
Recent college graduates aren't the only ones carrying student loan debt. A significant 
number of older Americans have student debt, too. In fact, student loan debt is the 
second-highest consumer debt category a�er mortgage debt. In total, outstanding 
student loan debt in the United States now stands at approximately $1.5 trillion, with 
the age 30 to 39 group carrying the highest load.  
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FROM 
JAY WHITE 
 

We hope this finds you and your 
family doing well and staying safe 
during this challenging �me in our 
lives.  As I write this, looking out my 
window, Tropical Storm Laura is 
blowing through town.  What a year 
2020 is shaping up to be….AND we 
haven’t even go�en to the elec�on 
yet.  As always, please give us a call 
if we can ever be of assistance. We 
are grateful for our friends and 
readers of Direc�ons. Take care and 
stay safe! 
 

DIRECTIONS FOR LIFE 
Commit to the Lord whatever you 
do, and he will establish your plans. 
 

Proverbs 16:3 
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The Federal Reserve's unprecedented efforts to support the U.S 
economy during the COVID-19 pandemic include a commit-
ment by the Federal Open Market Commi�ee (FOMC) to pur-
chase Treasury securi�es and agency mortgage-backed securi-
�es "in the amounts needed to support smooth market func-
�oning and effec�ve transmission of monetary policy."1  
 

The Fed buys and sells Treasury securi�es as part of its regular 
opera�ons and added mortgage-backed securi�es to its por�o-
lio during the Great Recession, but the essen�ally unlimited 
commitment underscores the severity of the crisis. The Fed is 
also entering uncharted territory by purchasing corporate, 
state, and local government bonds and extending other loans 
to the private sector.  
 

Increasing Liquidity  
The Federal Open Market Commi�ee sets interest rates and 
controls the money supply to support the Fed's dual mandate 
to promote maximum employment and stable prices, along 
with its underlying responsibility to promote the stability of the 
U.S. financial system. By purchasing Treasury securi�es, the 
FOMC increases the supply of money in the broader economy, 
while its purchases of mortgage-backed securi�es increase sup-
ply in the mortgage market. The key to increasing liquidity — 
called quan�ta�ve easing — is that the Fed can make these 
purchases with funds it creates out of air.  
 

The FOMC purchases the securi�es through banks within the 
Federal Reserve System. Rather than using money it already 
holds on deposit, the Fed adds the appropriate amount to the 
bank's balance. This provides the bank with more money to 
lend to consumers, businesses, or the government (through 
purchasing more government securi�es). It also empowers the 
Treasury or mortgage agency to issue addi�onal bonds know-
ing that the Fed is ready to buy them. The surge of bond buying 
by the Fed that began in March helped the Treasury to finance 
its massive s�mulus program in response to the coronavirus.  
 

By law, the Fed returns its net interest income to the Treasury, 
so the Treasury securi�es are essen�ally interest-free loans. 
The principal must be paid when the bond matures, and the 
bonds add to the na�onal debt. But the Treasury issues new 
bonds as it pays off the old ones, thus shi�ing the ever-growing 
debt forward.  
 

Protec�ng Against Infla�on  
Considering the seemingly endless need for government spend-
ing and private lending, you may wonder why the Fed doesn't 
just create an endless supply of money. The controlling factor is 
the poten�al for infla�on if there is too much money in the 
economy.  

 
 

 

Big Balance Sheet 
The Federal Reserve's assets grew with quan�ta�ve easing dur-
ing and a�er the Great Recession. In late 2018, the Fed began 
to reverse the process by allowing bonds to mature without 
replacing them, only to back off when markets reacted nega-
�vely to the move. The 2020 emergency measures quickly 
pushed the balance sheet over $7 trillion.  

 

Source: Federal Reserve, 2020  

 
Low interest rates and "money prin�ng" led to high infla�on 
a�er World War II and during the 1970s, but the current situa-
�on is different.2 Infla�on has been low for more than a dec-
ade, and the economic crisis has severely curtailed consumer 
spending, making infla�on unlikely in the near term.  
 

The longer-term poten�al for infla�on remains, however, and 
the Fed does not want to increase the money supply more than 
necessary to meet the crisis. From a peak of $75 billion in daily 
Treasury purchases during the second half of March, the FOMC 
began to gradually reduce the purchase pace in early April. By 
mid-June, it was down to an average of $4 billion per day and 
scheduled to con�nue at that pace through mid-August, with 
further adjustments as necessary in response to economic con-
di�ons.3  
 

U.S. Treasury securi�es are backed by the full faith and credit of 
the U.S. government as to the �mely payment of principal and 
interest. The principal value of Treasury securi�es fluctuates 
with market condi�ons. If not held to maturity, they could be 
worth more or less than the original amount paid.  
 

1) Federal Reserve, March 23, 2020  
2) The Wall Street Journal, April 27, 2020  
3) Federal Reserve Bank of New York, 2020  

Prin�ng Money: The Fed’s Bond-Buying Program 
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Mortgage refinancing applica�ons surged in the second week 
of March 2020, jumping by 79% — the largest weekly increase 
since November 2008. As a result, the Mortgage Bankers Asso-
cia�on nearly doubled its 2020 refinance origina�ons forecast 
to $1.2 trillion, the strongest refinance volume since 2012.1  
 

Low mortgage interest rates have prompted many homeown-
ers to think about refinancing, but there's a lot to consider be-
fore filling out a loan applica�on.  
 

1. What is your goal?  
Determine why you want to refinance. Is it primarily to reduce 
your monthly payments? Do you want to shorten your loan 
term to save interest and possibly pay off your mortgage earli-
er? Are you interested in refinancing from one type of mort-
gage to another (e.g., from an adjustable-rate mortgage to a 
fixed-rate mortgage)? Answering these ques�ons will help you 
determine whether refinancing makes sense and which type of 
loan might best suit your needs.  
 

2. When should you refinance?  
A general guideline is not to refinance unless interest rates are 
at least 2% lower than the rate on your current mortgage. How-
ever, even a 1% to 1.5% differen�al may be worthwhile to 
some homeowners.  
 

To determine this, you should factor in the length of �me you 
plan to stay in your current home, the costs associated with a 
new loan, and the amount of equity you have in your home. 
Calculate your break-even point (when you'll begin to save 
money a�er paying fees for closing costs). Ideally, you should 
be able to recover your refinancing costs within one year or 
less. 

While refinancing a 30-year mortgage may reduce your month-
ly payments, it will start a new 30-year period and may increase 
the total amount you must pay off (factoring in what you have 
paid on your current loan). On the other hand, refinancing from 
a 30-year to 15-year loan may increase monthly payments but 
can greatly reduce the amount you pay over the life of the loan.  
 

3. What are the costs?  
Refinancing can o�en save you money over the life of your 
mortgage loan, but this savings can come at a price. Generally, 
you'll need to pay up-front fees. Typical costs include the appli-
ca�on fee, appraisal fee, credit report fee, a�orney/legal fees, 
loan origina�on fee, survey costs, taxes, �tle search, and �tle 
insurance. Some loans may have a prepayment penalty if you 
pay off your loan early.  
 

4. What are the steps in the process?  
Start by checking your credit score and history. Just as you 
needed to get approval for your original home loan, you'll need 
to qualify for a refinance. A higher credit score may lead to a 
be�er refinance rate.  
 

Next, shop around. Compare interest rates, loan terms, and 
refinancing costs offered by mul�ple lenders to make sure 
you're ge�ng the best deal. Once you've chosen a lender, you 
will submit financial documents (such as tax returns, bank 
statements, and proof of homeowners insurance) and fill out 
an applica�on. You may also be asked for addi�onal documen-
ta�on or a home appraisal.  
 

1) Mortgage Bankers Associa�on, March 11, 2020  

Four Things to Consider Before Refinancing Your Home  
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Rear-View Look at Mortgage Rates 
 

In a single year, the average rate for a 30-year mortgage fell by 0.75%. Low mortgage interest rates o�en prompt homeowners 
to refinance.  

Source: Freddie Mac, 2020 (data as of first week of April 2020)  



Accumula�ng Funds for Short-Term Goals 
Stock market vola�lity in 2020 has clearly rein-
forced at least one important inves�ng principle: 
Short-term goals typically require a conserva�ve 
investment approach. If your por�olio loses 20% 
of its value due to a temporary event, it would 
require a 25% gain just to regain that loss. This 
could take months or even years to achieve.  
So how should you strive to accumulate funds for 
a short-term goal, such as a wedding or a down 
payment on a home? First, you'll need to define 
"short term," and then select appropriate vehicles 
for your money.  
Inves�ng �me periods are usually expressed in 
general terms. Long term is typically considered 
15 years or longer; mid term is between five and 
15 years; and short term is generally five or fewer 
years.  
The basic guidelines of inves�ng apply to short-
term goals just as they do for longer-term goals. 
When determining your investment mix, three 
factors come into play — your goals, �me horizon, 
and risk tolerance. While all three factors are im-
portant, your risk tolerance — or ability to with-
stand losses while pursuing your goals — may 
warrant careful considera�on.  
Example: Say you're trying to save $50,000 for a 
down payment on your first home. You'd like to 
achieve that goal in three years. As you're ap-
proaching your target, the market suddenly drops 
and your por�olio loses 10% of its value. How con-
cerned would you 
feel? Would you be 

able to make up that loss from another source 
without risking other financial goals? Or might you 
be able to delay buying your new home un�l you 
could recoup your loss?  
These are the types of ques�ons you should con-
sider before you decide where to put those short-
term dollars. If your �me frame is not flexible or 
you would not be able to make up a loss, an ap-
propriate choice may be lower-risk, conserva�ve 
vehicles. Examples include standard savings ac-
counts, cer�ficates of deposit, and conserva�ve 
mutual funds. Although these vehicles typically 
earn lower returns than higher-risk investments, a 
disciplined (and automated) saving habit com-
bined with a realis�c goal and �me horizon can 
help you stay on course.  
The FDIC insures CDs and savings accounts, which 
generally provide a fixed rate of return, up to 
$250,000 per depositor, per insured ins�tu�on. 
All investments are subject to market fluctua�on, 
risk, and loss of principal. When sold, investments 
may be worth more or less than their original cost.  
Mutual funds are sold by prospectus. Please con-
sider the investment objec�ves, risks, charges, and 
expenses carefully before inves�ng. The prospec-
tus, which contains this and other informa�on 
about the investment company, can be obtained 
from your financial professional. Be sure to read 
the prospectus carefully before deciding whether 
to invest.  
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Past performance may not be indica�ve of 
future results.  Different types of invest-
ments involve varying degrees of risk, and 
there can be no assurance that future 
performance of any specific investment, 
investment strategy, or product or any 
non-investment related content made 
reference to directly or indirectly in this 
newsle�er (including investments and/or 
strategies recommended or undertaken by 
Smith Capital), will be profitable, equal any 
corresponding indicated historical perfor-
mance level(s), be suitable for your 
por�olio or individual situa�on, or prove 
successful.  Due to various factors, includ-
ing changing market condi�ons and/or 
applicable laws, the content may no 
longer be reflec�ve of current opinions or 
posi�ons.  You should not assume that any 
discussion or informa�on contained in this 
newsle�er serves as the receipt of, or as a 
subs�tute for, personalized investment 
advice from Smith Capital.  If a reader has 
any ques�ons regarding the applicability 
of any specific issue discussed above to 
his/her individual situa�on, he/she is 
encouraged to consult with a professional 
advisor of his/her choosing.  Smith Capital 
is neither a law firm nor a cer�fied public 
accoun�ng firm and no por�on of the 
newsle�er content should be construed as 
legal or accoun�ng advice.  If you are a 
Smith Capital client, please remember to 
contact Smith Capital, if there are any 
changes in your personal/financial situa-
�on or investment objec�ves. A copy of 
Smith Capital’s current wri�en disclosure 
statement is available upon request. Smith 
Capital is an Investment Advisory Firm 
registered with the SEC. Clients include 
pension and profit sharing plans, endow-
ments, trusts, and individuals. The mini-
mum por�olio size is $500,000. 
 
Address inquiries to: Smith Capital 100 
River Bluff Drive, Suite 410 Li�le Rock, AR 
72202 Phone: 501-228-0040 Toll Free 800-
866-2615 E-Mail: info@smithcap.com 
Website: www.smithcap.com 


