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To 2024 and Beyond 

In his speech at the virtual Jackson Hole conference on August 27, Federal Reserve 
Chairman Jerome Powell made it clear that policy was changing to allow for inflation to 
overshoot 2% to compensate for the 12 years of missing its target. That view was confirmed 
at the Federal Open Market Committee (FOMC) meeting last week. The new dot plot 
release showed the median federal funds target staying at zero (precisely 0.1%) until 2024! 
Lower (rates) for longer indeed. Ugh! However, it could be worse. The Bank of England is 
contemplating negative rates for the first time in its 360-year history. The U.K. gilt market is 
already discounting this move as yields are decidedly negative out to seven years. At least 
we have a positive sign in front of measly yields!   

 
Source: Bloomberg 

QE TO INFINITY  

In its statement, the FOMC also justified its ongoing (really now endless) quantitative easing 
(QE) by stating, “over coming months the Federal Reserve will increase its holdings of 
Treasury securities and agency mortgage-backed securities at least at the current pace.”    
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In short, $80 billion in monthly Treasury purchases and $40 billion in monthly mortgage-backed securities (MBS) 
purchases will continue indefinitely. As such, the Fed’s balance sheet will continue to increase by over $1 trillion each 
year, and probably more depending on how much additional fiscal stimulus Congress agrees on.  

Regarding economic growth, the Fed sees growth declining 3.7% in 2020 and then rebounding to 4% in 2021 and 3% in 
2022. On the employment ledger, the Fed sees unemployment ending the year at 7.6% in 2020, 5.5% in 2021 and 4.6% 
in 2022.  

On the all-important inflation backdrop, the Fed seers do not even see inflation moving above 2% through the end of 
2023. The Fed sees inflation rising from 1.2% in 2020, to 1.7% in 2021, 1.8% in 2022 and 2.0% in 2023. This is an added 
exclamation mark that rates will remain lower for longer!   

 

Everyone thinks the central bank has this magic wand and can simply print inflation. Based on its track record, you 
would have thought by now the Fed would have learned its lesson. Frankly, it is almost laughable to hear the Fed talk 
about how it so desperately wants inflation to move higher than their 2% target. Frankly, I’m not sure why a higher 
inflation rate is desirable. But to the Fed, it seems more important to bail out over leveraged debtors, placate money 
managers, and punish traditional savers.  

The reality is much of the inflation process is out of the hands of monetary officials. In fact, the disinflationary process 
for years has become increasingly secular or structural in nature. If the Fed could not meet its 2% inflation objective in 
the last decade, plus with the unemployment rate down to a 50-year low of 3.5%, a surge in equity wealth effects, 
massive fiscal deficits, tax cuts, rampant government spending and higher tariffs, what makes it think it will get inflation 
above 2% at all, let alone for any meaningful length of time? 

So many are wondering how long the Fed might remain uber accommodative? Consider the recent history of the Fed 
rate cycles. After the 1990/91 recession, it took former Fed Chair Alan Greenspan three years into the recovery to start 
raising rates. And as we exited the 2008/09 Great Recession, the Fed took six years before transitioning to a tightening 
policy. Notice the pattern? Three, six… will it be nine years before the Fed hikes again? 

In the press statement, there were references that the Fed stuck with “weaker demand” and “considerable risks to the 
economic outlook.”    

I suspect the Fed is focused on the all-important output gap. The output gap measures the differential between 
aggregate supply and aggregate demand and – as shown below – has reached a record low -10.31%. The output gap is 
estimated by the Congressional Budget Office (CBO) to be -10%. By year-end, it is seen at -6.4%, which is where we were 
at the deepest point of the 2008/09 Great Recession. The CBO still sees an output gap of 3.4% by the end of 2021.  

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest
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A negative output gap is deflationary because the economy has unutilized capacity, driving down prices. Still not enough 
demand and far too much excess supply for businesses to be able to make price increases stick. 

Thus, it should not be a surprise that the Federal Reserve would either stay on the sidelines, or even ease policy further. 

 

PATIENT NEEDS MORE MEDICINE  

The third quarter 2020 gross domestic product (GDP) report will show a robust increase of around 30%. And while Wall 
Street will crow about how well the economy is doing, keep in mind that it is being heavily medicated by the Fed, 
Treasury and Congress. The combined $5+ trillion of monetary and fiscal policy support has dwarfed the economic cost 
of the pandemic by a two-to-one ratio. Personal income growth, at a 12% annual rate, in the context of a massive 
contraction in employment to this day, is unheard of and only made possible by the unprecedented transfers from the  
federal government to a point that even would have made Franklin D. Roosevelt blush.   

 

However, even with the Fed taking its balance sheet from $4 trillion to $7 trillion (or 30% of GDP) and massive fiscal 
stimulus driving the deficit-to-GDP ratio to 20%, and the debt-to-GDP ratio towards 100%, there is no question that 
momentum after the initial reopening rush of pent-up demand is starting to fade.  

U.S. retail sales fell well short of expectations in August – up 0.6% versus the consensus view of +1.0% – and July’s 
previously reported +1.2% reading was marked lower to +0.9%. This reflects the slower pace of hiring, the realization 
that much of the pent-up demand has been reached, and the expiry of the extended jobless benefits.  

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest
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Please remember that prior to COVID, approximately 60% of America had less than $500 in savings. And I doubt it has 
improved. Simply put, previously Americans were living paycheck to paycheck. Now, many Americans are living 
unemployment check to unemployment check. The bottom line: the patient still needs policy medication to stay alive.   

As we move forward through year-end, consumers will continue to curtail consumer spending as government support 
wanes and high levels of permanent job losses push households into higher levels of precautionary savings. The near-
term environment will be one of prudence and frugality.     

 

MORE COVID SCARRING    

For more color on the deep economic scarring, I turn your attention to a Yelp report published last week that revealed 
as of August 31, 163,735 businesses have closed on the platform, a 23% increase since mid-July. Yelp pointed out an 
increase of permanent business closures over the past six months, now reaching 97,966, or about 60% of closed 
businesses will never reopen their doors again.  

Since March 1, about 32,109 restaurants closed on Yelp, with 19,590 of those permanent, or about 61%. Shopping and 
retail saw 30,374 business closures, with 58% of those permanent.   

 
Source: Yelp 

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest
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And what does this all mean? With waning support from central banks and fiscal stimulus from governments, the quick 
rebound seen in the global economy has likely stalled, and the shape of the recovery will no longer resemble a “V” but 
more of a “W,” “U,” “L” or whatever letter you prefer.  

And America’s offices sit half-empty six months into the COVID-19 pandemic. Maybe the Fed should be adding empty 
office and hotel rooms to its bloated balance sheet instead of just focusing on how long it will keep rates pressed to the 
floor!  

The economic damage is still happening, and this recovery phase is already showing signs of sputtering.  

 
Source: Wall Street Journal  

JOB GAINS ARE SLOWING 

With the strongest part of the recovery behind us and Congress dragging its heels on additional support, the jobs 
outlook remains very uncertain.  

Last week was the worst week of data in at least three weeks. The grim reality is that for 26 weeks in a row we have 
claims topping 800,000, which actually is an economic disaster. This has never happened before. Before the pandemic, 
we never had one week north of 700,000 even in the worst recessions of the past. A normal economy has claims running 
just a little north of 200,000. We are still four times that flow of joblessness despite having had the economy reopen 
four months ago, massive policy stimulus and an epic surge in the equity market. 

 

Continuing claims dropped to 12.62 million for the week of September 5 – down from 13.54 million. This is not a sign of 
job creation as much as a sign of benefits running out. Again, a normal economy sees the backlog of continuing claims at 
1.7 million. We are almost ten times that figure. Finally, total continued claims (federal and state) have been in reverse 

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest
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for three weeks. The total for the latest week, August 29, is 29.7 million. I’ll bet you a dollar to 100 doughnuts that real 
unemployment is closer to 18%.   

For a while, “unemployment” didn’t necessarily mean income loss because Congress temporarily increased jobless 
benefits by a flat $600 weekly, while also sending out $1,200 stimulus checks per person, actually raising some workers’ 
incomes. That expired at the end of July. Trump’s stopgap measures have replaced some of it, in some states, but the 
amounts are much smaller. 

We are in an unprecedented situation. Close to 30 million workers are on unemployment benefits, and that’s after a 
partial recovery that is now tapering off. Those benefits are the only thing keeping us out of an outright depression that 
frankly could be worse than the Great Depression (not hyperbole), and they are about to disappear. 

 

BURBS ARE COOL AGAIN 

The housing market has been on fire (horrible analogy, I know) and the momentum does not appear to be slowing 
anytime soon. Even with higher lumber prices and tighter bank credit, there is a major transition from multis to single-
family.  

 

On a personal level, let’s all do what we can to contribute to better outcomes for struggling families in our respective 
communities. Despite the millions of people unemployed, there are many more millions of us who are fully employed. 

We need to help those who aren’t. Bigger tips. More donations to food banks (have you seen some of the lines for food 
banks? Very disturbing.). Look around your own community. Are there ways you can help the at-risk population? We 

are seeing an epidemic of depression and suicide. Reach out to the isolated and lonely. We have to remember that we 
are all in this together. 

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest
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The bullish housing theme is about good old-fashioned homeownership. To wit: a Siena College study shows 44% of six-
figure earners in New York City have considered relocating. If we have learned anything from living in the COVID world, 
it is a greater appreciation for space. And a backyard. Single-family permits rose 6% last month to 1.036 million units – 
soaring 55.6% from the April bottom, up 15.6% year-over-year, and the 1.036-million-unit level is the highest since May 
2007! Burbs are cool again!  

The National Association of Home Builders (NAHB) Housing Market Index hit the lights out in September, hitting an all-
time high of 83, up from 78 in August. It is hard to believe that in April, the index was sitting at 30! Not once in the past 
have we ever seen a five-month surge of 53 points. The prior record in such a short time span was +22 points in January 
1991. 

MARKET OUTLOOK AND PORTFOLIO STRATEGY 

We would all like to see higher rates, but that could be a very long wait. The virus-induced downturn has led the 
economy into a “liquidity trap,” in which interest rates will likely reside on the zero-lower bound through year-end 2023.  

With the funds rate anchored near the floor indefinitely, it is hard to believe that long-dated Treasury yields will not 
move irregularly lower, as they converge with the much lower levels that exist abroad, especially in the U.K., Germany 
and Japan.  

There are pundits who say, “what idiot would buy long bonds at such a low yield level?” Yes, the same ones who asked 
the question last year when the yield on the 30-year Treasury bond 100 basis points was higher than it currently is. The 
answer has not changed. The “idiot” who wanted a 25% gain. Read up on bond convexity. And remember, the long bond 
is at 1.4% after a 50%+ surge in the stock market. Imagine where the yield goes on the other side of the equity market 
mountain? 

Now imagine if this current 1.4% yield were to converge on the long-dated JGB of 0.6%? Well, that total return would be 
23.5%. And what if it converges on the 30-year German bund, currently at 0% (just below, actually)? The total return in 
the long bond would be 42.3%. Yes indeed, bonds have more fun! 

 
Source: Bloomberg 

So, for credit unions holding excess cash and hoping and praying for higher rates, the impact on portfolio and balance 
sheet performance could be quite harmful in the months (and years) to come. And while I realize that longer dated 
securities offer historically low yields, those yields are still significantly higher than what is being earned in overnight 

“To wait endlessly, and in futility, for something to happen.” – Waiting for Godot 

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest
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cash. The really good news, as mentioned earlier, is that the U.S. currently has a positive sign in front of the yield.  Many 
countries around the world are dealing with a negative sign in front of their yield.   

My advice: Do NOT wait for Godot! In the low environment we find ourselves in, every basis point matters.  

In terms of portfolio strategy, credit unions should continue to fully deploy excess cash reserves in a duration 
appropriate ladder strategy. Higher yielding sectors should be overweighted.  

 

PREMIER PORTFOLIO 

Alloya Investment Services’ online trading platform, Premier Portfolio, has been 
making a positive impact at credit unions across the corporate’s membership since its launch in 2018. 

Visit www.alloyacorp.org/premierportfolio to learn more about Premier Portfolio and how it can benefit your credit 
union! 

“Premier Portfolio is user-friendly and modern. It allows us to browse current offerings and make immediate 
purchases at any point throughout the day. The tracking mechanism in Premier Portfolio is very hand. Since the 
system knows what dollar amount is currently owned in a financial institution, there is no room for error. We 
love the ability to check term and rate on a single summary. Premier Portfolio takes the guessing out of the 
equation. It is a highly useful tool and would recommend to anyone using Balance Sheet Solutions (now Alloya 
Investment Services).”  
– Darin Higgins, President of Western Illinois Credit Union 

 “While it is always great to connect with our Balance Sheet Solutions, (now Alloya Investment Services), Account 
Executive one-on-one, Premier Portfolio is an amazing and easy tool to use in purchasing investments. We have 
access to statements, online trading and the ability to look at all of the offering in one place. I highly recommend 
trying this out!”  
– Shawn Nikkel, Finance Director of Denver Fire Department FCU 

 “Premier Portfolio’s online services allows me to access statements and overall market analyses, review a list of 
available security offerings, as well as purchase SimpliCD’s and Alloya’s certificates. Premier Portfolio is 
convenient, easy, secure, and has become my go-to place for investing!”  
– Rhonda Schroeder, CEO of Blackhawk Area Credit Union 

 

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest
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MORE INFORMATION 

For more information about credit union investment strategy, portfolio allocation and security selection, please contact 
the author at tom.slefinger@alloyacorp.org or (800) 782-2431, ext. 2753. 

Tom Slefinger, Senior Vice President, Director of Institutional Fixed Income Sales, and Registered Representative of ISI 
has more than 30 years of fixed income portfolio management experience. He has developed and successfully managed 
various high profile domestic and global fixed income mutual funds. Tom has extensive expertise in trading and 
managing virtually all types of domestic and foreign fixed income securities, foreign exchange and derivatives in 
institutional environments.  

At Alloya Investment Services, Tom is responsible for developing and managing operations associated with institutional 
fixed income sales. In addition to providing strategic direction, Tom is heavily involved in analyzing portfolios, developing 
investment portfolio strategies and identifying appropriate sectors and securities with the goal of optimizing investment 
portfolio performance at the credit union level.  

The views and opinions expressed herein are those of the author and do not necessarily reflect the views of Alloya Corporate Federal Credit Union, 
Alloya Investment Services (a division of Alloya Solutions, LLC), its affiliates, or its employees. The information set forth herein has been obtained or 
derived from sources believed by the author to be reliable. However, the author does not make any representation or warranty, express or implied, 
as to the information's accuracy or completeness, nor does the author recommend that the attached information serve as the basis of any 
investment decision and it has been provided to you solely for informational purposes only and does not constitute an offer or solicitation of an 
offer, or any advice or recommendation, to purchase any securities or other financial instruments, and may not be construed as such.  

Information is prepared by ISI Registered Representatives for general circulation and is distributed for general information only. This information 
does not consider the specific investment objectives, financial situations or needs of any specific individual or organization that may receive this 
report. Neither the information nor any opinion expressed constitutes an offer, or an invitation to make an offer, to buy or sell any securities. All 
opinions, prices, and yields contained herein are subject to change without notice. Investors should understand that statements regarding prospects 
might not be realized. Please contact Alloya Investment Services* to discuss your specific situation and objectives.  

*Alloya Investment Services is division of Alloya Solutions, LLC. 
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