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Keep a Cool Head! 

Last week we saw one of the highest Consumer Price Index (CPI) reads in quite some time. 
The headline CPI jumped 0.8% – four times the 0.2% consensus view. The year-over-year 
trend jumped to 4.2% from 2.6% in March. This is the highest annual inflation rate since 
2008.  

 

The core rose 0.9% – triple the 0.3% consensus expectation. This pushed the year-over-year 
trend up to 3.0% from 1.6%, which is the highest year-over-year reading on core inflation 
since January 1996.  
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“I expect inflation to return to – or perhaps run somewhat above – our 2% longer-run goal 
in 2022 and 2023… it may take some time for supply to rise up to the level of demand… 
The economy remains a long way from our goals, and it is likely to take some time for 

substantial further progress to be achieved.” – Fed Vice Chair Richard Clarida 
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On the surface the data is indeed alarming. That said, the price increases were in the sectors of the economy that have 
moved from being shot down to reopening. For example, as sports stadiums open, sports-craved fans are willing to pay 
any price for a ticket. In fact, sporting event prices soared a record 10.1% in one month. This has never happened…ever.  
And vacation-starved Americans are willing to pay up to fly and stay anywhere. In April alone, airline tickets spiked over 
10% while hotel rates popped 8%. Again, this has never occurred before. And of course, the semiconductor shortage has 
impacted vehicle and computer prices. To wit, used car prices jumped 10% and PCs (which always go down in price) rose 
over 5%. Overall, the price distortions were wild and totally unprecedented. 

Anyways, it is not every day that we see a 0.9% pop in core prices. Then again, it’s been over a century since anyone had 
to endure a global pandemic. The lockdowns, the reopenings, then on again/off again/on again policy stimulus.   

The senior brass at the Fed said they were surprised by the magnitude of the increase but acknowledged the 
tremendous distortions and that hefty increases could be in store for a few months. As noted above, Vice Chair Clarida 
said inflation was boosted by base effects (i.e., current price levels are elevated compared to depressed readings a year 
ago, when the economy was virtually shut down) and by some supply bottlenecks.  

Despite the transitory nature of inflation, hyper-inflationary fears are soaring where, among other things, the surge in 
Google searches for “hyper-inflation” has risen to an all-time high. 

 
Source: Google Trends 

The Fed is looking through the noise and trying to discern whether the price trends are permanent or simply one-time 
price adjustments for sectors that were beaten down hard, now beginning to reopen and reclaim pricing power lost in 
the prior months.  

As we move forward, bottlenecks on the supply side should be resolved in the second half of the year. That’s the Fed’s 
expectation and my own as well. Be patient. And as Rudyard Kipling would advise, keep a cool head as everyone else 
loses theirs. 

“Remember, the Fed is focused on jobs, not inflation which is ‘transitory’... and despite the blistering hot CPI and now 
[Producer Price Index], nothing has changed ‘from the Fed’s view.’ The Fed is focused on the labor market, believing 

that any transitory inflation can be weathered by consumers.” – JPMorgan 
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Bottom line: These are not normal times and there is tremendous noise in the data. Monetary and fiscal policy has 
created conditions for extreme asset bubbles and for a boom-bust economy. I fully expect the price data to settle back 
down once all the distortions have run their course. But rest assured, another month like this and the Fed will be 
cornered and at the risk of losing credibility. Meanwhile, the bond market and yours truly will get antsy if we see 
another number like this when the May data roll out. 

ON FIRE! 

According to the NAR, the median price for a single-family home soared the most on record in the first quarter.  

 

Of the 183 metro areas covered by NAR, 163 had double-digit price gains. Record-high home prices are happening 
across nearly all markets, big and small, even in those metros that have long been considered off-the-radar in prior years 
for many home-seekers.  

In a separate report, Redfin reported that in April, homes sold at their fastest pace on record with 50% of homes selling 
within one week.  

"The sudden price appreciation is impacting affordability, especially among first-time homebuyers… With low inventory 
already impacting the market, added skyrocketing costs have left many families facing the reality of being priced out 

entirely.” – Lawrence Chun, Chief Economist, National Association of Realtors (NAR) 

"Nationally, the median existing-home sales price rose 16.2% on a year-over-year basis to $319,200, a record high 
since 1989… All regions recorded double-digit year-over-year price growth, with the Northeast seeing a 22.1% 

increase, followed by the West (18.0%), South (15.0%), and Midwest (14.4%)." – NAR 

“If you can keep your head when all about you 
Are losing theirs and blaming it on you, 

If you can trust yourself when all men doubt you, 
But make allowance for their doubting too” – Rudyard Kipling 
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Housing dynamics have been impacted by limited inventory and the work-from-home trend in play. In addition, the 
Fed's overstimulation is fueling a housing bubble. Any taper announcement, possibly at Jackson Hole, could throw a 
wrench into the housing market later this year.  

PEAK HOUSING?  

As home prices reach the stratosphere, homebuilder sentiment (as measured among realtors by the National 
Association of Home Builders (NAHB)) remains near record-highs. However, consumer home-buying sentiment (red line) 
has collapsed as surging home prices have overwhelmed any benefits from low rates. As shown below, this is 
the weakest home-buying sentiment since 1983. So, who do you believe? 

 
Source: ZeroHedge 

 

 

"It is difficult to get a man to understand something when his salary depends upon his not understanding it."  
 – Upton Sinclair 
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THE BEST THINGS IN LIFE ARE FREE 

If you give free money away, people will spend it. Retail sales in April maintained the peak of the epic spike of March, as 
Americans spent the same epic record-pile of money of $620 billion at their favorite brick-and-mortar retailers, online 
and at restaurants and bars. Total retail sales were up 20.4% from April 2019. This gives the epic chart of the year a flat 
top. A drop in May, when the stimulus peters out, is practically guaranteed. 

 

The $1,400 stimulus checks that started flowing in March were still flowing voluminously in April, and the last big waves 
are still flowing in May, and then they’ll peter out. For retailers, this petering out will be a moment of truth. But in April, 
those checks kept coming and kept getting spent. Virtually every sector in retail sales has recovered, and some have 
surged to all time high levels.  

As shown below, there were three rounds of COVID stimulus: a year ago under former President Trump, then in January 
and March under President Biden. The stimulus checks coincide with spikes in retail sales 
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Note: Retail sales disappointed in April, printing unchanged from March (versus +1.0% expected). Core retail sales 
tumbled 0.8% month-over-month (versus expectations of a 0.3% rise). Worse still, the control group – which feeds into 
GDP – tumbled 1.5% month-over-month.  

Time for more stimulus? 18  

PAYING DOWN DEBT 

Americans are still borrowing but, to the great consternation of the Fed, they are reducing their debt where banks make 
a big pile of their money: namely, high interest rate credit. In fact, Americans paid down their credit cards in the first 
quarter by the second largest amount ever, by $49 billion, behind only the $76 billion they paid down in the second 
quarter of 2020. In the five quarters since the fourth quarter of 2019, Americans have paid down their credit cards by 
$157 billion. 

Stimulus money, Paycheck Protection Program (PPP) loans, extra unemployment benefits, eviction bans, foreclosure 
moratoriums, rent aid, and what not. The government has taken a fire hose and sprayed the land with cash, and it has 
put collection of some debts on hold. 

And instead of putting it into a checking account where it serves no purpose, many of the consumers receiving stimulus 
checks used it to pay down their usurious-interest rate debt – smart thing to do. Capital One reported that nearly half of 
the credit card balances it had on the books at the start of March were paid down by the end of the month. Discover 
said that the share of credit card balances paid down in the first quarter was the most since 2000.  

 

Why it matters: What if this trend transcends the short-term nature of the fiscal stimulus? It won’t be very good news 
for retail sales in the second half of the year. Furthermore, there can be no sustained inflation when money velocity 
continues to contract, and this is happening because much of the stimulus checks are being used to either bolster the 
already-high savings rate (dry powder for Robinhood accounts) or paying down debt.  

 Take a look at the following graph showing the personal savings rate.  

“Americans are paying down their credit-card debt at levels not seen in years. That is good news for 
everyone but credit-card issuers.” – Wall Street Journal 
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It goes without saying that it isn’t going to remain at 27.6%. And it is only there because government transfers have 
boomed 148% in the past year — real incomes excluding these fiscal giveaways are running barely above 1.0% on a year-
over-year basis. So, the question is where the new equilibrium personal savings rate levels off once all the distortions 
play out. 

 

MARKET OUTLOOK AND PORTFOLIO STRATEGY 

We’ve brought forward five years of retail sales growth since the pandemic started due to stimulus. Millions of people 
are being paid benefits whether they can work or not, and much of the fiscal policy stimulus went into the wrong hands. 
Meanwhile, for all the talk of pervasive shortages and disrupted supply chains, this is also not a permanent situation. 
Production of semiconductors out of Taiwan and Korea are booming, as are exports. Lumber activity in Canada is 
soaring. The containers off the Ports of LA and Long Beach are filled to the brim and ready to be unloaded. As the fiscal 
stimulus wanes and the reopening effect on demand subsides in the second half of the year, the supply will be coming 
back with a lag.   

The bottom line is, it is dangerous to extrapolate anything right now because economic conditions are likely to change 
very rapidly come fourth quarter. And the Fed has – for the time being – made it very clear that it is really what happens 
to the price data beyond the summer that will trigger any policy shift. In other words, do not expect the Fed to raise 
rates anytime soon.  

Think about this: The benchmark 10-year Treasury yield is six basis points lower (1.63%) than since that one-million 
payroll figure for March and all the stellar data points since (60.7 on the Institute for Supply Management (ISM) 

“It’s remarkable how quickly this has bounced. We have arguably brought forward five years of trend retail sales 
growth since the pandemic started due to stimulus. Is this helping to contribute to the various bottlenecks and 

inflation? Will this increasingly filter through... One thing is for certain, the most unusual recession and recovery in 
history will continue to confound traditional economic models. I certainly don't envy the Fed over the months ahead 

as the challenge to their central narrative and policy response will likely build.”  
– Jim Reid, Chief Economist at Deutsche Bank 
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manufacturing Purchasing Managers’ Index (PMI) and 89.6 on the prices index; the +0.9% on core CPI). Could it be that 
the bond market has discounted the stimulus and is beginning to price in a weaker second half.  

In terms of portfolio strategy credit unions with excess liquidity should continue to earmark funds in the belly of the 
yield curve (4-7 years) in order to maximize income. In terms of sectors, we continue to advocate underweights in CDs 
and traditional agency debt. Credit unions should overweight the Treasury and MBS sectors.  

LOAN PARTICIPATION PLATFORM 

At Alloya, we have made it our mission to make loan participations simple so you can grow your loan portfolio or free up 
liquidity with ease. So, if you hear “loan participations” and think “time-consuming hassle,” forget what you know and 
reimagine loan participations. 

Think fast, easy and convenient. Think full transparency, trusted service and reliable support. Whether you are a 
seasoned loan participation professional or new to the process, we are here to help balance your credit union’s loan 
portfolio through the purchase and sale of loans among the largest credit union network in the industry – all in a matter 
of a few clicks from the convenience of the internet. 

Visit www.alloyacorp.org/participateonline or contact your Alloya representative to learn more and get started. 

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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