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Times Are A-Changin’ 

In September, home prices declined -1.2% month-over-month. This represented the third 
straight sequential home price decline. We have not seen such a losing streak since the 
opening months of 2012 when the hangover from the Global Financial Crisis persisted. 
What I find most interesting is that the first multiple-month home price decline in the prior 
cycle took hold in the spring and summer of 2006 — and the rest, as they say, is history.  

 
*Red shaded areas denote recessions 

House price declines occurred in all 20 metros in the index. In several markets, prices 
plunged even faster than they’d spiked. The biggest month-to-month drops occurred in: 

• Seattle: -2.9% 
• San Francisco: -2.9% 
• Las Vegas: -2.4% 
• Phoenix: -2.2% 
• Dallas: -2.1% 
• San Diego: -2.1% 
• Denver: -2.0% 

Month-to-month drops of 2% or more in the Case-Shiller occurred only during the housing 
bust and in the current downturn. 
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“Then you better start swimmin' 
Or you'll sink like a stone 

For the times they are a-changin’” 
— Bob Dylan 

http://www.alloyacorp.org/invest/invest-learn/wrv/
http://www.alloyacorp.org/invest
https://www.alloyacorp.org/sub-debt/
https://www.alloyacorp.org/invest/invest-learn/subscribe/
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Note: The S&P CoreLogic 20-City Home Price Index is a three-month moving average that smoothens month-to-month 
volatility. As such, this index lags reality on the ground by four to six months. Due to the lag effect, lower home prices 
over the next three months are pretty much baked in. 

Even still, these price drops are just an appetizer because mean-reverting home prices by any measure, whether it be 
rents or income, will ultimately need to decline significantly before this nascent bear market in residential real estate 
values runs its course. As shown below, new-home prices would have to slide 28% to return the house price-to-income 
ratio to historical averages.  

 
*Red shaded areas denote recessions  

Bottom line: Residential real estate is a massive $45.5 trillion asset on household balance sheets, and the negative 
wealth effect on spending from the mean reversion process in home prices could prove to be spectacular and a major 
recessionary theme for 2023.  

NOTHING PENDING 

Pending home sales are often looked to as a leading indicator of existing-home purchases given that properties typically 
go under contract a month or two before they’re sold. 

After plunging by the most in September since the COVID-19 lockdowns, the consensus expected U.S. pending home 
sales to tumble once again in October and they did, dropping 4.6% month-over-month. This was the fifth straight month 
of sales declines (and eleventh of the last 12 months) leaving the year-over-year drop down over 36% — the biggest 
annual drop ever! 

  
*Red shaded areas denote recessions 

Bottom line: This is what the Jerome Powell Fed wants. By moving to an extremely restrictive monetary stance, the Fed 
is working so hard to deflate the housing bubble that it worked so hard to create. You got to love these guys!  
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DISINFLATION IS THE NEW THEME 

If all you do is listen to the Federal Reserve’s rhetoric, you wouldn’t know that inflation has peaked and is coming down. 
Yes, inflation remains too high but there are many positive developments suggesting that inflation is yesterday’s story. 
Commodity prices have plunged amid the ongoing global economic slowdown. Shipping costs continue to descend. 
Import prices are sinking and wage growth has peaked. So, barring another unexpected supply shock, the annual 
Consumer Price Index (CPI) inflation rate, which dropped to 7.7% in October, is now well on track to continue its descent 
toward the Fed’s 2% target. 

Aside from the above-mentioned disinflationary forces, prices of core goods (21% of the CPI) dropped to 5.1% on a year-
over-year basis, the lowest since April of 2021. And the downward trend looks like it will continue due to the trajectory 
of upstream prices. To wit: The Producer Price Index (PPI) for core goods prices fell month-over-month -0.1% in October 
for the first time since May 2020.  

More importantly, disinflationary forces are becoming more pronounced on the services side as well. As I have pointed 
out in this space numerous times, multi-family units under construction have soared to their highest level since 
December 1973. This massive supply of rental housing now exceeds demand.  

As shown below, the apartment sector has shifted dramatically from being overly tight to overly lose. In fact, the current 
depressed level of 20 is the lowest since 2020. Back in those days, nobody was talking about the rent component of the 
CPI! What is really cool is this index is now tied for the lowest since 2009. In a word, deflationary.  

 
*Red shaded areas denote recessions 

Sure enough, as night turns to day, rents across the U.S. are thankfully now falling. The real time rental data from the 
Apartment List Price Index, which gauges rents based on new leases, showed that in November, rents fell by 1%. This is 
the third straight month-over-month decline and the steepest drop in data going back to 2017.  
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It’s important to understand that this data is different than the Bureau of Labor Statistics (BLS) shelter component of the 
CPI. The CPI data includes older leases and is therefore slower to react to changing rents. However, as the BLS input is 
updated, look for the shelter CPI inflation rate, which hit 6.9% in October and is expected to peak sooner rather than 
later. This is a very big deal since the shelter component of CPI commands a 33% weighting in overall CPI (57% of the 
core - excluding energy - services CPI). As rents go, so goes inflation. 
 
Bottom line: Hopefully, we won’t have to wait much longer before CPI rental and shelter costs begin to follow the 
downward price trend in the goods sector. Also, if the economy falls into a recession, higher unemployment and lower 
wage growth would likely push rental rates much lower. If so, the narrative will switch from inflation to deflation. The 
Federal Reserve will eventually react by taking its foot off the monetary policy brakes. Most likely, if history is any guide, 
it is too late to prevent a hard landing of the U.S. economy.  

JOBS SURPRISE TO THE UPSIDE 

With the consensus expecting a 200,000 print (and whisper predicting much lower amid the mass tech layoffs), virtually 
nobody expected a beat. While it was the weakest print since December 2020, the payroll report was an upside surprise, 
coming in at +263,000. Jobs were revised lower by a negative 23,000 over the past two months. Not to sound like a 
conspiracist, but it’s almost like the BLS overstates jobs and then claws back a bit over time. Regardless, job growth has 
clearly peaked and is trending lower.  

 

The headline number also ignores the fact that the workweek contracted to 34.4 hours, the lowest since April 2020. 
According to Dave Rosenberg, Founder of Rosenberg Research, that contraction in hours-worked is equivalent to a loss 
of 380,000 job loss. What the report actually revealed, when you combine hours and bodies, was -117,000. In fact, with 
the further adjustment from the ridiculous skew from the birth death model, the aggregate decline in payrolls was 
actually -227,000. This is analysis, not spin. 

While the Fed focuses on the unemployment rate, labor costs and payrolls (“lagging or coincident” economic indicators), 
the workweek, a “leading” economic indicator, points to a weakening of the labor markets. So when investing or 
planning should, we look backward or forward?  
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*Red shaded areas denote recessions 

The Payroll Survey (sometimes called the Establishment Survey) is the headline jobs number, generally released the first 
Friday of every month. It is based on employer reporting.  

The real deal is in the Household Survey, which is a phone survey conducted by the BLS. It measures unemployment and 
many other factors. 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, rather, you drop out of the labor force.  

More importantly, this survey historically has captured turning points in the economy more reliably than the Payroll 
(Establishment) Survey. For the month of November, jobs declined -138,000 on top of a -328,000 slump in October. A 
back-to-back decline of this magnitude has not been seen since March and April of 2020 —  when we were deep in a 
COVID-19 pandemic-induced funk.  

The unemployment rate held steady but only because the labor force participation rate dropped — again! Another 
186,000 people dropped out of the labor force in November. The decline was centered in working mothers and adult 
males. What are these people doing? The participation rate inched down for the third month in a row to 62.1%. So even 
with the household jobs decline, the unemployment rate stayed at 3.7%, and we know the Fed is aching to get it up to 
4.4% (if not higher).  

Here are a few additional factoids to highlight: 

First, part-time employment for economic reasons rose +25,000, which is a bit disconcerting. Second, the number of 
people working at more than one job expanded +165,000. Also, keep in mind about the “double counting” of jobs when 
you only look at the headline payroll number. Third, employment in the retail space fell -30,000 and is riding a three-
month losing streak totaling -62,000. What is the retail sector telling us about the outlook for consumer spending? 
Notably, this was the weakest we have seen in this sector (that caters to the 70% of the economy called the consumer) 
since the spring of 2020! Fourth, temp agency industry jobs have dropped 17,000 in November, and are down four 
consecutive months, and by a combined -47,000 over this period. We have not seen this since the summer of 2020, and 
this is a terrific leading indicator for the labor market. In fact, it is a terrific leading indicator of recession, full stop. When 
the head-hunters begin chopping their own heads, let’s just say that nobody’s head is safe.  

Bottom line: As I have stated before, one cannot look at just the headline payroll report and understand what is 
happening with the labor markets. You have to look at the whole enchilada. That’s why this is a “report” and not a 
“number.” Frankly, most pundits and talking heads don’t bother with any analysis.  

The underbelly of this report has the “R” letter stamped all over it. That said, the run-up in average hourly earnings was 
rather broad-based and the drop in the participation rate is tying the Fed’s hands. For a Fed consumed with lagging 
indicators, it poses a problem for any near-term pause in monetary policy and the bond market is, at least temporarily, 
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rethinking the prospect of any shift coming from Powell in coming months. Note: Last week Powell clearly signaled 50 
basis points in the December meeting. If he had seen this data, he might have stuck with 75 basis points.  

MORE CRACKS IN THE LABOR MARKETS  

The stockpile of continuing jobless claims rose by 57,000 to 1.608 million in the week of November 19. Since mid-
October, continuing claims have risen by 170,000 to the highest level since February. Continuing claims include people 
who have already received unemployment benefits for a week. The message is that many of the recently unemployed 
are finding it increasingly difficult to find a new job. 

 

Also, the ADP Report (does not include government jobs) showed the smallest net addition in almost two years. I should 
add that, excluding leisure and hospitality, the economy showed a 97,000 job loss in all areas of the economy. 

 

Arguably, the most ominous news came from the Challenger Survey data for November. Layoff announcements more 
than doubled month-over-month, and up a whopping 416% from a year ago to 76,835. Layoffs were widespread with 
losses in industrial goods, automotive, apparel, media, construction, real estate, consumer products, transports and 
technology.  

"Job losses in 2023 [are] likely to be as shocking as inflation in 2022.” 
 — Michael Hartnett, Chief Investment Strategist, Bank of America (BofA)  
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On the opposite side of the ledger, the Challenger hiring announcements collapsed from 237,380 in October to a 
miniscule 30,203 in November to stand at a 12-month low.  

 
*Red shaded areas denote recessions 

THE CHICAGO BEARS  

In a massive downside surprise, the Chicago Purchasing Mangers’ Index (PMI) printed 37.2 (vs 47.0 expectations), 
plunging to its lowest level since the peak of the COVID-19 lockdowns in 2020. The only times this survey was lower was 
during the lockdown, Lehman’s failure and at the dot-com bubble bursting.  

Maybe it is “specific” to the Chicago area, but this number stuck out like a sore thumb. But, what if, far from being an 
outlier, this is indicative of the direction the overall economy?  

 
*Red shaded areas denote recessions 

Bottom line: The Chicago PMI below 40 has called all eight of the last eight recessions with zero misses. Not a bad track 
record. From a longer-term perspective, the Chicago PMI is now at a level that has never failed to coincide with a 
recession. Never! 

Yet no one discusses this. The problem is that too many people in this industry are ignorant of the historical record or 
somehow think that “this time will be different.” (Aka the five most dangerous words in finance.) To quote Bob Farrell, 
“there are no new eras,” and as Warren Buffet quipped, “the thing about history is that people don’t learn from 
history.” Indeed!  
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NO FLYERS IN PHILLY  

The Philadelphia Fed does a quarterly survey asking so-called “professional forecasters” what the probability of a 
recession is in the next four quarters. This usually optimistic group has now turned to the dark side with 43% of them 
that think a recession will likely occur within the next year. On the surface, this number seems relatively low, but as 
shown below, it is at the highest level ever. For comparison, since the mid-1970s, the average probability of a recession 
was 26%.  

 

MANUFACTURING CONTRACTS 

Following ADP's report of job losses in the goods-producing sector of the economy, it was perhaps no surprise that the 
U.S. manufacturing surveys suggest that part of the economy is contracting. As shown below, the Institute for Supply 
Management (ISM) Manufacturing Index tumbled to 49.0 (contraction) in November and is now at the weakest level 
since May 2020. Under the hood, all the major ISM sub-indices contracted with prices tumbling to 43.0 with jobs and 
new orders falling. 

“A combination of the rising cost of living, higher interest rates and growing recession fears have led to slumping 
demand for goods in both the home-market and abroad. Companies are consequently cutting production at a rate 
not seen since the global financial crisis… the downturn in demand has still led to one of the largest increases in 

unsold stock recorded since survey data were first available 15 years ago, which suggests that companies will 
continue to reduce production in the coming months to bring these inventories down to more manageable levels. 

 
“This slump in demand is increasingly manifesting itself in a shift from a sellers’- to a buyers’-market for a wide 

variety of goods…companies’ concerns are increasingly moving away from the supply side to focusing on the 
darkening outlook for demand, meaning the business mood remains among the gloomiest seen over the past 

decade.” — Chris Williamson, Chief Business Economist, S&P Global Market Intelligence 
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         *Red shaded areas denote recessions                             *Red shaded areas denote recessions 

Bottom line: Manufacturing production, jobs and prices are likely to tumble further.  

SHOP UNTIL YOU DROP  

It’s no secret that Americans love to spend. Overall, consumer spending on goods and services, adjusted for inflation – 
so “real” consumer spending – rose by 0.5% in October from September. This is the biggest month-to-month increase in 
a year! And despite the recessionary and inflationary backdrop, consumers are expected to spend more this holiday than 
in 2021.  

 

Americans are spending with gusto. This goes to show that Americans are in no mood for voluntary cutting back and 
reducing demand, which would be needed to remove some of the fuel from the inflationary fire.  

On the surface, this appears the all-important consumer is infallible, but give the kids some candy, and they will always 
eat it. To wit: The Tax Foundation reported that at least 10 states had enacted individual income tax rate cuts and six 
have passed corporate income tax rate reductions (since mid-July). Five states suspend gasoline taxes, and believe it or 
not, two states exempted groceries from sales taxes. In addition, 11 states provided direct tax rebates to their residents.  

“Splurging after escaping COVID lockdown was behind the historic surge in prices” 
— Janet Yellen, U.S. Secretary of Treasury 
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Much like the pandemic stimulus from Uncle Sam, all of this “free money” from the states is transitory and comes at the 
expense of lower consumption next year. Moreover, all of this spending is on borrowed money. As shown below, these 
“gimmicks” coincided with the biggest spurt in credit usage in nearly four decades.  

There were 47 million new consumer credit accounts opened in quarter three. I wonder why? They don’t have any 
money. According to the New York Fed, credit card balances grew to $925 billion in quarter three, up 15% and at the 
fastest pace in 20 years. Get this, the average APR is now over 22% — the highest ever! This is an unsustainable strategy 
that is fraught with dangers amid rising interest rates. The narrative that the consumer is in great shape is complete BS. 

 
*Red shaded areas denote recessions  

Meanwhile, Americans' savings rate plunged to just 2.3% of disposable income — the lowest since July 2005. With the 
savings rate at a 17-year low, the consumer is on the brink of capitulation. 

 
*Red shaded areas denote recessions  

Bottom line: So much for saving for a rainy day! As the economy continues to downshift and unemployment continues 
to rise, soon enough it will be time to pay the piper for our spendthrift ways. The only reason why quarter four real GDP 
is not contracting is because of this one-time fiscal stimulus coming out of cash-rich state and local governments and the 
boos we have seen in credit card usage. Households are now on the hook for a record $1.2 trillion of outstanding credit 
card debt at an interest rate of 22.4%! This means one hard day of partying may be followed by many days being just 
hungover. Let me ask a rhetorical question: As savings are depleted and the cost of credit explodes higher, how do we 
not have a recession? 
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MARKET OUTLOOK AND PORTFOLIO STRATEGY  

In Powell’s speech last week, he reiterated his message that, yes, the pace of rate hikes was likely to slow, but that the 
Fed will need restrictive policy for “some time” – aka “higher for longer.”  

 

Even still, Powell also remarked that the Fed is aiming for “significantly positive real rates,” a message he has delivered 
before. 

 

We have the tightest monetary conditions of the modern era. We’re also at 40-year lows for the yield curve. What could 
possibly go wrong? The yield curve is the number one leading indicator of U.S. recessions. 

But, if Powell’s goal of “significant positive real rates” comes to fruition, the Fed will continue its epic hiking campaign. 
This is why. Today, inflation-adjusted policy rates are now around -90 basis points. Historically, this is a far cry from 
levels where the Fed will look to stop, which has been circa 200 basis points on average. In other words, if key surveys 
about short-term inflation expectations stay around current levels, there is just no way the Fed can afford to stop before 
rates get to 5.25%. In other words, the current terminal rate of 4.9% is not quite where it needs to be.  

Meanwhile, as the Fed hikes away, the CEO of FedEx said, “Are we going into a worldwide recession? I think so... these 
numbers don't portend very well.”  

“Given our progress in tightening policy, the timing of that moderation is far less significant than the questions of how 
much further we will need to raise rates to control inflation, and the length of time it will be necessary to hold policy 

at a restrictive level... History cautions strongly against prematurely loosening policy. We will stay the course until the 
job is done.”  

— Jerome Powell, Federal Reserve Chairman  
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But don't worry. Wall Street is telling you it’s all priced-in. I'd take FedEx's word on “worldwide recession” over anyone 
else's on Wall Street.  

Bottom line: The Fed may live up to its own hype and keep rates very restrictive. But talk is cheap, and the truth of the 
matter is the Fed has not yet had to face the pressure from keeping rates high, continuing with quantitative tightening 
(QT), while unemployment is beginning to materially rise.  

While the past 12 months have been a difficult ride for bond investors, the next 12 months look much more promising 
for credit unions looking at the forest through the trees. See the graph below that plots the 2s/10s curve versus Fed 
Funds. Whenever the yield curve negatively inverts (black circles), a recession has followed, and the Fed Funds rate 
(green bars) drops precipitously.  

The current extreme yield curve inversion is historically consistent with almost 500 basis points of Fed cuts if the U.S. 
goes into a recession. In other words, if a recession ensues, it will mean a reversal of virtually all of the Fed’s hikes. Heck, 
even in the 1974 recession, the Fed cut rates almost 800 basis points in a period where inflation was above 9%! The 
market currently anticipates about 150 basis points of cuts. The high likelihood of a recession and the depth of the yield 
curve’s inversion, suggests this is on the low side.  

 
*Red shaded areas denote recessions 

Bottom line: Markets move quickly and timing all of this is next to impossible. For example: In just the past month alone, 
and against the Fed’s hawkish rhetoric, the 5- year Treasury yield has already declined 76 basis points from 4.41% to 
3.65%. Likewise, the 10-year Treasury yield has plunged from 4.21% to 3.48%. Bond investors have been locking in the 
highest yields in decades and have positioned themselves for peak inflation, peak growth and an eventual Fed pivot. For 
this reason alone, Alloya Investment Services continues to advocate a prudent, risk-appropriate ladder strategy for 
credit unions. Maintain the discipline. Throw the crystal ball away! Sleep well!  

To be clear, I do not want a recession. I’m simply trying to make sure people stay out of trouble and make good risk 
management decisions, but the challenge is that the financial industry we operate in does not want to deal with 

economic reality and always has a constant bullish bias, no matter the circumstances. 
 

I was brought up as a portfolio manager to dig deep beneath the veneer to find the truth. My objective has always 
been to try to be the best economic detective there is. My forte is thoughtful unbiased analysis, pure and simple.  I’m 
following history, data and playing the odds. While this time could be different (doubtful), I remain in the camp that 

the recession is coming sooner, and it may well be deeper and last longer. 
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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 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. 
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