Congress—and a rise in liquidity can certainly 
contribute to inflation.  However, the debt generated as a result 
of the stimulus, which sits on top of debt accumulated before the 
pandemic, is a great danger. In this newsletter we examine how 
high levels of debt contribute to disinflation.  

Inflation is affected by many different elements of our economy, 

and sometimes, understanding how these levers influence 
inflation—and each other—is confusing. To that end, we have 
included a piece on the yield curve—what it measures, what its 
movements convey, and how it relates to the inflation debate. 
We have also included an update on the repurchase (a.k.a. repo) 
market and link what’s transpiring there to actions undertaken by 
the Fed to keep rates from falling below zero. 

If you need a break from inflation, we have included a piece on 
the economic impact of holiday spending—did you know that 
Halloween is the second biggest retail event of the year? The 
month of October is not only scary because of Halloween but also 
because it has a reputation for being the spookiest month of the 
year for the stock market. 

The last eighteen months have shown us just how important it is 
to plan for the unexpected. Certain life events—births, marriages, 
divorces, remarriages, retirement, college—should trigger reviews 
of financial plans, estate plans, budgets, and portfolio allocations. 
We are here to help adjust financial plans when life’s events 
(planned or unplanned) occur, as they inevitably do.  

We hope you enjoy our newsletter and wish you a Happy 
Halloween!
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Understanding the Yield Curve

What Is the Yield Curve?

The yield curve is a term used to describe a graphical depiction of the yields for bonds of equal credit quality but different maturity dates. This 
means there are numerous yield curves, but this article focuses specifically on the yield curve for US government-backed bonds, known as 
Treasurys. The US Treasury yield curve provides information both on short-term bonds (e.g., one month to maturity) and long-term bonds (e.g., 
thirty years to maturity). It signals market expectations for interest rates, and the data points serve as benchmarks for other debt instruments, 
such as bank loans and mortgage rates. (See Figure 1.)

Why It Matters

Investors view the yield curve as a bellwether of the future economy. US Treasurys are debt instruments; when an investor purchases a 
Treasury, the US government agrees to repay the investor the full value of the bond, plus a premium, over the bond’s term. Treasurys are 
backed by the US government and considered one of the safest investments available. That said, long-term investments are riskier than short-
term ones, and Treasurys are no different. Treasury premiums address investors’ risks and opportunity costs—sentiments reflected in Figure 
1’s gentle, upwards-sloping yield curve. (A very safe, 1-month Treasury investment will yield a 0.02 percent return while a 30-year Treasury 
investment will yield a 2.16 percent return.)  

Like equity prices, bond prices fluctuate over time and, as a result, yields rise and fall. Sometimes, however, there isn’t much of a differnce 
between the short-term and long-term yields. This scenario, which could happen for several reasons, almost always signals the economic 
outlook is bleak and is represented by a flattened curve. In uncertain times, demand for Treasurys escalates because confidence in public 
markets is low. Heightened demand for Treasurys pushes their prices higher and, as a result, yields fall. By tracking fluctuations in the yield 
curve investors can better understand the current health of the economy and anticipate future economic trends.
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Figure 1. US Treasury Yield Curve as of 10/8/2021

Source: US Department of Treasury
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Understanding the Yield Curve

How the Yield Curve Changes

There are three essential ways in which a yield curve can modify: it can experience a change in level, a change in slope, or a change in 
curvature. Changes to the curve are not mutually exclusive—it may fluctuate in more than one way at once. 

Source: Forex Training Group

Figure 2. Bull and Bear Steepeners and Flatteners

• Level shifts: A change in level occurs when all yields on the curve change by the same number of basis points (bps),   
 triggering a parallel shift of the curve upwards or downwards. Notably, the price and yield of a bond are inversely correlated, which  
 means as the price of a bond increases, its yield decreases (and vice versa).

• Slope shifts: A change in slope refers to the flattening or steepening of the curve. Slope measures the spread, or difference,  
 between the yield of a long-dated bond and a short-dated bond. When the difference increases, the spread widens and the slope of  
 the yield curve increases. Conversely, when the spread narrows, the yield curve’s slope flattens. Most of the time, the yield curve is  
 upward sloping because in general, short-dated bonds yield less than long-dated bonds. A “normal” yield curve refers to this classic  
 shape. Should the difference between two bonds result in a negative yield (i.e., the long-dated bond yields less than the short-dated  
 bond), the curve inverts. An inversion of the yield curve is unusual and typically precedes a recession. (In February 2020, just before  
 the pandemic, the 3-month and 10-year spread briefly inverted.)

• Curvature shifts: Curvature is a function of the relationship between yields at the short end, the midpoint, and the long end of the  
 curve. Most of the time, the yield curve’s curvature is described as either concave (humped) or convex (saucer-shaped). 

Interpreting Shifts to the Yield Curve

There are four basic terms to describe yield curve changes: bull steepener, bull flattener, bear flattener, and bear steepener.  (See Figure 2.)
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Understanding the Yield Curve

• Bull Steepener: Occurs when short-term interest rates fall faster than long-term rates, resulting in a widening spread. A bull   
 steepener typically occurs when the Fed is expected to lower interest rates to stimulate the economy.

• Bull Flattener: Occurs when long-term rates decrease faster than short-term rates, resulting in a narrowing spread. In general, it is 
 indicative of a revision to inflation or growth expectations.

• Bear Steepener: Occurs when long-term rates increase faster than short-term rates, resulting in a widening spread. A bear   
 steepener may signal an inflationary environment.

• Bear Flattener: Occurs when short-term rates rise faster than long-term rates, resulting in a narrowing spread. It often signals a  
 slowing economy. 

Monetary Policy’s Impact on Yield Curves

Which economic and policy factors influence the yield curve the most and cause its shape to change? The short end of the curve tends to 
be more volatile than the long end; its volatility is driven primarily by the federal funds rate, which is the interbank lending rate on overnight 
borrowing in reserve. Short-term rates tend to increase when the Fed starts “tightening” monetary policy by raising rates (including the 
federal funds rate) to influence (1) the quantity of money in the economy and (2) the rate of economic growth. The long end of the yield curve 
is impacted by different factors, including economic growth projections, inflation expectations, and the supply and demand of long-term 
Treasurys.

Currently, there is speculation the Fed is controlling the yield curve through financial maneuvering.  The Fed is continually buying large 
amounts of long-dated bonds, an effort which is depressing long-term bond yields while elevating short-term rates above their natural 
equilibrium. The Fed does not want short-term rates to enter negative territory.  As a result of the Fed-imposed “floor” on short-term rates and 
the ongoing purchase of long-term debt, the yield curve is narrowing. One plausible explanation for why the Fed would attempt to control the 
yield curve centers on government financing: the government, which borrowed immensely to fund pandemic-related stimulus programs, is 
leveraging cheap financing to service its growing mountain of debt. 

For more detail on the Fed’s current strategy, we encourage you to read “The Fed’s Ongoing Yield Curve Control Is Becoming More Apparent,” 
also included in this issue.

Enhancing Privacy and Security to Protect 
Against Identity Theft

Protecting personal information has never been more crucial 
than it is today, as people of all ages are increasingly exposed 
to—and becoming victims of—identity theft. Identity theft occurs 
when an individual steals personal information and uses it to 
benefit financially: a scammer may obtain loans in your name, 
purchase merchandise with your credit cards, or steal your tax 
refund, for example. Thieves glean personal information from 
printed documents, emails, text messages, and even telephone 
conversations. They may use the stolen information themselves or 
choose to sell it on the black market. 

(Continued from page 3)
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        Be on the lookout for phishing emails. The term 
“phishing” describes a clever—often personalized—
attempt to obtain valuable data (e.g., bank account 
and credit card numbers) through email or text 
communication. Phishing communications often 
mimic the style and tone of trusted entities such 
as technology companies, banks, or credit card 
companies. They prompt recipients to click on 
links contained in the email, which causes (1) the 
download of malicious tracking software onto a 
device or (2) the entry of sensitive information (e.g., 
passwords, account numbers) into what might 
look like an authentic account login page but is 
the attacker’s data-capture system in disguise. It’s 
always a good idea to double-check the sender’s 
email address to ensure its validity before clicking on 
any embedded links.

 Safely store or shred documents containing 
sensitive personal information. Documents with our 
Social Security and bank account numbers can pile 
up, but it is important to shred any paper containing 
sensitive information before throwing it away. If 
you don’t have a shredder, many local banks host 
a “shredding day” on which customers can safely 
destroy and dispose of sensitive documents.

        Do not share your personal information with 
people you don’t know. Never give your personal 
information to someone who contacts you by phone, 
text, or email. It’s more than likely that the person on 
the other end of that communication is a scammer, 
one who is trying to steal from you. 

        Never include bank account information in 
emails. If your personal ABA/routing/account 
numbers are requested from a financial institution, 
please use their encryption services to transmit the 
requested information.

        Keep your Social Security number (mostly) 
private. A small number of organizations do need 
your Social Security number to identify you; they 
include your employer, the IRS, financial institutions, 

Enhancing Privacy and Security to Protect 
Against Identity Theft
(Continued from page 4)

 and medical professionals, among others. 
However, be wary of phone calls purporting to be 
from financial institutions or companies that ask 
for your Social Security number for verification 
purposes. These calls are probably scams; 
institutions with whom you have a relationship 
already have your Social Security number and 
have other ways to identify you.

       Create strong passwords and use multifactor 
authentication services. The strongest 
passwords are long and include a combination of 
uppercase and lowercase letters, numbers, and 
special characters. Use multifactor authentication 
when it is available; it enhances security by 
requiring more than one credential to identify 
you—most often a code sent to you via text 
message, email, or an authentication app.

       Never log into accounts while using free Wi-Fi 
services: Hackers monitor free Wi-Fi networks—
those offered by malls, airports, and restaurants, 
for example—to obtain sensitive login information 
from unsuspecting users.

       Monitor your expenses and know when bills 
are due. If you are no longer receiving a monthly 
bill, it could mean that your address has been 
changed. Review your bills and bank statements 
each month, confirm the legitimacy of charges 
and withdrawals, and question any uncertainties. 
Review your credit reports each year: Experian, 
TransUnion, and Equifax offer one free report 
annually. These agencies also provide monitoring 
services for further protection.

        Install a reliable antivirus software along 
with antispyware software. These programs 
can protect you against phishing attacks and 
malicious downloads. Ensure you update the 
software regularly to maximize its protection.

Following are some simple steps you may take to protect yourself against nefarious, and increasingly sophisticated, identity theft attempts. 
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Inflation and Disinflation: The Ongoing Tug-of-
War Underpinning the Inflation Debate
Inflation: Background and Variability by Sector

As widely reported in the media, the United States is currently experiencing inflation; in truth, this inflationary state has quietly existed for the 
past several years. In general, the term “inflation” has negative connotations because it implies that our currency is losing its value. However, 
inflation is not necessarily bad for consumers or the economy. In some instances, inflationary forces can actually propel consumer demand 
for goods and services and spark economic growth—significant, considering consumer spending accounts for roughly 70 percent of US 
gross domestic product (GDP). The Federal Reserve (Fed), the US’s central bank, has been trying for years to spur inflation and has targeted 2 
percent as the ideal level. While core inflation—an inflation estimate based on the US’s Personal Consumption Expenditures (PCE) price index 
that strips out volatile items like food and energy—has trailed the Fed’s target level over most of the past two decades, several sectors have, 
in fact, experienced ballooning inflation during this time. These include health care, childcare, and higher education. (See Figure 1.)

Source: American Enterprise Institute, “Chart of the day…. or century?”

Wages have also increased at faster pace than Consumer Price Index (CPI) inflation, a second index the US uses to measure inflation, over the 
past few years. (See Figure 2.)

Figure 1: Sectors Exhibiting Significant Inflation over Past Two Decades (January 2000–June 2001)
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Inflation and Disinflation: The Ongoing Tug-of-
War Underpinning the Inflation Debate
(Continued from page 6)

The Shortfalls of Headline Inflation Metrics

The US’s primary inflation measures are the CPI and the PCE. These indices are notoriously inadequate measures of inflation for the 
general economy, which partially explains the recent delay in mainstream adoption of the inflation narrative: the inflation experienced 
by consumers hasn’t been accurately captured by headline statistics. Consider the CPI’s measure of Owners’ Equivalent Rent (OER), 
for example. The measure was introduced by the Bureau of Labor Statistics in 1983 to replace home price purchase indices. The OER 
attempts to estimate shelter costs and is smoother than some of the more volatile home price indexes such as the S&P/Case-Shiller index. 
(See Figure 3.)

Source: American Enterprise Institute, “Friday Afternoon Charts”

Figure 2: Wage Inflation vs. CPI Inflation, 2019–2021
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Inflation and Disinflation: The Ongoing Tug-of-
War Underpinning the Inflation Debate

Figure 3: Annual Change in CPI’s Average OER and S&P/Case-Shiller Index (2002–2021)

The OER tempers data to such an extent that currently, it overlooks most of the past decade’s increases in house prices. As a result, it fails to 
capture the true cost of home ownership and shelter in the US. (See Figure 4.)

Source: U.S. Bureau of Labor Statistics, Consumer Price Index for All Urban Consumers: Owners’ Equivalent Rent of Residences in U.S. City Average [CUSR0000SEHC], 
retrieved from FRED, Federal Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/CUSR0000SEHC, September 17, 2021.

Source: U.S. Bureau of Labor Statistics, Consumer Price Index for All Urban Consumers: Owners’ Equivalent Rent of Residences in U.S. City Average [CUSR0000SEHC], 
retrieved from FRED, Federal Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/CUSR0000SEHC, September 17, 2021.

Figure 4: OER, Divorced from Reality
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(Continued from page 8)

Inflation and Disinflation: The Ongoing Tug-of-
War Underpinning the Inflation Debate

Looking Ahead: Continued Disinflation

Poor measures of inflation are only partly to blame for the US’s anemic headline inflation over time. Disinflationary forces—those that slow 
the rate of inflation (unlike deflationary forces, which reverse it)—have probably had a larger impact than index inaccuracies. The mainstream 
has only recently adopted the narrative of inflation and is preoccupied with its longevity (or transience). But what should the market and the 
economy expect in terms of future inflation?

As a result of the COVID-19 pandemic and related shutdowns, the US economy experienced supply shocks, demand shocks, and 
unprecedented government transfers to individuals to prop up the economy. It should not come as a surprise, then, that the US’s current 
inflation is high enough for even the flawed CPI and PCE measures to register. However, decades-old disinflationary forces continue to hamper 
the economy and are growing stronger, fueled by government debt. Yes, we are certainly experiencing inflation now, but significant risk 
remains that disinflation will resume once the economy recovers from the impact of ongoing supply and demand shocks.

A primary disinflationary force is the overuse of debt; just as in business, high debt loads at the federal level will usually diminish marginal 
returns and slow economic growth. The US’s debt-to-GDP ratio has ballooned to 125 percent, catapulted to new heights by the pandemic’s 
massive stimulus payments. Relative debt levels now mirror those of notable debt abusers, such as Portugal and Spain—members of the 
notorious “PIIGS” of Europe. Government spending does not usually translate into increased productive capacity or income-generating 
investment. Federal spending may increase aggregate demand (nominal GDP) in the short run, but traditionally, the assumption of debt has 
not led to long-term economic growth. (See Figure 5.) For example, it appears that the natural rate of interest (r*)—the interest rate at which 
inflation is held constant and the economy operates at full employment—declines as federal debt loads increase.

Source: Deutsche Bank

Figure 5: Higher Government Debt Reduces Potential Growth (r*)
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Inflation and Disinflation: The Ongoing Tug-of-
War Underpinning the Inflation Debate

Debt’s inability to stimulate economic growth can be measured in several ways. Lacy Hunt, an economist with Hoisington Management, 
recently demonstrated that the velocity of money (i.e., the frequency at which a unit of money is spent) is closely related to the marginal 
revenue product (MRP) of debt—a figure that has been declining as the US’s debt load has increased. According to Mr. Hunt, the R2 (which, in 
layman’s terms measures how much variation of a dependent variable is explained by the independent variables) of the velocity of money and 
MRP of debt is 0.94, highly statistically significant. (See Figure 6.)

Source: Hoisington Investment Management

Currently, structural forces are restraining the flow of money into the economy. The decline in the velocity of money is important because it 
is an important driver of GDP and helps to counter concerns of those that believe an increase in money supply will cause inflation. Monetary 
economist Irving Fisher developed the following equation of exchange to show that the product of money supply and velocity of money is 
equal to the product of the price level and expenditures (i.e., GDP).

M * V = P * Q = Nominal GDP

A declining velocity of money would clearly hamper GDP growth if the supply of money were stable. Amid substantial and ongoing quantitative 
easing (QE) by the Fed, there are concerns that the money supply is increasing too quickly, which could cause inflation. However, in our 
modern economy, the creation of reserves is undertaken by the Fed and is separate from the creation of money, which is executed primarily 
by commercial banks. In fact, reserves are not money—they are electronic financial liabilities that are forms of base money. (For more 

(Continued from page 9)

Adjusted R Square= .94
M2 Velocity

MRP

Figure 6: Tracking the Declines of the MRP of Debt and Velocity of Money
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Inflation and Disinflation: The Ongoing Tug-of-
War Underpinning the Inflation Debate

information, the following from the Bank of England is insightful: LINK.) Yes, the process of QE can introduce more deposits into the banking 
system, but as we detailed in our spring piece on the overnight reverse repurchase agreement (ON RRP) facility, the banks are currently asset 
constrained and some may be turning away deposits. In short, the recent surge of reserves has not materially translated into spendable 
money and therefore we question whether it has been a meaningful driver of inflation.

The disconnect between the creation of reserves (a.k.a. monetary base) and the creation of money (a.k.a. money stock or money supply) 
is clearly illustrated in Figure 7.  Note that monetary base includes currency in circulation and cash reserves, while M2 money supply 
encompasses the supply of money held by the public. 

(Continued from page 10)

Source: Board of Governors of the Federal Reserve System (US), M2 Money Stock [M2SL] & Monetary Base; Total [BOGMBASE], retrieved from FRED, Federal Reserve Bank of 
St. Louis; https://fred.stlouisfed.org/series/M2SL, September 17, 2021.

Conclusion: Current State of Inflation May Be Temporary

More substantial increases in money supply, we believe, are unlikely, mostly because of tepid loan growth and demand. With debt abundant 
and increasing, we are concerned the demand for loans will weaken over time, despite historically low interest rates. If banks are unable 
or unwilling to lend, further increases in money supply will be constrained. Given the continued declines in the velocity of money, it seems 
unlikely that persistent inflation will take hold due to the liquidity provided by the Fed. As supply chain bottlenecks resolve and the economy 
readjusts after responding to the pandemic-driven supply and demand shocks, it is our view that (1) disinflationary forces may resume, (2) 
economic growth may slow, and (3) rates may remain persistently low.

Figure 7: Monetary Base Expansion Is Vastly Outpacing Money Stock Expansion

https://www.bankofengland.co.uk/-/media/boe/files/quarterly-bulletin/2014/money-creation-in-the-modern-economy.pdf?la=en&hash=9A8788FD44A62D8BB927123544205CE476E01654
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Managing Through Life Events (Expected and 
Unexpected)

 We all know that financial plans need to be updated regularly to ensure 
their relevance remains intact. It is especially important, though, to 
reexamine financial goals and strategies when momentous life events 
transpire: the birth of a child or grandchild, an unexpected inheritance, or 
a second marriage, for example. Each of these exciting scenarios brings a 
unique set of financial considerations and implications. The most valuable 
financial strategies morph over time to incorporate life’s ever-changing 
circumstances and thoughtfully revised goals.

Begin the process by reflecting on your current priorities. What is most 
important to you today? Has your answer changed over time? Compare 
your former financial goals to those of today, and if they aren’t consistent, 
commit to revising your financial plan so that your goals—now and in the 
future—are achievable. 

• Planning Thoughtfully When Incomes Rise from an inheritance or a new job 
• By how much will your monthly income change? Will your lifestyle change and if so, will your monthly expenses rise also? By how  
 much? 
• Would it make more sense to invest your additional income or to pay down debt obligations such as a mortgage? 
• Do you have a long-term savings goal, such as a second home or a “bucket list” trip? 
• Are there tax implications you need to consider? Are you in a new tax bracket, or do you face a substantial tax on your inheritance?

• Updating Financial Goals When Families Change and priorities evolve 
• Have your personal priorities shifted over time and if so, how? What adjustments should be made to your financial plan to address  
 those changes? 
• If a grandchild joined your family, have you considered a 529 plan to help fund their education? 
• For those with older children, have you committed to paying for a wedding? Contributing to a down payment? Covering the cost of  
 graduate school tuition?

• Ensuring Retirement Is On Track when circumstances change 
• Are you on track to achieve your retirement savings goals? Could you contribute more towards retirement to retire earlier? 
• Has your target retirement age changed, either up or down? 
• Has your vision for retirement changed since you established your retirement plan? If so, how—do you need to update your   
 projected retirement budget? Will you require more (or fewer) resources? 
• Have you recently switched jobs? If so, how do the retirement benefits offered by your new employer differ from those of your old  
 employer? Do you need to adjust your automated retirement contributions to maximize matching opportunities? 
• If you have new or unexpected expenses, are they getting in the way of your retirement contributions? Have you adjusted your   
 expectations for retirement accordingly?

• Strengthening Estate Plans to ensure your plan for asset distribution is upheld 
• Does your current estate plan allow for your assets to flow as you wish? Checking IRA and life insurance benefits is straightforward,  
 but other estate-planning elements may require an attorney. 
• Could a divorce or new marriage affect your succession plan? Laws relating to succession vary by state and should be examined  
 when a divorce, or second marriage, takes place. A second marriage involving children warrants close examination of these rights to  
 ensure your wishes aren’t superseded by state laws.

Listed below are some broad considerations for times of change. 
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The Fed’s Ongoing 
Yield Curve Control 
Is Becoming More 
Apparent

In the spring edition of our newsletter, we explored the paradigm 
shift occurring in funding markets and the escalating use of the 
“temporary” overnight reverse repurchase agreement (ON RRP) 
facility. Since then, usage of the ON RRP has accelerated; the 
Federal Reserve (Fed) now takes in over $1 trillion each night. 
Meanwhile, the Fed has continued to purchase $120 billion of 
bonds each month, which has helped to create over $4.1 trillion 
in cash reserves and propel the Fed’s balance sheet to over $8.2 
trillion. 

For the most part, depository banks—which typically hold the 
Fed’s reserves—remain balance sheet constrained due to 
regulatory and other binding limitations. In other words, the 
banks have reached their reserve limits—they cannot absorb 
any more of the Fed’s reserves or earn a return on those reserves 
by lending to consumers. Instead, the reserves, which the Fed 

continues to create, are flowing into money market funds—funds 
which are pressed to find positive yields on deposits. The easy 
place for money market funds to park these dollars—and earn 
a slight return on them—is the ON RRP facility. Although the 
market anticipates the Fed will announce tapering sometime 
in the near future, it is important to note that tapering won’t 
immediately resolve the glut of reserves: the Fed’s bond purchases 
will continue, creating more reserves (albeit at a slower pace), 
sustaining the flow of dollars to money market funds, and 
(probably) further escalating use of the ON RRP facility. 

Use of the ON RRP facility is not outrightly problematic. However, 
based on price action in “private” repo markets, it appears 
that short-term rates would be negative without the ON RRP. 
Meanwhile, ongoing Fed purchases of bonds and mortgage-
backed securities are continuing to depress long-term rates. In 
a recent interview with Bloomberg’s Odd Lots, Minneapolis Fed 
President Neel Kashkari addressed the dynamic. “In a sense you 
can think of [ON RRP use] as a way of having some type of yield 
curve control where the Fed is buying a lot of long-term assets, 
but we don’t want short-term rates to go negative,” he explained, 
“and so we have this floor, in a sense, which is allowing banks to 
park some of their reserves essentially at the Fed to keep short-
term rates from going negative.” Such admission by a sitting Fed 
president is remarkable. Kashkari’s statement provides important 
context for comments made in July by the manager of the Fed’s 
open market operations, who said, “If a number of counterparties 
reached the per-counterparty limit on their ON RRP investments 
and downward pressure on overnight rates emerged, it may 
become appropriate to lift the limit.” The statement implies that 
ON RRP usage will continue to grow as the Fed continues to 
control the yield curve.
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Why Does October Spook Investors?

October is a notoriously spooky month for trick-or-treaters—and investors. Many of the biggest financial crises in 
history have occurred in October: The Bank Panic of 1907, the Stock Market Crash of 1929, Black Monday in 1987, 
and market crashes across the globe on October 10, 2008, which kicked off the Great Recession. Despite these 
crises, a historical analysis of monthly S&P 500 returns from the last eighty-eight years proves October’s reputation 
is undeserved.  (See Figure 1.)

To help quell their nerves, anxious investors should note that October also hosts the second-biggest holiday of the year (in terms of retail 
sales), Halloween. After the tepid Halloween celebrations of 2020, consumer enthusiasm this month is running high. The National Retail 
Federation (NRF) reports that consumer spending on Halloween-related items is expected to break records, reaching $10.14 billion (up from 
$8.05 billion in 2020). The most shopping will be conducted at discount stores, followed by specialty Halloween and/or costume stores, and 
online retailers.

Additional highlights from the NRF survey:

• Consumers plan to spend, on average, $102.74 per person—$10 more than last year.

• The costume category will generate the most revenue ($3.3 billion), with decorations ($3.2 billion) and candy ($3.08 billion) close behind.

• Fully 65 percent of Americans are expected to celebrate Halloween this year. Not surprisingly, there will be higher participation from 
families with children (82 percent). More than half of Americans (52 percent) plan to decorate their home or yard.

• One in five people intend to dress their pet in costume this year. The most popular pet costumes are pumpkins (10 percent) and hot dogs 
(5 percent).

Figure 1:  Median Monthly Returns for the S&P 500 (March 1933–September 2021)
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IMPORTANT DISCLOSURES 
This presentation is not an offer or a solicitation to buy or sell securities. The 
information contained in this presentation has been compiled from third party sources 
and is believed to be reliable; however, its accuracy is not guaranteed and should 
not be relied upon in any way, whatsoever. This presentation may not be construed 
as investment advice and does not give investment recommendations. Any opinion 
included in this report constitutes the judgment of Lowell Blake & Associates, Inc. 
(Lowell Blake) as of the date of this report, and is subject to change without notice.

Security Recommendations 
The investments presented are examples of the securities held, bought and/or sold 
in Lowell Blake strategies during the last 12 months. These investments may not be 
representative of the current or future investments of those strategies. You should not 
assume that investments in the securities identified in this presentation were or will 
be profitable. We will furnish, upon your request, a list of all securities purchased, sold 
or held in the strategies during the 12 months preceding the date of this presentation. 
It should not be assumed that recommendations made in the future will be profitable 
or will equal the performance of securities identified in this presentation. Lowell Blake, 

or one or more of its officers or employees, may have a position in the securities 
presented, and may purchase or sell such securities from time to time. 

General Disclosures 
Additional information, including management fees and expenses, is provided on 
Lowell Blake’s Form ADV Part 2, available upon request or at the SEC’s Investment 
Advisor Public Disclosure site https://www.adviserinfo.sec.gov/Firm/105127. As with 
any investment strategy, there is potential for profit as well as the possibility of loss. 
Lowell Blake does not guarantee any minimum level of investment performance or 
the success of any portfolio or investment strategy. All investments involve risk (the 
amount of which may vary significantly) and investment recommendations will not 
always be profitable. The investment return and principal value of an investment will 
fluctuate so that an investor’s portfolio may be worth more or less than its original cost 
at any given time. The underlying holdings of any presented portfolio are not federally 
or FDIC-insured and are not deposits or obligations of, or guaranteed by, any financial 
institution. Past performance is not a guarantee of future results. Copyright © 2021, by 
Lowell Blake & Associates, Inc.

Lowell, Blake & Associates provides personalized financial services and support for individuals, families, nonprofits, and businesses. 
Reflections & Observations is our biannual newsletter to keep our clients and contacts “in the know” on new trends and valuable insights. 

We love to hear from you—we invite you to share with us your ideas and feedback at lba@lowell-blake.com.


