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CPI Rips Higher! 

After the White House warned the world to expect “extraordinarily elevated” levels of 
inflation, the headline CPI rose 1.2% in March and up a resounding 8.5% year-over-year, the 
highest since 1981. On a year-over-year basis, the rise in prices was dominated by energy 
and durable goods. Of note, the 1.2% month-over-month rise is the biggest since 
September 2005 and CPI has risen for 22 straight months. The price surge was centered 
(though not confined) in energy and food costs. Then tack on rents. Basically, the 
necessities. 

 

However, core CPI (excluding food and energy) rose just 0.3% month-over-month (below 
the +0.5% expected) and was up 6.5% year-over-year (below the +6.6% expected). 
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“The [Consumer Price Index (CPI)] release was a reminder that there still exists a non-zero 
probability that all of the inflation we have seen the past year is indeed ‘transitory’ – the 
product of pandemic imbalances that constrained supply chains, kept people out of the 

work force, and fed an unusual consumer demand for stuff.” – Goldman Sachs 
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The shelter index was by far the biggest factor in the increase as rents (OER) soared 4.5%, the highest increase in 20 
years! 

 

The bad came from the fact that many individual items spiked in this report. Airlines rose 10.7%, which was a record, 
and have been up five months in a row. Hotels/motels passed on a 3.7% rate increase and have been up now in six of 
the past seven months.  

 

The surge has been so acute that we have lumped an unprecedented four years' worth of price increases into just one 
year. In the final analysis, it is headline inflation that drives the real economy. And the headline inflation rate, at 8.5% 
year-over-year, is consistent with very high odds of a recession.  

Bear in mind that after this March report, inflation expectations start to step down. At last count, at least six Wall Street 
banks believed this was the peak of the inflation wave. This ties in nicely with a Bloomberg survey with respondents 
forecasting CPI to decline to 5.7% by year-end.  

THE BIG STORY 

Perhaps most importantly for the average American who actually has to pay for “stuff” every day with his (or her) own 
money, real average hourly earnings fell for the twelfth straight month.  
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On a weekly basis, real average weekly earnings fell 1.1% month-over-month in March, down an epic six months in a row 
and contracting -3.6%. For a bit of perspective, the worst point in the 2008-09 Great Recession was -2.1%. In fact, in the 
past, when either the six-month or year-over-year trend in real work-based pay was as negative as is the case today, the 
economy slipped into an official recession. Whether or not the Fed or the consensus economics community was in 
agreement or not is their business. Don't make it yours. 

 

There is no wage-price spiral as wage growth is actually getting completely bottled up by these price increases. In this 
vicious circle, prices outstrip wages and then wages outstrip prices and then prices revert to outstrip wages, and so on 
and so forth. But wages are contracting at an alarming rate in real terms, and this means that the inability to pay higher 
prices will surely cap the business sector’s ability to continue to gouge (which is happening). See “Even in a Hot 
Economy, Wages Aren’t Keeping Up with Inflation” on the op-ed page of the Wall Street Journal.  

Now consumers are starting to balk. Why wouldn’t they with real wages contracting for six months running? A recent 
NBC News poll showed 62% of Americans say their incomes cannot keep up with the rising cost of living. And a Harris 
poll found that 84% of American consumers are now pulling in their horns and cutting back on their spending plans due 
to the massive price shock.  

THE CONSUMER SAYS… 

The New York Fed’s Survey of Consumer Expectations screamed that the one-year household inflation view jumped 
from 6.00% in February to 6.58% in March, a record-high, no less. But what wasn’t mentioned anywhere was how the 
three-year inflation expectation measure slowed from 3.77% to 3.67%. So do the math. This means that the average 
inflation expectation for years two and three is 2.20%, a record low for this series, down from the 3.63% peak last 
September. Next on the agenda is peak inflation. 
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There were other concerns. To wit: expectations for income growth softened to 3.02% in March, the weakest since last 
September. Notably, the sharpest slowing was in the under-40 years of age cohort, less than a college diploma cohort, 
and sub-$100,000 households.  

Surprisingly, interest rate expectations hooked up to the most bearish rates view since March 2019. Apparently people 
are watching those hawkish Federal Open Market Committee (FOMC) officials who spend more time on the boob tube 
than in their offices. Against this backdrop of higher interest rate views and weaker job market opinions, the assessment 
of personal finances worsened for the sixth month in a row: just 18.90% of those polled see their financial situation as 
being either “somewhat” or “much” better than a year ago – the lowest tally since April 2020. 

“HOPE” 

While the New York survey was less than rosey, the University of Michigan Consumer Sentiment Index surged in April. 
The headline print exploded from 59.4 to 65.7 thanks to a massive spike in “hope” as expectations jumped from 54.3 to 
64.1 (vs. 53.6 expected), bouncing off an 11-year low and the biggest jump in expectations since September 2006. 

 

Even the University of Michigan itself was shocked... 

Nearly the entire gain was in the expectations index, which posted a monthly gain of 18.0%, including a leap of 29.4% in 
the year-ahead outlook for the economy and a 17.2% jump in personal financial expectations. Oddly, given the hype of 
hope, buying conditions for houses and cars (and durable goods) remained extremely tepid! 

 

“Consumer sentiment jumped by a surprising 10.6% in early April, although it remained below January's reading 
and lower than in any prior month in the past decade." 

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


 ALLOYA INVESTMENT SERVICES    WEEKLY RELATIVE VALUE | 5 
 

 
 

 

www.alloyacorp.org/invest 

The last words go to the University of Michigan’s Director of Consumer Sentiment Surveys Rich Curtin to steal the jam 
out of the hope-filled sentiment donut:  

MORE GAS, LESS AMAZON 

Thanks to record credit card useage, retail spending increased 0.5% month-over-month in March, as expected. But the 
trend is not your friend as the rise in retail sales year-over-year is decelerating dramatically (up only 6.9% year-over-
year, the lowest since February 2021).  

Additionally, the March advance was led by an 8.9% jump in spending for gasoline. Excluding the impact of surging 
prices at the pump, retail sales actually declined -0.3% last month. And as more money was spent filling the tank, 
consumer discretionary spending slowed dramatically in March. Sales at department stores (-0.3%) and online retailers 
(-6.4%) fell, while restaurant sales rose 1.0% as COVID-19 intensity generally receded in the month. 

 

I should also note that the “Control Group” – which exclude autos, gasoline, building materials and food services, 
unexpectedly dropped 0.1% month-over-month (vs. a 0.1% month-over-month rise expected), their second straight 
decline.  

Finally, as a reminder, retail sales data is nominal (i.e., not adjusted for inflation). Real retail sales fell 0.7% in March and 
are flat or down in four of the past five months; the year-over-year trend swung to -1.6%. 

 

“Nonetheless, the April survey offers only tentative evidence of small gains in sentiment, which is still too 
close to recession lows to be reassuring.” 
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This is where we stand after a full quarter of data in hand. Overall retail sales were up 17.7% on a quarterly annualized 
basis. Control-group sales registered a milder gain of 13.0% on the same basis. Higher prices are behind the quarter-
over-quarter surge. All in all, the report supports a significant slowdown from the fourth quarter.  

GOING SMALL  

The March National Federation of Independent Business Small Business Optimism Index was a big disappointment. The 
headline came in at 93.2 versus the the February tally of 95.7. Not to mention the lowest since April 2020; in other 
words, a recessionary data point. You don't need the shape of the yield curve or the National Bureau of Economic 
Research to tell you what's going on and what lies ahead.  

 

Expectations for economic “improvement” have gone from -33% in January to -49% in March – a record low for the 
survey. Expansion plans have declined steadily from 11% in December to 6% in March – tied for the lowest since the 
darkest pandemic days of May 2020. Plans to boost inventories were tied for the lowest successive readings since April-
May 2020. 

 

Expected real sales were down to -18% in March, the fourth weakest reading since the survey began in October 1973. 
CapEx intentions at 26% are at their lowest level since last July. Finally, on the labor front, hiring plans have dropped 
significantly since February of last year.  

In fact, it is clear that the labor market indicators have peaked across the board. Job openings are tied for the lowest 
since last June. It was interesting to see just 8% of the 560 business owners polled say that labor costs were their #1 
constraint (was 13% at the end of 2021) and this is tied for the lowest since March 2021. Wage plans have levelled off as 
of late and job openings are tied for the lowest readings since last June. 

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

Carvana, the original online-only used-vehicle dealer, went public in April 2017, at an IPO price of $15 a share. Despite 
losing money and lots of it for the the past six years, the Wall Street hype machine drove the shares higher and higher 
until shares peaked at $362 in August 2021. From there it has been a fast elevator ride down. In a matter of eight 
months, the stock is down 70% – all the way back to levels seen in February 2020. And it’s not just Carvana; there are 
many other used car online sellers – Vroom, Shift – which have suffered amind numbing losses in the flick of an eye. 
Once again, this is an indictment of Wall Street that promoted these companies on a wing and a prayer, and investors 
swallowed it hook line and sinker.  

 

But unlike these high-flying start-ups, CarMax has been profitable for many years. In its first quarter earnings report, 
CarMax reported that its used-vehicle retail sales (number of vehicles sold) fell by 5.2% year-over-year in quarter. While 
unit sales were weak, the average retail selling price spiked by 40%, or by $8,300 per vehicle. And as a result, used car 
revenues spiked higher by 32.6%. Even still invesors were not impressed as shares continued lower and are now down 
40% to levels last seen in 2019. 

 

Here's whats going on. For a while, customers flush with Monopoly money were willing to pay these ridiculously high 
prices. Now the greater fool theory has run its course and there are not enough consumers left willing to pay these 
agregious prices. In fact, according to Cox Automotive, the total number vehicles sold in March dropped 15% year-over-
year.   

“We believe a number of macro factors weighed on our fourth quarter unit sales performance, including declining 
consumer confidence, the Omicron-fueled surge in COVID cases, vehicle affordability, and the lapping of stimulus 

benefits paid in the prior year period.” – CarMax  
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Here's the problem for the used car industry: They are now facing overpriced inventory, declining retail prices, surging 
operating costs, and price resistance among potential customers. As such, gross profits and margins will be pressured 
lower. 

Remember the term “market adjustment” when this mess comes to an end and dealers are desperate to move 
inventory.   

 

HITTING THE BRAKES!  

Trucking is wildly cyclical, and the boom and busts are legendary and happen every few years. Also, heavy truck sales in 
the U.S. are very good leading indicator of economic activity, with 65% of the dollar value of North American freight 
moved by trucks. But new truck sales have been falling sharply and are now down 23% on an annual basis. And freight 
volumes are dropping quickly (off 15% since mid-February). Inventories are building everywhere and the speed at which 
shipping is slowing is stunning. Craig Fuller, the founder/CEO of FreightWaves and American Shipper, says a trucking 
recession is underway. I should add that new auto sales are falling at a similar rate. Truck and auto sales combined are 
falling at a rate previously only associated with recessions.  

 

Whether or not a recession ensues, this sharp decline in vehicle sales shows slowing growth is in the mail. Freight 
volume growth has also been slowing. Annual growth in containers loaded at the Port of Los Angeles is steadily heading 
down to 0% after hitting 20% last year. Lockdowns in China are clearly having an impact here. Cities and regions 
accounting for over 40% of China’s 2020 GDP are in full or partial lockdown.  

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest
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MARKET OUTLOOK AND PORTFOLIO STRATEGY  

According to a new CNBC poll, 81% of Americans believe we’ll be seeing a recession in 2022. This sentiment seems to 
transcend party lines: 91% of Republicans, 81% of Independents, and 73% of Democrats predicted a recession this year. 
Nearly half (48%) of all Americans also stated that they are thinking about rising prices “all the time.” Even the ever-
bullish Goldman Sachs crowd has now jumped on the bandwagon, forecasting that the Russia-Ukraine war could plunge 
the U.S. and Europe into recession. They assign 20-35% odds that the economy will falter next year. On the surface, 
these odds seem relatively low. However, would you get on an airplane if the odds were 30% that the plane would 
crash?  

 While the odds are increasing that a recession is on the horizon, our Fed Chair seems to believe those in control can 
engineer a “soft” landing.       

 

While a recession is not by any means guaranteed, there are many factors currently weighing heavily on the U.S. 
economy from monetary/fiscal contraint to price shocks to geopolitical forces. Demand is weak, as we saw in the latest 
retail sales report and across an array of housing indicators. The Fed either doesn’t see it or isn’t letting on that it sees it 
because fighting inflation is the number one goal, and it’s clear that this is going to come at the expense of economic 
activity. 

The two things we can say is that every time the U.S. economy has ended in a recession, inflation always falls like a stone 
as demand contracts. On average, going back to the early 1950s, the inflation rate plunged 440 basis points in 
recessionary phases. To repeat, this is what recessions achieve, even in that “stagflation” decade of the 1970s.  

“Private data tracked by the Federal Reserve Bank of Chicago points to a 2.9% drop in retail sales excluding vehicles 
in March from February, or 4.2% when adjusted for inflation. First-quarter economic growth was probably close to 

zero.” 

“[We] now see the risk that the U.S. enters a recession during the next year as broadly in line with the 20% to 35% odds 
currently implied by models based on the slope of the yield curve.” – Jan Hatzius, Chief Economist, Goldman Sachs 

“The economy and the labor market can handle tighter monetary policy.” – Fed Chair Jerome Powell 
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And second, as inflation falls, Treasury yields have fallen – on average by 1.5%. Time to start dipping some toes back into 
the battered Treasury market, especially since the surge in yields off the lows! See the table below.  

Given the uncertain backdrop, market volatility will remain elevated for the near future. Yes, rates could go higher, but 
they could also drop. Rather than timing the markets, we believe a disciplined and risk-appropriate ladder strategy is the 
most prudent course in today’s volatile rate environment and the key to generating consistent and repeatable 
performance over the “long term.”  

In terms of value, Treasuries in the 1- to 5-year maturity range provide the most attractive risk-return trade-off. As such, 
we advocate that credit unions continue to dollar-cost average into the front end of the yield curve. Tactically, market 
sell-offs provide attractive entry points.  

 

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 40 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.  
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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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