
 

 

Weekly Relative Value 

www.alloyacorp.org/invest 
 

WEEK OF APRIL 25, 2022 

Tom Slefinger 
SVP, Director of 

Institutional Fixed 
Income Sales 

Starting to Bite! 

The weakness in the housing market was extended in March as existing-home sales – 
houses, condos, and townhouses – fell 2.7% for the second straight month and the third in 
the past four months. Total sales (5.77 million annualized) are now down 4.5% from a year 
ago and sit at the lowest since June 2020! 

 

Every geographical region was weak (except the West which was flat) posting back-to-back 
declines.  

• Northeast: -2.9% month-over-month; lowest level since July 2020 

• Midwest: -4.5% month-over-month; lowest level since June 2020 

• South: -3.0%; lowest level since July 2020 

All-cash sales accounted for 28% of transactions in March, up from both the 25% recorded 
in February and 23% in March 2021. This makes sense because as overall sales decline due 
to rising mortgage rates, and as sales to homebuyers who have to get a mortgage decline in 
particular because they cannot afford it anymore, the percentage share of all-cash sales 
increases automatically, even if those cash sales themselves don’t increase. 

Individual investors or second-home buyers, who make up many cash sales, accounted for 
18% of the transactions in March, down from 19% in February and 22% in January.    
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"The housing market is starting to feel the impact of sharply rising mortgage rates and higher 
inflation taking a hit on purchasing power.” – Lawrence Yun, Chief Economist, NAR 
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As a result of the weakening demand, the inventory of unsold existing homes increased 11.8% from February to 
950,000. That would support two months at the monthly sales pace.   

 

But even so, the impact from the last two months of tepid demand hasn’t shown up in prices just yet. The median price 
rose 15% from a year ago, to $375,300. The year-over-year spikes had peaked last May and June 2021 at over 23%. 
Prices rose in each region. This marks 121 consecutive months of year-over-year increases, the longest-running streak on 
record.  

 

Check this out. As prices continued to rise the National Association of Realtors’ (NAR) Housing Affordability Index eroded 
for the fifth straight month, reaching levels not seen since August 2008!  
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So, it’s unsurprising that results from the New York Fed’s SCE Housing Survey revealed only 43.3% of renters believe they 
will ever be able to buy a home (coming in below 50% for the first time on record).  

 

IT WILL GET WORSE 

Existing home sales are already down 4.5% from a year ago and the big bust hasn't even started yet. Here’s why: 30-year 
mortgage rates are now 5.29% – two full percentage points higher than two years ago and rising. This is one of the 
quickest increases of mortgage rates in the shortest periods of time that we’ve ever seen. As a result, mortgage 
payments on new loans are up some +26% year-over-year in a period when prices themselves have increased near 20%. 

 

Note: Existing home sales are recorded at closing. So, the sales figures are based on sales that closed in March, meaning 
that many of the deals were made in February with mortgage rate locks from February or January or even prior, when 
mortgage rates were much lower. 

For example: In February, the average 30-year fixed rate rose from 3.7% to 4.1%. In January, it was around 3.5%. Thus, 
existing home sales for March reflect purchases made in February or perhaps even January. Given the huge increase in 
house prices, to be financed with these much higher mortgage rates, we know how this goes. Sales will decline because 
there are fewer buyers that can still afford to buy, and inventories will rise because there are fewer sales and because 
fidgety owners of multiple homes who hung on to those homes to ride up the market are starting to put them on the 
market.    

It’ll be two months before the effects of today’s high mortgage rates show up in the data. Many homebuyers today and 
in the coming weeks still have rate locks with lower rates from prior months. They’re still able to buy with those lower 

“With the cost of financing a home about 40% higher than a year ago, demand for homes is visibly cooling, as many 
first-time buyers find themselves unable to qualify for a mortgage on a home that meets their needs.”  

– George Ratiu, Realtor.com’s Manager of Economic Research 

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest
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mortgage rates. But buyers now entering the market and who get a rate lock from today on are looking at mortgage 
rates above 5%. In other words, we won’t see the bulk of the effects on home sales from today’s mortgage rates until 
the sales data for May is released in June. 

TRICKLE DOWN 

Demand destruction is about to hit big time. Year-over-year, average hourly wages for production and nonsupervisory 
employees were up 6.7% in March. That sounds great, until you factor in inflation. With CPI at 8.5%, real wages for these 
workers have dropped nearly two percent. Their bigger paychecks aren’t even covering rising prices. Overall, wages are 
rising at around 4%-5%. That means in aggregate, real wages are dropping even faster. 

 

It’s even worse than that. The wage numbers are real. Those are actual numbers. There is no hedonics. There is no 
substitution. The wage increases are accurate. It’s the price increases that are not. Because if inflation is actually 10% or 
15%, not 8.5%, but wages are only growing by four or five percent, real incomes are collapsing at an unprecedented 
rate.  

 

 

“Most Americans have suffered a substantial fall in their standard of living over the past 12 months. In the latest 
available 12-month change, 116.2 million American wage and salary workers suffered a 3.7% decline in their 
inflation-adjusted paychecks, the largest drop since 1980… Eighty five percent of U.S. households make under 

$150,000 a year, with many living from paycheck to paycheck or on steady salaries. The imbalance between those 
who benefitted and those who were harmed from the monetary and fiscal policies pursued over the last two years is 

abundantly clear. The 8.5% inflation rate has dramatically lowered the standard of living of over 170 million 
individuals.” – Excerpted from Hoisington quarterly letter 

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest
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We can see the impact of falling real wages on American savings. The U.S. household savings rate has imploded in 2022. 
It’s now lower than it was prior to all of the COVID stimulus and Paycheck Protection Program (PPP) checks going out. 

 

In late 2020 and into 2021, there was a big jump in savings because the government sent everybody a bunch of money. 
People paid down credit cards and stashed some money in the bank. Now, not only is savings completely gone, but they 
also actually have less savings than they had before they got that government slush fund because they spent that money 
on rising prices. Now they’re relying on credit cards to fill the gap between what they earn and what they spend. In fact, 
people are running up credit cards at a blistering pace – rising at the fastest pace since 2001. 

 

This unprecedented decline in real earnings for American households is going to trickle down and impact the broader 
economy. American consumers won’t be able to cut back on rent or food or energy, but they will cut back everywhere 
they can. In other words, people will try to spend less. They will cancel the Netflix subscription. They won’t go on 
vacation. They won’t eat out as much. This is bad news for an economy that is predicated on people spending money on 
stuff. 

THE END OF AN ERA 

Quantitative easing (QE) was designed to repress long-term Treasury yields, mortgage rates, and last but not least, to 
inflate asset prices. Since March 2020, when this whole money-printing orgy began, the Fed has increased its assets by 
$4.65 trillion, a mind-boggling amount of QE in the span of just two years. 

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest
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The ultimate outcome of the Fed’s reckless money printing and interest rate repression are raging inflation, the 
“everything” bubble and the biggest wealth disparity ever. The Federal Reserve's blowing of serial speculative asset 
bubbles with the bogus goal of generating a "wealth effect" has only rewarded the already-rich while greatly 
exacerbating wealth inequality and in the end creating guaranteed-to-pop bubbles.  

 
Source: Wolf Richter 

Now that inflation is raging, the Fed is being forced into tightening aggressively. In addition to rate hikes, the Fed is now 
on a mission to reduce its bloated balance sheet. In other words, QE has ended. That part of the marvelous show is over. 
It’s the end of an era. Now as markets kiss that easy money goodbye, the stock market has been getting hammered and 
numerous stocks have imploded. To wit: The S&P 500 is now down 10.9% from its high, pushing the index back into 
correction territory. The Nasdaq Composite and Russell 2000 slumped and are now both in bear market territory (20%+ 
below the highs). 

I think the lesson here is that you should not screw around with the economy and markets, because when you intervene 
in a complex system that you don’t fully understand, you cause enormous unintended consequences. The Fed and our 
fiscal response to the pandemic was a huge overreaction, and we were doing stimulus all the way until 2021, long after 
it was necessary.   

WHAT ABOUT INFLATION? 

At the peak of the inflation cycle, all everyone sees is inflation. That said, headline inflation is likely to peak between now 
and the end of the second quarter, and then roll over. Not rolling over hard, but by the fourth quarter falling towards 
6%. It doesn’t matter how fast it’s slowing but that it’s not accelerating.   

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest
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• The poster child for the inflation surge, used car prices, are in reverse. The Manheim used car price index fell 
0.9% in April as the buyers are now balking – and this followed a 3.4% slump in March and the index has now 
been down three months in a row. Don’t look now but used car prices have now plunged at a 17.6% annual rate 
so far this year! More price-induced erosion in real demand, will sow the seeds for much lower prices ahead. 
This is what happens when the used auto prices explode 35% (10X the long-term average of 3.3%) in just one 
year. One thing is for sure, this isn’t happening again. 
 

 
 

• Year-over-year gas prices have either peaked or soon will. 

• Year-over-year prices in many goods either have peaked or soon will. The inventory build with still more coming 
will pressure prices for many goods. The latest ISM manufacturing PMI survey revealed 1) new orders-to-
inventories ratio has fallen below 1 for the first time since May 2020, and 2) supply delivery delays and backlogs 
both peaked in May of last year. Prices paid, even with the surge in raw material costs, peaked last June. The 
stockpiling craze also peaked in October 2021. 

• Chinese imports have contracted now on a year-over-year basis. Keep in mind that 90% of the time in the past, 
negative readings on Chinese imports end up coinciding with commodity deflation.   

• The boom in apartment construction is going to trigger a wave of supply in the second half of the year and into 
2023. It takes roughly 17 months for a multi-family building to move from start to completion. By year-end, 
there will be a deluge of apartment supply hitting the market. Watch what happens to rental rates and how that 
acts as a huge depressant on CPI inflation, especially the core index. 
  

 
 

• Wages are set to cool. On the all-important labor front the supply-demand dynamic was disrupted by the 
pandemic. This contributed to the upward surge in wages. However, this process is beginning to unwind. For 
example: while jobless claims are rock bottom they may be in the process of bottoming and then hooking up. 
Also hiring intentions are starting to soften while the quit rates is declining and suggests employees may be 

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest
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settling into their roles, reducing bargaining power for further outsized wage hikes over the next coming 
months. I think the labor markets will be deteriorating precipitously in the next three to six months, alongside 
corporate profits. As a result, wage growth is likely to pull back over the near-to intermediate-term putting 
further downward pressure on consumption, and subsequently, inflation. 
 

 

MARKET OUTLOOK AND PORTFOLIO STRATEGY   

Monetary Policy 101 would say the Fed tightens during economic booms, and eases during economic contractions. Well, 
it seems the Fed is primed to (or at least markets think it is) tighten rapidly as the domestic (and global, frankly) 
economy ploughs into recessionary conditions. Powell seems so sadly clued out about the shape of the economy, that 
he says things are strong even as national home sales dive in three of the past four months to their lowest level since 
June 2020 and consumption weakens rapidly. In fact, we are on pace for a whopping growth rate of 1% in Q2. For 
whatever reason, the Fed always screws up.  

 

The short-term interest-rate market is now pricing in 10 more rate-hikes this year after St. Louis Fed's Jim Bullard, San 
Franciso Fed's Mary Daly and even Fed Chair Jay Powell dropped the hawkish hammer last week (seeing multiple 50 bps 
hikes ahead). The market is now fully pricing in a 50 basis point hike in both the May and the June Federal Open Market 

“Powell is going to crush inflation in the cyclical parts of the economy that he can control and, in the process, 
generate a 1982-style recession – brace yourself for it.” – David Rosenberg 

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest
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Committee (FOMC) meeting (and pricing in a 75% chance of a 50 bps hike in July too and a 50% chance of a 50 bps hike 
in September!).  

In total, the money market now expects 250 basis points of rate hikes by year-end (more like 400 basis points when the 
QT is tacked on). This would represent the most aggressive tightening over a short span since January 1982 and into the 
most levered and asset-dependent economy of all time. All as growth and inflation are decelerating and asset prices are 
crumbling. The NASDAQ and Russell 2000 are down -18.0% and -18.5% from their peaks. So, when Powell recently 
compared himself to Paul Volcker, you can see why. He may well crush inflation at the expense of the stock market and 
economy. 

 
Source: Bloomberg 

Last week, Bank of America's Chief Investment Strategist Michael Hartnett said that every Fed hiking cycle ends in crisis, 
or as Hartnett put it: "With default and bankruptcy of government, banks and investors." 

It’s amazing that nobody sees a recession for this year. Yet, why should that come as a surprise to anybody? The 
majority of economists didn’t even make the recession call in the last three downtrends when it had already begun 
(1990, 2001 and 2007). Take a look at the Fed’s forecasts just before the U.S. economy landed in recession. Impressive, 
eh?  

 
Source: David Rosenberg 

Will the Fed live up the rate hike-hype? I personally don’t think the Fed can get away with much more than two rate 
hikes. If their second rate hike is at the May meeting, I think that could be it. Put two or three bad jobs numbers up 
where’s the S&P 500? If it’s down 20% or more with corporate profits slowing precipitously and employment 
deteriorating, the Fed has ample runway to say “Done.” 

"The Fed is going to move very quickly, and they are going to break things." – Josh Steiner 
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Even still, every day the Fed talks, the bond market seems to take it on the chin. The bond market is freaking out about 
inflation because the Fed is panicking about inflation. The yields on the short-end have reached to multi-year highs.   

What should credit unions do? Keep it simple and stick to the five steps below:  

1) Throw away the crystal ball 
2) Structure and maintain a risk appropriate ladder 
3) Minimize excess cash reserves 
4) Buy high quality investments/loans 
5) Dollar average into the markets (buy the dip) 

 

Final thoughts: Rates have jumped too far, too fast and I think rate expectations have gotten a little out of control. Ten-
year Treasury notes at 3% now offers a yield advantage of 150 basis points over the S&P dividend yield. Stocks haven't 
been this ‘expensive' relative to bonds since April 2011. I should add the last time that happened, bond yields plunged 
200 basis points and stocks dropped like a rock within three months. So yes, I am expecting a big rally in bonds 
sometime over the next month or two. It could take a lot of people by surprise. Also, the front end of the Treasury 
market has a “buy” signal written all over it. 

 
Source: Bloomberg 

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 

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