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It’s Gonna Take Time 

With so much of the recent labor market discourse focusing on widespread shortages 
resulting from Uncle Sam's generous unemployment benefits (15 million people still 
collecting some form of weekly unemployment benefit), the May jobs report was expected 
to show a substantial rebound from April's big miss. Instead, it was another big miss. The 
Bureal of Labor Statistics (BLS) reported that in April just 559,000 jobs were added. While 
this was a big improvement from April's upward revised 278,000, it was another big miss 
compared to the 675,000 expectations.   

 

Notable job gains occurred in leisure and hospitality, public and private education, and 
health care and social assistance in May.  

 

The jobs recovery is ongoing, but after thirteen months from the bottom in April 2020 we 
have now recouped just 66% of the pandemic-induced plunge. Non-farm payroll 
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"My main takeaway from this jobs report is that you can't just flip a switch and turn an 
economy back on…Recovery is messy and it's just going to take more time than anyone 

would like." – Binyamin Appelbaum, The New York Times 
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employment is now down by 7.6 million, or 5%, from its pre-pandemic level in February 2020. At this rate, that gap 
won't close for another 13 months.  

When viewed in the history of the other twelve job recoveries of the post-WWII era, this is one of the weakest. 
Historically speaking after over 12 months jobs have returned to new highs. Today, we are 7.6  million in the hole. In  
fact, if you were to adjust for “what if the pandemic never happened,”employment is actually almost 11 million below 
where it “would have been.” 

The offset to the headline miss is that the unemployment rate dropped from 6.1% to 5.8%, coming below expectations 
of 5.9%, and reversing last month's modest increase. Remember, unemployment was 3.5% before COVID-19 struck.  
Furthermore, when digging into the numbers the reason why the unemployment rate fell is that 160,000 people left the 
labor force in May. That's not what you’d like to see. Ideally, you see businesses reopening, encouraging people to start 
looking for work again. Another notable fact: in May, 7.9 million people reported that they had been unable to work 
because their employer closed or lost business due to the pandemic.   

The key employment-to-population ratio is at 58.0% now versus 61.2% pre-COVID-19. At the current pace of job 
creation, it would take until we are well into 2023 before the economy reattains the pre-COVID-19 levels. 

 

The number of long-term unemployed (those jobless for 27 weeks or more) declined by 431,000 to 3.8 million in May, 
but is 2.6 million higher than in February 2020. These long-term unemployed accounted for 40.9% of the total 
unemployed in May – more than two times higher than pre-pandemic levels. 

  

As an aside, according to the Wall Street Journal article – Supermarkets, Restaurants Want to Expand but Can’t Find 
Workers – there are 1.87 million restaurant and retail jobs going unfilled. Yet there are 2.6 million people in these 
sectors out of work and actually officially looking for work. Go figure. Maybe hire a better HR department. 
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And, of course, the paradox is that the slow jobs recovery is partly due to the government's generous handouts, 
including the extension of the supplemental $300-a-week unemployment benefits included in the $1.9 trillion pandemic 
relief bill which is stopping some people from taking jobs. Heres the scoop: Many people can earn more or at least as 
much just sitting at home and collecting benefits.    

Consider this math via Boise, Idaho’s local news station, KTVB7:  

It should be pointed out that, per BLS data, in 2020, there were 479,000 Idahoans being paid an hourly wage. Of those, 
7,000, or 1.4% of them, were paid minimum wage or less. While minimum wages have realistically risen, it’s doubtful 
many can compete with nearly $20 an hour. 

The bottom line: We're back on the path to a labor market recovery, but the path won't be a short one. The Fed is likely 
to see this report as a modest improvement, but not near the substantial progress required to taper its bond-buying 
program. While inflation is now topping the central bank’s 2% goal, jobs remain not really close to the goal. You can bet 
on the Fed’s resolve. We are light years away still from Jay Powell’s quest for “further substantial progress”on the labor 
market front. 

PEAK HOUSING  

As discussed last week, incoming housing data suggests the housing cycle is peaking. Consistent with the pending home 
sales data – a reliable leading indicator – mortgage applications for the week of May 28 were not a pretty picture. The 
purchase index fell 3.1%, down in two of the past three months, and is off 18% year-to-date. Now that’s harsh!   

 

Something tells me that much housing activity was borrowed from the future during the pandemic’s weird impact on 
the housing market when new home sales skyrocketed to nearly one million homes sold.    

“Someone working 40-hours a week at the minimum wage would take home a gross weekly pay of $290 for a total of 
$1,160 a month and just over $15,000 annually. With the unemployment benefits, someone who made $7.25 an hour 

could collect up to $14.75 an hour, on the low-end of the spectrum. The maximum someone in Idaho can receive in 
unemployment benefits is $463. To beat that, they would have to make more than $11.57 an hour to bring that much 
home. With President Biden's $300 weekly bonus, some may receive a maximum of $763 a week, which is nearly $20 

per hour. Idaho Governor Brad Little reinstated the requirement that people on unemployment must be actively 
searching for a job.” 
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Also refinancing activity has slowed dramatically – down 4.6% in the final days of May after the 7.2% fall-off the week 
before. This is robbing households of extra cash and at the same time the stimulus checks are fading into the 
background. Did you know that homeowners pulled out $49 billion in equity in the first quarter. This is the highest level 
since 2007 (up nearly 80% from a year ago).This loss of cash flow support from the housing market, coupled with the 
end of stimulus, will surely complicate the outlook for consumer spending. None of this really seems priced in. Investors 
don’t seem to see the demand downturn that is coming in the second half of the year (maybe it will start to get priced in 
once it actually begins). 

 

PEAK AUTOS 

According to the University of Michigan’s consumer survey, auto buying plans slipped to the lowest level since 2008.  
And last week, May auto sales showed a weaker than expected read as sales declined to 16.9 million annulaized versus 
18.5 million annualized in March. Looking at the historical data (see graph below), whenever car sales were as strong as 
they were in April (18.5 million units) each of these instances were followed by precipitous declines over the next six 
months. Could it be that – like housing – auto demand had been pulled forward and there is nothing left in the tank? 

 

A TAX ON THE CONSUMER    

Oil continued to extend its gains on rising global crude demand forecasts. Besides fuel, there has been tremendous 
dislocation in the agriculture complex where food prices in May soared at their fastest pace in over a decade. In addition 
to massive speculative demand, the prime culprits are droughts in South America and the late planting season in the U.S. 
Midwest.  
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Food and fuel Inflation are supply-side shocks and a tax – especially on the poor. That said, There is really nothing the 
Fed can do unless Chair Powell and his committee learns how to till soil and grow vegetable gardens. Hiking rates is akin 
to raising rates into the Dust Bowl. 

 

On the idea that rising commodity prices will drive inflation, there is no evidence to support that narrative. Commodities 
actually have no correlation with inflation. We have many examples of one rising without the other. Take a look at the 
graph below plotting the CRB commodity index versus core Consumer Price Index (CPI).  

 

SECULAR STAGNATION 

While many on Wall Street are projecting a redux of the Roaring ‘20s, consider a contrasting and not so bullish outlook.  
Last week, the Wall Street Journal released an op-ed – A Future of Secular Stagnation – on Biden's budget. The tagline 
says it all: “The Biden budget predicts a not very Roaring Twenties.”   

Please consider A Future of Secular Stagnation. 

One critique of President Biden’s historic spending blowout is that it steals economic growth from the future in 
return for a temporary surge in the next two years. Imagine our surprise to see the White House confirm this 
criticism in its own budget proposal. 

The White House predicts a two-year growth boom of 5.2% in 2021 and 4.3% in 2022, as the country returns to 
normal after the pandemic and record amounts of government spending flood the economy to goose consumer 
demand. 

But the White House says growth will sink to 2.2% in 2023, and then average below 1.9% for the next eight years.  
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The White House economic analysis boils down to an assertion that slow growth is inevitable. Some on the left 
are even praising the Biden White House for the “honesty” of its slow-growth forecasts.  

To put it bluntly, this is a budget that is anticipating America’s economic and political decline. The question is 
whether the American people will settle for it. 

 

The implications are obvious: Below trend growth and sustained low interest rates. 

NOISE! 

Since March of last year, the volatility in personal incomes, the lifeblood of the economy, has surged from the historical 
norm. Personal incomes sank 13.1% in April following the 20.9% surge in March. Wages and salaries gains were 
overwhelmed by a 41% plunge ($3.4  trillion) in government transfers. Over the past four months, personal incomes 
have risen at an 18.6% annual rate. But over the past three months, they have declined at a 13.8% annual rate. Weak or 
strong? Depends on your starting point.The government has wreaked havoc with the data. It is undeniable that the on-
again/off-again fiscal policy has created the conditions for a boom-bust economy. Everyone is bulled up it seems, except 
for me. All I see is a ton of noise.   

The savings rate declined sharply from 27.7% in March to 14.9% in April. Many pundits believe there is a ton of dry 
powder left here, but they fail to take into account that a lot of things are going to change post-COVID-19, and one of 
them is an elevated precautionary personal savings rate. The new normal savings rate will likely be much higher than the 
long-term average – say 10%. So much of the money from Uncle Sam has been spent already. 

Last week, the lead article on the front page of the Wall Street Journal – The Economic Recovery Is Here. It’s Unlike 
Anything You’ve Seen. – had the audacity to say: 

The big assumption is that this dry powder is going be used “lavishly”for future spending. That is inconsistent with the 
data. Citing New York Fed data, only 25% of the stimulus checks flowed through to spending. The rest is being split 
between paying down debt and playing the markets.   

“Americans were saving at an annualized rate of $2.8 trillion in April—twice as much as more than before the crisis, 
positioning themselves to spend lavishly as the economy reopens. That compares with a rate of $734 billion in June 

2009, or about $909 billion in 2021 dollars.” 
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Undoubtedly, the gigantic stimulus plans have had an unprecedented impact on personal income. But what happens 
when the well runs dry? 

 

Many households could be growing nervous about life after stimulus checks and supplemental unemployment benefits. 
There was also no mention about the recent declines in consumer confidence, spending intentions and income and 
retirement lifestyle expectations. I belive that once things return to normal, people will be surprised at how high the 
saving rate is going to be for a prolonged period of time.     

80% PROBABILITY 

With the economy running at a 75% capacity utilization rate and labor markets far from peak employment, it would be 
suicidal for the Fed to hike now. As shown graphically, once the Fed embarks on a rate-rising cycle, the economy has 
ended in recession 80% of the time. Folks, these are not good odds. Frankly, the odds could be higher given today’s $80 
trillion national debt burden. The economy has never been this leveraged and sensitive to a new rates cycle. So for all 
those clamoring that the Fed is behind the curve and they need to raise rates, all I can say is be careful what you wish 
for.   

 

“Of the $2 trillion increase in checking deposits between the final three months of 2019—the last quarter before the 
pandemic struck—and the final three months of 2020, roughly a third was accumulated by the richest 1% of 

households, and slightly more than a third by the remainder of the top 20%. While checking deposits held by the 
poorest 20% rose, that accounted for a very small share of the overall increase.” – Paul Hannon, Wall Street Journal 
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MARKET OUTLOOK AND PORTFOLIO STRATEGY 

Everyone looking at the U.S. economy through the lens of booming growth and accelerating inflation should sit back, 
take a deep breath and assess the situation in light of experiencing the first global pandemic in over a century, recurring 
lockdowns, curbs, restrictions on activity (which remain in place in several parts of the world), tremendous on-again/off- 
again fiscal policy stimulus and a major disruption to global supply chains. 

Today, the data being weak or strong depends on what you take as the starting point. We need to wait until at least 
September, if not longer, for these gyrations to smooth out. Only then will we begin to understand what is really going 
on. 

The volatility in recent economic data is a big reason why the Fed will likely not be changing its policy stance anytime 
soon. Once these aberrations fade away, we will have a better picture of the true state of the economy. Until then, it 
becomes all the more important to stop focusing on the incoming noise and more on what the economy will look like 
after the reopening phase and fiscal largess are in the rear-view mirror.  

In terms of portfolio strategy, credit unions have been struggling with what to do with excess liquidity on their balance 
sheets. Many are afraid of extending out the curve due to fears of higher inflation and interest rates. Many credit unions 
would prefer to stay in the front end (two to three years). However, with the effective Fed funds rate at a mere six basis 
points and the front end of the yield curve tethered to the Fed’s zero rate monetary policy, the yield pick-up in the two 
to three-year sector is not significant. For example: selling cash (Fed funds) and buying a two-year Treasury only 
provides a seven basis point yield enhancement. Why bother, right?  

The front end of the curve offers little value, but the intermediate sector (five to seven years) is much more attractively 
priced. Given the current fears of higher inflation, the yield curve has steepened significantly since the end of 2019. 
Below is a graph showing yield differential between the two- and seven-year Treasury notes. As you will note, the 
spread has increased to 111 basis points. The average spread over the past five years has been 46 basis points. In other 
words, the yield curve is almost three times steeper and rewards investors for curve extension.  

 

“The second half of the year will see the narrative shift away from inflation and towards a soft patch in the 
domestic economy.” – David Rosenberg, Chief Economist & Strategist at Rosenberg Research & Associates 

 
“The disinflation probabilities remain equally as elevated as before 2020, and not really that much diminished since 

2020.” – Jeff Snider, Head of Global Research at Alhambra Investments 
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One way to capitalize on the slope of the curve while managing interest rate risk is to consider a barbell strategy. The 
barbell is a fixed-income portfolio strategy where half of the holdings are short-term instruments, and the other half are 
longer term holdings. The barbell strategy allows credit unions to take advantage of current interest rates by investing in 
longer term bonds, while also providing ample liquidity and protection against the Fed changing its monetary policy and 
hiking rates.   

The following tables compare a barbell strategy – (50% Fed funds/50% seven-year Treasuries) versus comparable 
duration Treasury benchmarks. The first table shows a Fed funds/seven barbell versus a Treasury security maturing in 
2024. You will note that the barbell and the bullet position have the same effective duration (3.37 years). At the same 
time, the barbell generates 60% more yield than the bullet (.70% versus .435%). Note: The barbell strategy also works 
using the five-year Treasury and Fed funds.  

The bottom table plots the comparative total returns. The scenario assumes a parallel shift in the curve (i.e., all rates 
adjust at the same time) over a 12-month time horizon. Using these assumptions, the barbell provides the better risk 
/return profile in both rising and declining interest rate scenarios.  

 

Also, should the yield curve flatten, the barbell will outperform. Only if the yield curve continues to steepen (also called 
a bear steepener) while the Fed maintains a status quo approach would the barbell strategy be ineffective.  

Bottom line: The barbell strategy attempts to get the best of both worlds by allowing credit unions to hold higher cash 
reserves while also holding long-term bonds that pay higher yields.    
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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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