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WILL WE FINALLY SEE HIGHER INFLATION IN 2021?
BY: ROBERT STOLL, CFP® CFA
There’s been increasing chatter in the market
about inflation. Reported inflation numbers from the
government have repeatedly failed to rise above
the Federal Reserve’s 2.0% target. But with another
round of stimulus underway and consumer spending
booming, will we finally see higher inflation in 2021?
The Backstory: Inflation Falls Short of Fed’s Target

Federal Reserve has gone all-out to prevent deflation
from happening. They changed tack from fighting
inflation to trying to keep prices from falling too much!
Former Fed Chair Ben Bernanke was a student of the
Great Depression and as Fed Chair decided the Fed had
to target a positive inflation level. They chose 2.0% as
their target. Why 2.0%? No one really knows why that’s
the magic number, but that’s what they settled on.

Investors haven’t had to grapple with the prospect of
higher inflation for a long time. At least, not officially.
The last time Americans experienced punishing
inflation was the 1970s. Back then, higher prices
ultimately led to rising unemployment and general
economic malaise, often referred to as “stagflation.”
“Officially,” inflation has been remarkably tame the
last 20 years, averaging less than 2%. Since the
Great Financial Crisis of 2008, which raised fears of a
deflationary spiral similar to the Great Depression, the
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Since early 2012, they’ve targeted this 2.0% level. You went NEGATIVE, as we noted at the time.
can see how (un)successful they’ve been in achieving
Oil prices have since recovered their pre-pandemic
this goal.
levels, rising to above $60 in the last week, nearly
Not to be deterred by their policy failures, they’ve kept triple the levels they were last March. And other
short-term interest rates at near-zero levels and have commodities have surged as well.
consistently bought U.S. Treasury bonds to keep long- Why does this surge in energy and agricultural prices
matter? Because it will cause the reported “all items”
term bond yields low. Nothing has worked.
In response, they adopted a new policy in 2020 to
target an “average” inflation rate of 2.0%. The nuance
in language basically means they’ll allow inflation
to move above its target for a period of time before
tightening monetary policy to bring it back down.
This change in policy created a stir with investors, as it
implies the Fed will keep monetary policy loose for a
lot longer than normally expected. This is a key reason
the stock market continues to surge to record highs.
Beware of Inflation “Base Effects”
in 2021
The chart above is a “core” index of price changes. That
means it excludes stuff like food and energy prices, as
those prices are much more volatile. Nevermind that
for most families, food and energy are pretty important
budget items! (More on this in a bit)
If we look at an inflation index of “all items” – including
food & energy – we see a lot more volatility in the
numbers. We’ll also see that all-in inflation has in fact
risen by over 2% for many years.
inflation index to rise as well. Lapping very low prices
12 months ago with much higher prices today will
make inflation look bad in coming months. And based
on our projections, inflation in April and May could top
3.0%. In economist-speak, they call this a “base effect,”
whereby you lap an abnormally low number a year ago
with a higher number this year.
Given that the Fed focuses on inflation excluding food
& energy, this rise shouldn’t matter. But that will not
stop investors and business media from speculating on
what higher reported inflation means. They will rightly
point out that inflation is running well above their 2.0%
The impact of the COVID pandemic has had a marked target, which will start inviting questions as to when
effect on reported inflation rates. You’ll notice that they should start raising short-term rates. Given how
in April and May last year inflation took a dive. This sensitive the Fed is to controlling its narrative, these
was because oil prices collapsed as the COVID-19 headlines will no doubt cause consternation within the
pandemic exploded onto the scene. In fact, oil prices Fed.
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So answering the question in this post: “Will we see
higher inflation in 2021?” the answer is “absolutely!”
It will probably be a temporary blip caused by “base
effects,” but that may not matter to the market narrative.
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components of the same index the government says is
only increasing 2% a year. But even though the above
list of items consumes the vast majority of middle class
budgets, we’re told that no, inflation isn’t going up that
much. Please!

Low Official Inflation Doesn’t Equal Low Cost of Living
Federal Reserve Fighting a Don Quixote Inflation
Anyone with a pulse that lives outside of the Battle
Washington, DC bubble knows that inflation is higher
than what “official” government stats seem to show. How can the Fed’s perception of inflation be so
Are we really to believe that inflation excluding food divorced from the reality 99% of us are experiencing
& energy has averaged only 1.7% in the last 20 years? every day? This type of government incompetence
would be laughable if its policies weren’t so destructive
We’ve worked with many people on their budgets and to American society.
have a pretty good idea of what people spend on. A
simple look at the major spending categories for the Like Don Quixote, the Fed is fighting a fake inflation
vast majority of families out there reveals the real truth monster by inflicting deep financial repression on
us. Zero interest rates and constant intervention in
about inflation.
financial markets have led to:
Other than clothing, almost every major spending
category has seen inflation higher than 2.0% since • Decimation of our seniors, whose fixed incomes have
collapsed while costs have
risen
• Wealth inequality,
pumping up the wealth of
the 1% that controls 2/3 of
stock market wealth
• An explosion in financial
system leverage, as
hedge funds and private
equity funds lever-up in
order to generate higher
returns (Heads, they win.
Tails, we lose as the Fed
bails them out)
Will we finally see higher
inflation in 2021? Yes,
we’ll see it because of the
technical “base effects”
noted above. But we can’t
let these policymakers
excuse higher inflation as
simply being “technical”
in nature. We as a society
have to get the point across
1999. And if you live in the Great State of Illinois, you to Washington elites that we’ve been experiencing real
know our property taxes have gone up more than 2% levels of inflation for the last 20 years. Everyone feels
it. Everyone knows it. Yet Fed Chairs Ben Bernanke,
a year for a long time!
Janet Yellen (now Treasury Secretary under President
Remarkably, many of these inflation numbers are sub- Biden), and Jerome Powell are modern-day Don
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Quixote waiving their 0% interest rate and quantitative
easing swords at the inflation windmill.
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continue to be convinced that it will fail spectacularly,
manifesting itself through higher inflation.

February saw an initial wave of inflation fears hitting
the market. Bonds have sold off as the bond vigilantes
We’ve taken steps in the last several months to hedge of yesteryear challenge the Fed’s ability to achieve a
against inflation risks. The most prominent step Goldilocks economic environment. We expect volatility
has been adding inflation-protected bonds to client to continue and even worsen if inflation does indeed
portfolios. This has been working well, as inflation- take hold.
protected bonds have outperformed traditional U.S.
Volatility isn’t bad in and of itself. But it means you
Treasury bonds since last Fall.
need to be nimble and act quickly when opportunities
What hasn’t worked – yet – is gold. Gold had a big present themselves – either to the upside or downside.
run in 2019 and early 2020 but has stalled out of late. Rest assured that FDS is well-prepared to navigate
We continue to view gold as a core hedge against markets like we have today.
inflation risks. Modern Monetary Theory – which
we’ve written about in prior newsletters – is being
fully unleashed on America. It’s an economics
experiment straight out of the DC intelligentsia, using
American society as a sort of economic lab rat. I
How We Hedge Against Higher Inflation

WHAT CAN I DO WITH MY RMD?
BY: STEPHEN SMALENBERGER, EA
We often talk about Required Minimum Distributions
(RMDs) and when they start at age 72. Here’s a reminder
about what you can do with required distribution each
year.
How to calculate an RMD?
First, an RMD (Required Minimum Distribution) comes
from qualified accounts like 401(k)s and IRAs. It is
mandatory and starts in the year you turn 72. The
amount that needs to be withdrawn each year is
based upon a calculation.
For a distribution that needs to be taken in 2021,
you would use the value of the account(s) as of
12/31/2020. Then based on your age, you would find
the corresponding factor on the IRS life expectancy
table and divide the account value by this number.
The result is the amount of your RMD for that year.
The factor changes and the amount grows each year,
so it is important to refer to the table.
How to receive your RMD?
You can receive it in the form of a check, as an ACH
transfer to a bank account, or by moving assets. For
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instance, you could move assets from an IRA to an
individual, joint or even your trust account which is
changing the location of selected investments from a
tax-deferred account to a taxable account.
How much do you want to receive?
Since money is being withdrawn from a tax-deferred
account, it is a taxable event. Do you want to have tax
payments withheld along the way? For example, you
could have a percentage withheld for Federal and/or
State taxes.
The amount withdrawn each year needs to at least
equal your RMD amount required. However, you can
always take out more.
What do you do with your RMD amount?
Lastly, maybe you don’t need to spend these funds.
What are your options?
Spend it
Save it
Reinvest it
Give it away
Donate it
Leverage it
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TARGET DATE FUNDS: PROS & CONS
BY: ROBERT STOLL, CFP® CFA
Target date funds are a popular way to invest money
these days. You usually find these funds within your
company’s 401(k) plan or maybe your children’s
529 college savings plans. They are often called
something like “target date 2040.” The year is tied to
the timeframe of your goal.

invest more conservatively than you need to. So if you
think about a typical retirement these days you might
be retired for 25 or even 30 years. That’s a long, long
time. Because inflation clips away at 3% a year we
want to make sure your money is growing through that
even during retirement.

Target date funds make life a lot easier for many
people. If you are in what I call the growth stage (20’s,
Now the great thing about target date funds is that 30’s, and 40’s) and your retirement is still 20 plus years
they really do take a lot of the guesswork out for you. away, target date funds can be a great option for you.
When you’re young and saving for retirement you Just pick the date, let’s say target date 2050, around
want to be more heavily invested in stocks and less in the time you expect you might retire. Then you can
bonds so your investments can grow. But as you near invest in that and set it and forget it for many years.
retirement you want to make sure you’re not overly
invested in stocks so the money is there when you One Specific Issue of Target Date Funds
need it.
If you are nearing retirement, say within 10 years
Target date funds automatically adjust for the change of when you think you are going to retire, it’s really
in risk you desire as you get older. So say you are 30 important to consider investing it by choosing specific
years old today, you might own a target date fund that funds. One of the popular examples I like to use is
owns 90% in stocks. As you get closer to retirement it’s the thrift savings plan with the federal government. By
going to gradually reduce the amount of stocks that the time you hit age 65 you will be invested heavily
are in your fund. And what are they going to do with in government bonds, which currently yield less than
that money? They are going to take that money and one percent. That kind of allocation is not sufficient for
put it in more conservative bonds. So they do that for lasting 25-30 years in retirement. So if you own target
you automatically. You do not have to think about it as date funds and you are starting to near retirement,
you make retirement contributions. You do not have to within the next 10 years, you want to take a more
rebalance your portfolio or anything. They take a lot of cautious approach. We suggest you talk to someone
about coming up with the right asset allocation for
the guesswork out.
your life stage.
Cons
If you need any help with this or are nearing retirement
Now the one issue we have with target date funds is we are here to help you plan your investments so that
that as you near retirement they can actually make you you can be confident in your future.
Pros of Target Date Funds
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WHAT TO DO WITH YOUR ESTATE PLANNING DOCUMENTS
BY: TREVORE MEYER, CFP®, CKA®
Great job! You’ve gotten your estate planning documents documents that you’ve spent both time and money
completing, are safe and readily accessible where
done and you are ready to get to the next step.
they need to be for each of us. That looks like
scanning them in and storing them in a local or cloud
But what is the next step?
based document management tool. If you are a client
That’s a question we get asked quite frequently. We of FDS, we actually have many tools available to you
figured it would be worthwhile to go through three for this process.
steps that you can take to make sure you are using
So, now that we have the documents all figured out,
your documents and keeping them safe.
what will we start doing with them?
Physical
It’s quite likely once you’ve completed your
So first and foremost is keeping them safe. And this documents, you were provided an instruction sheet.
we refer to as physical security. What are we doing We recommend that you follow that instruction sheet
with the documents that have been printed out, with very closely, as it gives you instructions on how to
update the beneficiaries for any accounts that may
signature on them, and keeping them safe?
need to be done, change any account titling – as that
We also recommend that you place those into a safe could be a very important step, or even adjusting the
that you have in a home, or if you don’t have a home, deed to your home into a trust that may have been
maybe a safety deposit box would be a better option. created for you.
One note with the safety despot box, you want to make
sure there is at least one other person on that box with
you. Whether your spouse or a close trusted family
friend. The reason being, is if there was something that
would happen to you, you want to make sure there are
as few limits and limitations for someone else to get
into that box in the event of an emergency.
Inform Parties
The next step we need to take is to inform folks that
are in our documents. While you have likely had
conversations with these people who
need to act as guardians or
powers of attorney, as an
executor or trustees, it is
important that we have a
conversation with each of
these people so they know
exactly what they are expected
to do in the event of an emergency.
Backup
The final step is to backup,
backup, backup.
We want to make sure that these
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To the extent that you have any questions, or are
unsure as to what steps to take next, reach out, let
us know. We’d love to celebrate with you to let you
know that your documents are done and help you the
best way that we can with what exactly needs to be
done next.
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WHAT TO DO WHEN YOU RECEIVE AN INHERITANCE
BY: MICHELLE SMALENBERGER, CFP®
Have you received an inheritance and need to
understand the steps to take or what to do? One of
my favorite stories of a client who inherited funds from
a loved one was all about the history of the person
who left the inheritance. A grandfather passed away
and the parent was executor and trustee in charge of
getting the funds to the grandchild. The parent sent a
note along with the funds explaining what family meant
to the grandparent and his attitude toward saving and
spending money throughout his life. This family shared
many vacations together so this last inheritance of
money was really just more of the overall inheritance
shared from the grandfather through life.
Here are some steps you should take now that you’ve
received an inheritance:
1. Get advice from a financial advisor.
Before taking any action you want to understand the
steps in order to gather documents and funds in order
to distribute them properly.

2. Consider tax implications:
Depending on the type of assets you’ve inherited you
need to understand how they will be taxed, if at all.
Treatment could be different depending on whether
it’s an IRA, real property like a home, or life insurance.
3. Consider the change this makes on your own plan:
If you already have a financial plan in place will this
enhance your own plan? Or would you rather pass
these inherited assets on to future generations or
charitable organizations?
4. Understand the documentation needed:
There will likely be paperwork you need to complete
in order to prove you are the beneficiary. Also, you will
need a death certificate or various legal documents
along with account paperwork depending on the
company the funds are held a
Going through this process you can avoid mistakes
that will affect how much of your inheritance you keep.
Now that you go through this process you’re able to
extend that legacy from the person who meant to pass
these funds along to you.
Page 7

FDS Monthly Newsletter

March 2021

FREQUENTLY ASKED QUESTIONS
Are you a Fiduciary?
Yes, we are! This means we have a duty to act in your best interest. A person acting in a fiduciary
capacity is held to a high standard of honesty and full disclosure in regard to the client and must not
obtain a personal benefit at the expense of the client.
You’re Fee-Only: What does that mean?
We have chosen to be a fee-only advisory firm. This means we do not accept any fees or compensation
based on product sales. While we know our clients need products like insurance we do not receive any
benefit from any source when you buy a product.
How does Financial Planning Work Virtually?
With advances in technology, it is amazing how much we can accomplish virtually! We are able to share
everything we do in person, virtually. We simply use screen sharing and video software so we can see
you and look at the same documents, together. Most forms can also be electronically signed.
Are you taking on new clients?
Yes! We are happy to work with friends or relatives that you think would benefit from a Financial Advisor
relationship. A quick phone call is all it takes to see if they are a great fit.

WANT TO SHARE THIS WITH SOMEONE?
Know someone who wants to receive this newsletter? Send us the mailing address at team@financialdesignstudio.com
If you prefer to no longer receive this newsletter please email us at team@financialdesignstudio.com

21660 W. Field Parkway
Suite 118
Deer Park, IL 60010
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