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Labor Market Remains Strong (For Now) 

The U.S. economy added 263,000 payrolls in September, fractionally above the consensus 
estimate of 255,000, and well below the unrevised August print of 315,000 jobs added in 
August. The household survey also came in at +204,000, so there is no doubt that job 
creation remains intact. 

As for the household survey, here’s the deal. It measures unemployment and full versus 
part-time status. If you work one hour, you are employed. If you don’t have a job and fail to 
look for one, you are not considered unemployed. Instead, you are no longer in the 
workforce.  

So what does this mean? Since March of 2022, payrolls are up about 2.2 million but full-
time employment is down by 57,000. That means all of the employment rise (and then 
some) since March is part-time employment.  

 

Further, all the increase was among folks with no high school diploma. Employment in this 
cohort soared +381,000. But don’t tell anyone who graduated from high school how great 
the jobs market is, because this 95% share of the workforce saw employment contract at 
177,000 last month. Let’s therefore call this a “low quality”employment report, okay?  

  

THIS WEEK 

• CRACKS ARE APPEARING 
• PAYCHECK TO PAYCHECK 
• HOUSING REMAINS IN THE 

BASEMENT 
• THE “ISM” IN 

“PESSIMISIM” 
• MARKET OUTLOOK AND 

PORTFOLIO STRATEGY 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 

 

“The robust September jobs report significantly bolsters the case for a fourth 
consecutive 75-basis-point hike at the November Federal Open Market Committee 
(FOMC) meeting. The labor market remains tight and the supply of workers isn’t 

growing fast enough to bring down wage growth. Adjusted for slowing productivity 
growth, wage growth is running at least triple the pace consistent with the Fed’s price 
target. Concerns about a wage-price spiral will keep the Fed hiking well into 2023 until 

rates reach 5%, in our view.” 
— Anna Wong, Chief U.S. Economist at Bloomberg 
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I need to also stress that the labor market always lags the economy. Despite the Fed raising rates, it wouldn’t be a 
surprise to see a couple more months of strong labor markets, but it would not be surprising to see job growth shrinking 
sharply in quarter four and quarter one as the U.S. recession unfolds. To that point Bank of America economists are 
calling for payrolls to drop to about half the pace in quarter four versus quarter three and then go negative in quarter 
one of 2023, where they will stay until the end of the year. 

One also has to wonder how it is that, if the labor market is so tight, average hourly earnings came in at +0.3% for the 
second month in a row. The year-over-year trend peaked at +5.6% in March, and is now down to +5.0%. Still “hot,” but 
moderating nonetheless, and the lowest pace year-to-date.  

 
*Red shaded areas denote recessions 

What caught the market’s eye was the unemployment rate unexpectedly tumbling to 3.5% from 3.7%, well below 
expectations of an unchanged print. This was the result of a 250,000 drop in unemployed workers, which slumped from 
just over 6 million to 5.753 million, even as the civilian labor force remained roughly unchanged. This naturally pushed 
the participation rate, share of people working or looking for work, slightly lower from 62.4% in August to 62.3% in 
September.  

Obviously, the labor shortage is greater now than pre-COVID-19 levels, but the rate had been trending lower from 2010-
2019. Yes, COVID-19 excerbated the problem by eliminating a bunch of people from the labor force. And undoubtedly, 
various fiscal/monetary responses made the labor situation worse. But the real problem is a demographic story. Think 
about it. Is it a coincidence as the oldest Baby Boomers turned 65 in 2010 and became eligible for retirement that year 
that the labor force peaked at 67% and started its decade-plus-long decline?  

 
*Red shaded areas denote recessions 

Of course, not all Boomers retired; I haven’t and I’m not sure if I intend to. But many have sailed into the sunset and that 
reduces the labor force. Frankly, it wouldn’t matter if the retirees were being replaced with younger workers (and/or 
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immigrants). But that is not happening. The ferility rate in the U.S. continues to reach all-time lows while immigration 
has come to a complete crawl.  

Bottom line: The non-farm payroll reports suggest that the labor market, so far, remains on solid footing and the Fed 
will move forward with another 75-basis-point hike in November. In fact, the futures market is pricing in 85% odds of a 
75-basis-point hike on November 2 (from 55% just over a week ago). For the FOMC meeting on December 14, investors 
are now discounting 25% odds of the fifth straight 75-basis-point hike from 0%. 

CRACKS ARE APPEARING  

Meanwhile, the Job Openings Layover Turnover Survey (JOLTS) data (Powell’s favorite labor metric) was truly jolting. In 
August, job openings plunged by 1.117 million, the biggest one-month crash outside of the COVID global lockdown crash 
in April, which was clearly an outlier. By sector, manufacturing job openings were down 115,000, retail was down 
143,000 and leisure/hospitality fell 111,000. 

 
*Red shaded areas denote recessions 

The trend is now clear as openings have now dropped in four of the past five months. Over this strech, job openings 
have declined by a whopping 1.802 million. At 10.053 million, openings are at their lowest level in 14 months. Even still, 
while openings remain elevated versus pre-pandemic levels, at the current rate of decline it would take approximately 
three months to bring the labor market job openings to pre-COVID-19 levels.  

Hirings eked a small gain but the big picture is that new hires have contracted 593,000 in the past six months. Retail 
hirings have slipped for six months running. Quits are down 291,000 over the past five months. Layoffs, meanwhile, 
spiked +70,000 and are up now by +148,000 in the past four months. 

It is likely that this downtrend will continue as firms re-evaluate hiring needs amid the darkening economic outlook. If 
you’re still skeptical, have a read of “Amazon Freezes Hiring in Retail Division,” from the Wall Street Journal (WSJ), which 
confirms that the company, along with several major tech companies, is now pulling back on hiring. 

To that point, Challenger Gray & Christmas reported that hiring announcements plunged 60% year-over-year in 
September. Layoffs are increasing as well as with pink slip announcements, soaring to 17,898. It is 67.6% higher than the 

"Job openings could come down significantly—and they need to—without as much of an increase in 
unemployment as has happened in earlier historical episodes." 

—  Jerome Powell, Chairman, Federal Reserve  
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cuts announced in the same month last year. This was the fourth consecutive month of increasing pink slips. As for the 
stated reasons, recession was written all over them: one-third of the increase in the past year was due to “demand 
downturn;” one-quarter owing to “cost-cutting;” and one-quarter from “financial loss.” And the rest? Try business 
“closing.” 

While the payroll data told us what happened last month, the Challenger numbers provide a window on the months that 
lie ahead. Labor is always the last thing to go down and we may be on the cusp of the labor cycle going the wrong way. 

 

Bottom line: The Fed is pleased, if not outright thrilled, with the JOLTS report. The Fed wants labor market slack to go 
away to reduce pressure on wages. And as long as the unemployment rate does not soar to unacceptable levels, the Fed 
will keep on hiking until something breaks. In other words, the Fed is moving full speed ahead with the fourth 
consecutive 75-basis-point rate hike in November.  

PAYCHECK TO PAYCHECK 

Given that consumption equals 70% of U.S. GDP, the health of the consumer is obviously key to the future trajectory of 
economic growth. With that in mind, real average weekly earnings have been flat or negative in nine of the past 11 
months and are running at recessionary -3.4% on a year-over-year basis. Meanwhile, the Fed is acting like a rabbit in a 
foxhole. A wage-price spiral is what happened in the 1970s when wages outpaced prices. Since the pandemic began, 
price increases have far outpaced wages. That ain’t no “spiral”! It is a sustained contraction in real work-based pay.  

 
*Red shaded areas denote recessions 

With wages falling behind the cost of living, it is no mystery why 60% of Americans are living paycheck to paycheck. 
According to a recent survey by LendingClub, 55% have limited spending capacity, 49% have shifted their shopping 
preferences and 66% of those living paycheck to paycheck have cut spending. Even within the high income strata, 



 ALLOYA INVESTMENT SERVICES    WEEKLY RELATIVE VALUE | 5 
 

 
 

 

www.alloyacorp.org/invest 

consumers are feeling the pain. Of those earning more than six figures, 45% reported living paycheck to paycheck, a 
jump from the previous year’s 38%.  

Here are a few more findings:  

• 28% share of consumers earning more than $200,000 who live paycheck to paycheck. 
• 59% share of paycheck-to-paycheck consumers with issues paying their monthly bills that noted significant rises 

in prices for utilities in the past 12 months. 
• 48% share of consumers living paycheck to paycheck with issues paying bills who pay for health insurance. 

And suffice it to say that Americans are not clearly prepared should they lose their jobs. According to a recent Bankrate 
survey, only 27% of American households have enough savings to cover six months or more of expenses. Let me repeat: 
only 27% of Americans can cover six months of expenses. Worse still, 23% of American households have no savings at 
all.  

 

As shown below, the savings rate is at 3.5%, the lowest on record. At the same time, credit card debt has soared to the 
highest level ever just in time for those credit card APRs to hit record highs- nearly 17%. Consumers are clearly ignoring 
the highest credit card APRs on record and rushing to charge anything they can find while they can, either because they 
simply can't afford to buy anything with their disposable income courtesy of soaring inflation or because nobody has any 
plan of actually paying down their credit card. 

 
*Red shaded areas denote recessions 

“It is no secret that prices have been increasing for everyday Americans — not only in the goods and services they 
purchase but also in the interest rates they’re paying to fund their lives…This can have detrimental consequences 

for someone who pays the minimum amount on their credit cards every month.” 
— Anuj Nayar, Financial Health Office, LendingClub 
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Bottom line: If 2008 was about Wall Street collapsing on itself, on all its conflicts of interests and lies, this one is more 
about Main Street. Main Street is broke. Many Americans are dipping into their cash reserves, and those struggling to 
afford their day-to-day lifestyle tend to rely more on credit cards and carry a higher monthly balance, making them 
financially vulnerable. 

HOUSING REMAINS IN THE BASEMENT 

The good news? Home prices are dropping. Unfortunately, interest rates continue to climb as the Federal Reserve 
continues to hike rates. Since mid-August, the average 30-year fixed mortgage rate spiked by 171 basis points to near 
7%, the highest since 2007. A year ago, it was at 3.0%.  

The Naitonal Association of Realator’s (NAR) homeowner affordability ratio for June was at its worst level since the 
summer of 1989. To take out the worst levels in the 2006 housing bubble is a big feat. People need to understand that 
this metric is mean-reverting. If mortgage rates don’t decline significantly, then it will be a home price correction of 
significance. For some perspective, it took a 200-basis-point bond plunge in mortgage rates and a near-25% plunge in 
home prices in the Great Financial Crisis to mean-revert the series. Imagine what it will take this time around. 

 
*Red shaded areas denote recessions 

With mortgage rates at 15-year highs and affordability stretched, it’s little wonder that the Mortgage Banker’s 
Association (MBA) mortgage applications index continued to decline. Last week, mortgage applications (refis and 
purchase apps) fell a stunning 14.2%  — the largest drop since April 2020. Mortgage applications are now down in seven 
of the past eight weeks and running deep in the red at -68% on a year-over-year basis. As shown below, the key 
purchase subindex tumbled 12.6%, down 37% year-over-year, and the level broke the April 2020 low to establish a 7-
1/2-year low.   

 
*Red shaded areas denote recessions 
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Refis fell 17.8% and are now down a stunning 87% since September 2021. No homeowners in their right minds are going 
to refinance an old 3% or 4% mortgage with a new 7% mortgage, except to extract emergency cash, which will cost them 
dearly. And it’s not good news for the mortgage lenders, which rely heavily on refi activity. In fact, the entire industry is 
now trimming back to survive. Some mortgage lenders already filed for bankruptcy. Others have shut down. 

 
*Red shaded areas denote recessions 

Bottom Line: Housing prices remain too high! If mortgage rates do not reverse their meteoric rise over the past 12 
months,  home prices need to come down —and by a lot! Residential real estate is a $45 trillion asset class. Most people 
don't realize that the housing market has a greater wealth effect on households than the stock market does. Only 50% of 
U.S. households own stocks in any form, while 65% of U.S. households own a house. If home prices mean-revert by say 
25-30%, the wealth effect on spending will be significant. That's a chapter in this story that hasn't been written yet. 

THE “ISM” IN “PESSIMISIM”  

The Institute for Supply Management (ISM) manufacturing PMI confirmed the downward trajectory in the U.S. economy, 
dropping from 52.8 in August to 50.9 in September, a 29-month. This was the weakest reading since May 2020. Only 
50% of industries reported any growth last month, versus 94% in May.   

 
*Red shaded areas denote recessions 

The Purchasing Managers' Index (PMI) depicts economic trends in the manufacturing and service sectors. It 
attempts to qualify whether market conditions are expanding, neutral or contracting. The PMI is an accurate 
and timely indicator of business conditions and helps to anticipate future trends in growth, employment and 

inflation. 
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New orders slowed big time to 47.1 from 51.3 down in three of the past four months to the lowest number since May 
2020. This took the ratio of orders to inventories to the second weakest level since the pandemic-induced recession in 
early 2020. Not at all a good signpost for upcoming production schedules.  

 
*Red shaded areas denote recessions 

Elsewhere in this report, employment contracted to 48.7 from 54.2 in August to stand at a three-month low. Export 
orders took a big hit, slipping from 52.6 in July, to 49.4 in August and to 47.8 in September. Not surprising when you look 
around as the eroding economies bump against the super-sized U.S. dollar.  

The inflation data was very constructive. Vendor delivery delays, the bellwether proxy for supply bottlenecks, have 
slipped now for five months running. The May 2021 peak of 78.8 is increasingly in the rearview mirror. At 52.4, vendor 
deliveries are below the level in December 2019 — before the pandemic began! Yet Powell is telling us that the Fed was 
going to be operating policy without any consideration to what was going to happen to the supply side of the economy!  

 
*Red shaded areas denote recessions 

The prices paid index has fallen swiftly to a 51.7 reading,the lowest since July 2020. Only 31.4% saying they are facing 
higher prices, the lowest since August 2020. Meanwhile, 28% are saying that prices are now declining, the highest since 
May 2020. The key is that more than two of three producers are either reporting price declines or price stability. Does 
anyone at the Fed see this? 
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*Red shaded areas denote recessions 

Bottom line: Everything in the latest PMI is at a level that coincides with a recession or stagnant growth.  

MARKET OUTLOOK AND PORTFOLIO STRATEGY  

The Fed funds rate has already increased 300 basis points since March. That is huge. In addition, the Fed is draining 
liquidity by $75 billion per month. Moreover, New York Fed President, John Williams, said, “we still have a significant 
way to go,” and added that policy is, “not yet in a restrictive place for growth.” Meanwhile, Chicago Fed President, 
Charles Evans, traditionally one of the central bank’s doves, said, “we look to me, according to our reports, headed for 
4.5% to 4.75% by sometime next year.” 

So, we now have had the likes of Neel Kashkari, John Williams, Charles Evans, Loretta Mester, Mary Daly, Christopher 
Waller and James Bullard all vocally on board for more Fed tightening ahead. So, the Fed seems to be taking a 
"unanimous" stance on higher rates.  

If the Fed follows through in hiking rates as much as advertised, the total monetary tightening (including QT) will be 6%! 

This is what Cathie Wood, CEO of Ark Invest, had to say: 

“Recession today is what ’transitory’ inflation was a year ago. The Fed is as wrong on recession risk as they were on 
inflation. I’m about as bearish as I’ve been since 2008. Instead of the economy having a soft landing, I think the 

landing is going to be hard. The recessionary economic data keeps getting worse, not just in the U.S. but in Europe as 
well.” — Keith McCullough, Founder and CEO, Hedgeye Risk Management 

“These are very, very serious things which I think are likely to push the U.S. and the world — I mean, Europe is 
already in recession — and they’re likely to put the U.S. in some kind of recession six to nine months from now.”  

— Jamie Dimon, CEO, JPMorgan 

“I don’t know whether it started now, or it started two months ago…We always find out and we are always surprised 
at when recession officially starts, but I’m assuming we are going to go into one.” 

— Paul Tudor Jones, CEO, Tudor Investment Corporation 
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Source: Bloomberg Data 

In the meantime, the Fed is looking at the 12-month trailing trend in the Consumer Price Index (CPI), which it is among 
the most lagging of the lagging indicators. To this Fed, it’s not about where inflation is heading, but where it’s already 
been. Talk about chasing your tail.  

The Fed must surely realize how absurd it is to be chasing lagging indicators. They are not stupid people. Or maybe they 
have a hidden agenda. After luring people into cheap leverage to buy homes and equities at ridiculous prices through all 
of 2021 and then saying at the same time there is no bubble, the Fed is now obsessed with asset inflation but they are 
the ones who created this “everything” bubble.  

The Fed now wants the stock market to go down, it wants home prices to go down, it wants the economy to contract 
and it wants unemployment to head up. What the Fed is now doing reminds me of the Lucy pulling the football away 
from Charlie Brown at the last minute. Jerome Powell is Lucy and everyone else is Charlie Brown. Simply incredible!  

 

And I need to stress this point. Fed policy works with long and variable lags. The financial crises and recessions that are 
part and parcel of Fed tightening cycles don't generally occur as the central bank is snugging policy. All the “bad stuff” 
happens after the Fed has paused and after the first rate cut. Based on the recent hawkish talk, the Fed is not pausing 
until possibly after the mid-term elections. Talk of a “slowing” in rate hikes after three 75-beepers is a nothing-burger to 
get thrilled about, especially since the Fed isn't stopping QT, which is the equivalent to over a +200-basis-point rate hike 
at an annual rate.  

"Unanimous? Really? …Could it be that the unprecedented 13-fold increase in interest rates during the last six 
months –– likely 16-fold come November 2 –– has shocked not just the U.S. but the world and raised the risks of 

a deflationary bust?" 
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All of this is happening in the face of an inverted yield curve, which increases the risk of a downturn because banks will 
be reluctant to lend, choking off the credit flow. Thus, while inflation is the Fed’s solitary focus at the moment, economic 
growth and financial stability may soon gain equal measure. The ever-increasing leverage is the culprit. The U.S. and 
other economies cannot stand many more rate increases. The potential damage from the current inversion, or negative 
carry, could be bigger than previous recessions because of the higher debt load. 

Finally, take a good look at the following chart.  

 
*Red shaded areas denote recessions 

Here’s all you have to know: The Fed always unwinds the complete tightening cycle in the next easing cycle. 

The Fed funds rate was 6% in 1986. It was widely acknowledged that this was the low for a lifetime. That lifetime lasted 
a mere six years? As of 1992, the Fed funds rate was 275 basis points lower at 3.25%. 

Likewise, in 1993, the consensus believed that a 3.25% funds rate was a low that would never be seen again. Oops… In 
2002, the fed funds rates was 225 basis points lower at 1%. 

And in 2009 after the great Financial Crisis, the widespread belief was that the Fed would never lower rates to zero 
again.  Wrong again! 

Since 1957, there have been 13 recessions, and the Fed has slashed rates every time a recession occurs. The average 
reduction is 450 basis points!  

I constantly remind folks that timing is a “fool’s errand.” There are many economic, market and geopolitical “black 
swan” events that can come out of nowhere and anytime and can change market sentiment on a dime. If you are not 
correctly positioned when these events occur you may well miss the opportunity to have locked in some of the highest 
yields in over 15 years. 

As such, I believe credit unions should continue to chip away at the Treasury market while maintaining a risk appropraite 
ladder strategy. It should be stressed that the key to an “effective” laddering strategy over a full market cycle is to 
maintain the “discipline” of reinvesting maturities. Once you deviate from the discipline of reinvesting you are 
effectively timing the market.  

Also, with rates now at 15-year highs, credit unions can replace lower yielding securities with much higher yielding 
securities. Yes, rates may go higher still, but they may not. I do not have a crystal ball. However, if rates do go higher my 
advice would be to maintain the ladder discipline and continue to “dollar average” into the market. By locking in higher 
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yields, the invesment portfolio will be well positioned long term for the eventual change in monetary policy when the 
Fed pauses and then reduce interest rates.  

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.  

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. 

 


