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Hurricane Jay 

The Federal Open Market Committee (FOMC) voted unanimously to hike its policy rates by 
another 75 basis points – the third hike of this magnitude in a row. This brought the target 
for the federal funds rate to a range between 3.0% and 3.25%. As per its “dot plot”, the 
median projection by FOMC members for the mid-range of the federal funds rate jumped 
by a full percentage point from the last projections, to 4.4%. 

 

This means a target range between 4.25% and 4.5% by the end of 2022, which means an 
additional 125 basis points in hikes spread over the next two meetings, much higher and 
much more aggressive than expected. 
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“Restoring price stability is essential to set the stage for achieving maximum employment 
and stable prices over the longer run… Price stability is the responsibility of the Federal 

Reserve and serves as the bedrock of our economy. Without price stability, the economy does 
not work for anyone. In particular, without price stability, we will not achieve a sustained 

period of strong labor market conditions that benefit all.” – Fed Chair Jerome Powell 

“So, we make one decision per meeting and the decision we made today was to raise the 
federal funds rate by 75, you’re right that a, the median for the year end suggests another 
125 basis points and rate increases but there’s also, there’s a, there’s another fairly large 

group that saw 100 basis points, in addition to where we are today.” 
– Jay Powell, September 21, 2022 

http://www.alloyacorp.org/invest/invest-learn/wrv/
http://www.alloyacorp.org/invest
https://www.alloyacorp.org/symposium2022/
https://www.alloyacorp.org/invest/invest-learn/subscribe/
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Let me repeat. There were folks – “a fairly large group” – who want to go another 100 basis points by year-end… 
Insanity! 

According to the dot plot, 12 of the 19 FOMC members now see the federal funds rate between 4.5% and 5% by the end 
of 2023. 

 
Source: FOMC 

In addition to the higher rate trajectory, quantitative tightening (QT) continues at full speed letting $95 billion of 
Treasuries and MBS mature. Powell pointed out several times during the press conference that QT was an important 
tool in cracking down on inflation. 

The Fed has said many times over the years that it wants to get rid of its MBS entirely, and that it wants only Treasury 
securities as assets. So, if everything goes according to plan, the MBS balances will go to zero. And this might require 
that the Fed starts selling MBS outright later in the process to supplement the pass-through principal payments.   

Asked when the Fed would shift policy and start outright selling mortgage-backed securities (rather than just letting 
them come off via the pass-through principal payments), Powell reiterated what had been said before many times that 
this would be an option later on in the QT process, after QT is already “well underway.” If the Fed proceeds and starts 
selling MBS look for mortgage rates to rise further. 

The Fed has been hammering home the theme that the people, particularly those at the lower end of the income 
spectrum that have to spend all their income on necessities, are “suffering from inflation.” And that’s why the Fed has to 
crack down on inflation, even if unemployment rises and the economy slows.     

 

“People are seeing their wage increases eaten up by inflation... When you spend all your money on necessities, and 
then those prices go up, that hurts.” – Jay Powell 
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Further, if Powell is to be believed, do not expect a “pivot” anytime soon. 

At the same time, the leader of the most important central bank on the planet had this to say at Wednesday’s press 
conference:  

Why not just say, “I have no clue about what’s going on”? 

Bottom line: Damn the torpedoes, full steam ahead. This Fed continues to pursue a policy focused on lagging indicators 
with seemingly no clue as to what forward looking barometers are saying about inflation in the future. That said, there is 
no “Powell put” and the era of free money is well behind us. In other words, markets are on their own. The future is one 
of “price discovery”. Risk-off will remain on for some time. As the usually bullish Investor’s Business Daily aptly put it, 
“investors should be on the sidelines.” 

SLIP SLIDING AWAY 

 
*Red shaded areas indicate recessions  

The NAHB Home Builder Index is a weighted average of three separate component indices: Present Single-Family Sales, 
Single-Family Sales for the Next Six Months, and Traffic of Prospective Buyers. As shown above, the composite NAHB 
housing market index fell a hard three points in September to 46 from 49 in August. The index has now declined each 
and every month this year by whopping and unprecedented 38-points. Nine straight months of negative readings have 
never happened before, and that covers a span that includes four recessions (since 1985) – notably the Global Financial 

“In my view and the view of the Committee there is a ways to go… We’re taking forceful and rapid steps…The longer 
the current bout of high inflation continues, the greater the chance that expectations of higher inflation will become 

entrenched… Restoring price stability will likely require maintaining a restrictive policy stance for some time. The 
historical record cautions strongly against prematurely loosening policy.” – Fed Chair Jay Powell 

“The housing market will have to go through a correction … to get to where people can afford housing again.” 
 – Fed Chair Jerome Powell 

“No one knows whether this process will lead to recession or, if so, how significant that recession will be.”  
– Jay Powell 
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Crisis in the late 2000s. At 46, the headline is below where it had been in May 2006, on the way down into the Housing 
Bust. 

Buyer traffic is a sign of interest among potential homebuyers. And many of them have lost interest at these prices. The 
showrooms have emptied out, with the “prospective buyer traffic” subindex dipping to 31 from 32 in August – it was 
sitting at 71 in December. This is the lowest reading since the economy was in lockdown mode in May 2020.  

And the “sales expectations” for the next six months ticked lower to 46 from 47 (was 85 last December) – also the 
lowest since May 2020. The major difference is that back in May 2020, the fiscal and monetary policymakers were doing 
everything in their power to generate a huge housing market revival. Quite the opposite right now.   

Based on the home builder survey by John Burns Real Estate Consulting, cancellations have soared. In the Southwest, 
home builder cancellation rates in August spiked to 36%, up from 9% are year ago. In Texas, the cancellation rate spiked 
to 31%. In Northern California, it spiked to 29%. These are huge cancellation rates. 

Across the U.S., the cancellation rate among home builders in August jumped to 19%, the highest in years. This is up 
from 17.6% in July, up from 16.5% during the worst lockdown month, and up from 7% in August 2021.   

 

The percentage of home builders who reported cutting prices jumped to 24% in the September survey, up from 19% in 
August, and up from 13% in July. Cutting prices and using mortgage rate buydowns (when the builder subsidizes the 
mortgage) counteract some of the effects of soaring mortgage rates – now over 6%. When the market begins to freeze 
over, price cuts is what needs to happen, because home builders cannot just sit on the houses they have started on or 
have completed. They must sell them one way or the other. 

 

“In another indicator of a weakening market,” and a “soft market,” over 50% of the builders reported using 
incentives- mortgage rate buydowns, free amenities, and price reductions. To prop up sales or reduce cancellations.” 

“Buyer traffic is weak in many markets as more consumers remain on the sidelines due to high mortgage rates and 
home prices that are putting a new home purchase out of financial reach for many households.” – NAHB 
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MULTI-FAMILY STARTS SOAR!  

U.S. housing starts rose 12.2% to 1.575 million annualized units which managed to wipe out the 10.9% July plunge. The 
key was the multi-family sector as the rental rate boom of the past two years has ignited fresh rounds of new supply. 
Apartments/condos saw starts soar +28.0% in just one month to 640k annualized units, the highest level since April 
1986. While single-family did see a mild +3.4% uptick, that followed five months of decline and, at 935K units (from 904K 
in July), this was the second weakest reading since June 2020. All anyone needs to know is that single-family starts are 
down 14.6% on a year-over-year basis… while multi-family starts are up +33.0%! 

 
*Red shaded areas indicate recessions 

Building permits, which are a leading economic indicator, slumped 10.0%, double the 4.8% decline that the consensus to 
1.517 million units. Year-over-year permits are down 14.0%, the weakest since June 2020. Single-family permits sank 
3.5% and have tumbled now for six months in a row, which last happened from August 2008 to January 2009. Except 
back then, the Fed was easing! Not tightening its way towards an economic recession as is the case today. At 899K units, 
single-family permits (-15.0% year-over-year) are back to depressed June 2020 levels. 

 
*Red shaded areas indicate recessions 

7th STRAIGHT MONTH! 

The only nice thing to say about the existing home sales data was that they didn’t come in below consensus estimates 
for a change. For the seventh consecutive month, sales of previously owned U.S. homes – existing houses, condos and 
co-ops – fell 0.4% for to an annualized pace of 4.8 million. This was above the consensus forecast of 4.7 million but still 
the weakest since May 2020. Compared to August last year, sales fell by 20%, the 13th month in a row of year-over-year 
declines. Beyond the lockdown months, it was the lowest sales rate since 2014, and down by 29% from October 2020. 
Sales dropped sharply in all region and price points.    
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Sales volume has been low because potential sellers are clinging to their aspirational prices of yesteryear, when 
mortgage rates were 3%, and many would rather keep the home off the market or pull it off the market than sell for 
less, for as long as they can. 

 
*Red shaded areas indicate recessions 

But, let’s face it, who wants (or can afford) to buy an overpriced home with 30-year mortgage rates at the highest level 
since 2005? The last time mortgage rates were this high, home prices were 51% lower! According to Black Knight, 
payments on a median-priced U.S. home require 36% of household income, the biggest chunk since 1985. In September 
2021, when rates were about half as high as today, monthly payments required 22% of the median household income. 
At the same time mortgage costs show no sign of easing with the average for a 30-year, fixed loan surging to 6.38% 
more than doubling from a year ago! No wonder only 29% of sales were accounted for first-time buyers once again last 
month – still far below the 40%-50% share that is typical of a healthy market. First-time buyer qualifying income has 
soared +49% in the past year to an unheard-of $86,880. 

 
*Red shaded areas indicate recessions 

But price reductions are happening by sellers who want to sell. The median existing-home price in August was $389,500- 
the second month in a row that the median sales price retracted. After hitting a record $413,800 in June, the median 
home price fell a hefty 3.5% in August to $389,500. Believe it or not, this was the largest month-to-month percentage 

“Everyone is coming to the view that prices are going to decline…Until that happens, nobody is going to buy.”  
– Mark Zandi, Chief Economist for Moody’s 
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drop since January 2016. The year-over-year trend is still positive, for now, at +7.8% but is the softest pulse since June 
2020, and the trend is nobody’s friend if you’re looking to sell.   

Redfin also reported a “nosedive” in home-touring activity, which is down 38% since January, with declining demand 
that led a near-record share of homeowners to lower their asking prices. The percentage of homes on the market where 
prices had to be cut ballooned to 22%, triple where it was at the start of the year. 

 
*Red shaded areas indicate recession 

Despite declining sales, inventory still remains tight. After five successive monthly increases, the inventory of unsold 
existing homes dwindled to 1.28 million by the end of August, or the equivalent of 3.2 months at the current monthly 
sales pace.  

 
*Red shaded areas indicate recessions                                                                            

Bottom Line: The housing recession is certainly not over. And the trend towards weaker and weaker data overall is still 
intact. Housing is a $45 billion asset class, and should it deflate, it will have a dramatic impact on the so-called wealth 
effect. Remember that, in contrast to equities where there is 50% ownership among the general public, fully 65% of 
Americans are homeowners and they do base their spending patterns on how well this asset is performing. 

 

“The housing market always cools down this time of year, but this year, I expect fall and winter to be especially frigid 
as sales dry up more than usual.” – Redfin Chief Economist Daryl Fairweather 
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THE BIG PICTURE 

I’m not sure it’s well appreciated that U.S. real gross domestic product (GDP) growth, through this wild roller coaster 
ride following the initial COVID-19 wave, the lockdowns, the massive policy stimulus, and the fading of the stimulus has 
averaged a +2.2% annual rate. That is approximately the same growth rate in the pre-pandemic period.  

Furthermore, the unemployment rate today, at 3.7%, is comparable to where it was during the pre-COVID-19 cycle 
when it was 3.5%. The employment-to-population ratio today, at 60.1%, is approximately where it was in late 2019.  

The prime difference is that core inflation was hovering just above 2% then and is just north of 6% now. But we all know 
that this price inflation has been primarily driven by a series of supply shocks, including the Russian invasion of Ukraine 
and the frequent Chinese lockdowns in key port cities. Now these supply shocks are fading fast.  

Further, the demand-led inflation influences from prior fiscal and monetary stimulus are now shifting into reverse. 
Therein lies the dynamic for a future of rapid disinflation that is sure to catch many, including the Fed itself, by surprise. 

And get this – memo to the inflation-mongers who are still dominating the airwaves. In the commodity pit, West Texas 
Intermediate (WTI) crude has fallen back to $77 per barrel and now down 31% since June. Elsewhere, copper and iron 
ore (-9% and -18% so far this quarter, respectively) are taking it on the chin. I should add the commodity index (CRB) is 
down 13% since May.   

Also worth noting on the internet, there isn’t any inflation! Indeed, U.S. online prices have risen a grand total of +0.4% 
on a year-over-year basis through August. Still shaking your head? Turn to Beating Inflation Is Easy Online — Except for 
Sellers (The Wall Street Journal).  

Take note that market-based inflation expectations have rolled over and are now no higher than they were in March 
2021, when the nominal 10-year Treasury note yield was 1.6%! For all the bellyaching over “inflation,” the core rate 
excluding shelter is barely above 4%. Big deal! And shelter will come down sharply with a lag (the real-time data are 
finally showing cracks in home prices, and rental rates are now slowing discernibly.) 

 
*Red shaded areas indicate recessions                        

“The likelihood of a recession is 99.9%...Why do I say that? The central bankers actually want a recession...It may end 
up being a policy mistake. But the playbook says you have to get a recession to reduce inflation to acceptable 

levels…That is the key thing that the market has to get through.” 
– Earl Davis, Chief of Fixed Income and Money Markets at BMO Global Asset Management 
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I also want to stress that 40% of the CPI is “goods” and deflation looms large. The lagged impact of the booming dollar 
and slumping commodities will drag the “goods” segment of the price indices deep into deflation by this time next year, 
at which time the inflation rate will have sliced below 3% and quite possibly as low as 2.5%. 

In the meantime, the Fed cut its growth forecasts for real GDP to +0.2% from +1.7% for 2022, and to +1.2% from +1.7% 
for 2023. The Fed penned in an unemployment rate forecast of 4.4% in 2023 and 2024 (from 3.9% and 4.1%, 
respectively). As one reporter pointed out, that implied job losses would reach 1.3 million people. 

Bottom Line: This Fed seems intent on correcting one mistake by over easing with another one by tightening too much, 
too fast.  Continuing to tighten policy into an economic downturn will do more than just kill inflation. It will kill jobs and 
the economy in the process. The Fed is also now telling us that there won’t be a pivot in 2023. Rates won’t decline until 
2024. If so, be prepared for a long period of economic malaise and a bear market in risk assets. The dollar will remain 
strong. Equities, credit, and commodities will stay weak. And the bond curve inversion will persist.   

Not to scare anyone but we may be building towards an October 1987 crash, led by an aggressive Fed and surging bond 
yields. The difference between now and then is that commodities were in a bull market in 1987, the dollar was stable, 
and real GDP growth was running near +5%. In other words, this financial tightening could be worse, and there is zero 
economic support. 

Here's what Hedgeye, CEO Keith McCullough has to say about Jerome Powell and the Federal Reserve for their 
continued reckless economic policy that will lead the American people into a recession.  

MARKET OUTLOOK AND PORTFOLIO STRATEGY  

This Fed will only stop tightening if this carnage does the job of bringing headline inflation down to 2%. I think it will, but 
it won't be evident until the first half of 2023, and by then, it will be too late to save the economy. At some point, 
something is going to break – either a destabilizing recession, a financial crisis, or both. 

Remember the Latin American crisis of the early 80s? Remember the commercial real estate crash of the late 80s? 
Remember the Orange County default and Mexican crisis of the mid 90s? Remember the Asian Financial Crisis of the late 

"Can the Fed bring rates up and keep them at a high level, keep them at a plateaued level? Looking back at monetary 
policy we've never seen that happen." – Danielle DiMartino Booth 

“I do hope they break this central bank because this is a f*cking joke…There is nobody who holds this unelected 
body to account. They can fly around and talk about this however they want, and everyone is hostage to it. This is 
the most real situation in capital markets history because we are coming from the biggest bubble that was ever 

perpetuated.” – Keith McCullough 

"The Fed can achieve a soft landing like they did in 1966 but those are pyrrhic victories that led to much more pain 
down the road. The likelihood of a soft landing is a low probability event…think that the odds are for a rougher 

landing for the Fed. If you look at Fed tightening since the Fed was founded in 1913, about 90% of tightening cycles 
resulted in recessions.” – Lacy Hunt, PhD 
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90s? Remember the dotcom crash of the early 2000s? Remember the housing meltdown of the mid-late 2000s? 
Remember the repo blowup of 2019? 

Not surprisingly, after the Fed raised rates by 75bps and promised more rate hikes short term Treasury yields soared. 
Last week alone, the two-year Treasury yield soared 33bps to 4.20% -the highest level since 2007. Amazingly, this yield 
has now risen 392bps in a year! The longer end saw the 10- and 30-year yields rise 19bps and 9bps respectively.  

 
*Red shaded areas indicate recessions                                                                            

This pushed this 2s/30s curve to -57 basis points, the most inverted it has been since 2000.   

 
*Red shaded areas indicate recessions                                                                            

 
On average, once the Fed has inverted the curve to this extent, the total return in Treasuries was decently positive the 
ensuing year. Remember this and remember it well: The first asset class to enter the bear market is traditionally the first 
to exit the bear market. And the first asset class to enter the bear market this cycle was not equities and not 
commodities, but Treasuries. Preaching patience is never easy, but that remains my recommendation. 

Timing is a “fool’s errand” but with short to intermediate risk-free Treasury yields at 15-year highs, I believe credit 
unions should continue to chip away at the Treasury market. In other words, continue to systematically “dollar average” 
into the market. Tactically, periodic selloffs provide attractive entry points.  

In terms of sectors, short to intermediate (2-7 years) U.S. Treasury securities, and high-quality bank notes offer 
attractive risk return profiles. For credit unions looking to increase loan exposure, select loan participations (i.e., autos) 
are now attractively priced and offer generous yields and spreads versus comparable duration Treasury counterparts. 
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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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