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#ConsumerSlowdown 

Aided and abetted by unprecedented and massive government stimulus, loan payment 
moratoriums, cheap credit, etc., the all-mighty American consumer drove the economy out 
of a pandemic downturn by purchasing everything not nailed down. When the economy 
opened up, Americans flooded to their favorite restaurants and waterholes and began to 
book tickets to their favorite vacation spots.   

Now that the COVID-19 pandemic stimulus is long gone, the engine of the economy is 
starting to sputter. To wit: Real personal spending fell 0.3% in December. Moreover, 
November’s reading was revised down to -0.2% (from flat previously). The numbers were 
even weaker in volume terms, which ultimately matters for forecasting real gross domestic 
product (GDP) growth. Over the last year, real personal consumption expenditures (PCE) 
has averaged just +0.2% month-over-month.  

 

Spending on services, including rent, haircuts and the bulk of bills, was flat in December 
after adjusting for inflation. This was the worst monthly reading in nearly a year. 
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“There are signs that some households are coming under pressure. Borrowers have put 
more purchases on credit cards, but they chipped away at balances at a slower rate. 

Delinquency rates on credit cards and consumer loans in the fourth quarter 
approached or hit levels they were at before the pandemic, when stimulus and lower 
spending on services allowed consumers to bulk up their savings and pay down debt.”  

— Wall Street Journal, “Banks Brace for More Consumers to Fall Behind on Their Loans”  
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It is also worth noting that there was a clear theme of consumer frugality beneath the surface. Discretionary real PCE fell 
0.4% in December, the largest fall-off in a year and this occurred during the critically important holiday shopping season. 

As an aside, one can legitimately ask what it says about the shape of the American consumer when McDonald’s sales are 
boosted by “adult” Happy Meals. Maybe the next move by the Golden Arches will be to introduce SPAM burgers to its 
menu.   

Heck, even tattoos are being tattooed. Consider this excerpt: 

In contrast, non-discretionary real PCE (food, energy, clothing and housing) rose +0.1%. In other words, consumers 
pulled back on what they don’t need, but spent on necessities. 

 

The all-mighty American consumer is bone dry with the personal savings rate at a near record low 3.4% in December. 
This is down from 7.5% a year earlier and from a record high 33% in April 2020. Sadly, Americans are now using their 
credit cards at an increasingly alarming pace to maintain a certain standard of living. At the same time, credit-card 
interest rates are now at the highest level ever.  

 
*Red shaded areas denote recessions  

Today’s ratio of household debt relative to disposable income and the manic credit binge is similar to the bubble in the 
mid-to-late 2000s. The ratio currently sits just above 101%. Yes, this is well below the cycle high of 137% fifteen years 

“In mid-November of last year, Mr. Andersson started getting calls from clients who had booked day-long tattoo 
sessions, saying they could only afford shorter ones or pulling out altogether. Mr. Andersson, who specializes in tattoo 

projects that often take five or six all-day sessions to complete, had 15 cancellations for full-day slots in December.” 
 

“‘In my 15 years doing this, I’ve never seen that — people calling up and saying they don’t have the money to spend 
right now or can only afford an hour because their current situation is pretty bad.” 

— Mikhail Andersson, Business Owner, First Class Tattoo in New York City 
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ago that preceded the Global Financial Crisis. If that’s the benchmark you want to use, go ahead and run with it. But at 
101%, this stands at the second highest cycle peak on record, and miles higher than the historical average cycle peaks of 
70% back to 1950 (64% excluding that crazy cycle fifteen years ago).  

As a result, servicing this mountain of debt now absorbs nearly 10% of after-tax earnings (and on the rise), closing in on 
the level that prevailed in 1981 when the funds rate sat at 15%. Simply put, today’s Fed monetary policy is as restrictive 
as it was in the Paul Volcker era. 

  

Even worse, according to Vanguard, a record five million Americans tapped into their retirement plans in 2022 to fund 
their medical bills and foreclosure or eviction notices.  This does not support the strong consumer narrative floated by 
the Wall Street Gang. 

Also, consider that tens of millions of Americans are about to resume making payments on student loans after the 
Supreme Court ruling on President Biden’s student debt cancellation plan.  

Additionally, most taxpayers will be receiving smaller refunds this year when they file their returns as Congress did not 
extend all the breaks implemented at the peak of the COVID-19 pandemic.  

And then tack on the fact that Americans who face job loss now receive unemployment benefits for six months or less — 
a fraction of their former paychecks (going back to where we were prior to the pre-COIVD-19 pandemic programs). The 
fiscal largess during the pandemic allowed Americans to receive unemployment payments for as long as 18 months and, 
in some cases, paid workers more than their prior paychecks. Thankfully, that is now over.  

Bottom line: Consumer spending accounts for roughly 70% of the economy and with consumer momentum clearly 
sputtering, it is a good bet that GDP growth will slow from quarter four’s pace, which was boosted by outsized 
contributions from net exports and inventories. Indeed, after the PCE data was released, the Atlanta Fed launched its 
first quarter real GDP forecast at a mere +0.7% (annualized) — otherwise known as stall-speed. 

DEFLATION IN THE NATION 

Recall that housing remains the largest single asset for most Americans. In aggregate, Americans own $47 trillion in 
residential real estate. Now consider how the declining “wealth effect” from lower home prices will begin to impact 
consumer confidence, spending and economic growth.  

The closely watched S&P CoreLogic Case-Shiller 20-city home price index is a lagging three-month moving average of 
home sales that were entered into public records in September through November, reflecting deals made largely in 
August through October. This metric has now deflated for five consecutive months. Not since the tail end of the Global 
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Financial Crisis has residential real estate deflated to this magnitude over a five-month span. Because of the three-
month lag effect, more price declines are virtually baked in the cake. 

Prices in all of the 20 metros in the index dropped from the prior month, and all continued their slide from the peak last 
spring or summer. The San Francisco Bay Area is the leader, which is down 14% from the peak in May and turned 
negative year-over-year. 

 

Despite the recent declines, home prices are still overpriced for most Americans with affordability at near record lows. 
The Housing Affordability Index is a mean reverting metric. As shown graphically below, housing affordability is back to 
the levels prior to the bursting of the housing bubble in 2006-2007. Today, it takes a median personal income of $94,000 
to afford to buy a home in the U.S., which is up 57% from a year ago. No wonder housing demand is in the dumps and 
why residential real estate prices are now in correction mode. Should home prices mean revert to average affordability 
levels, it will require either a 25-30% slump in home prices, a 200-basis point drop-in mortgage rates or a 33% jump in 
personal incomes. Or some combination of all three. You decide.  

 

Bottom line: House prices have seen a steady diet of price erosion and that trend is likely to continue. If the pace of the 
past two months is repeated, we will be talking about year-over-year deflation in housing prices as early as February. 
This price erosion will feed into a negative wealth effect on spending in 2023. Meanwhile, the Federal Reserve has 
continued to tighten policy into a real estate deflation period while consumer confidence and spending hang in the 
balance.  

THE LAST MAN STANDING  

“We’re now on the other side of the hiring frenzy of the pandemic years…Companies are preparing for an economic 
slowdown, cutting workers and slowing hiring.” 

— Andrew Challenger, Senior Vice President, Challenger, Gray & Christmas 
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Consumers will spend as long as they have a job or feel that their current job is not in jeopardy. The only way this will 
change is if people become afraid of no new job, no paycheck and no way to afford the rent. And that is only going to 
happen with a high unemployment recession. 

So, with that, let’s take a look at the most recent labor statistics, which are somewhat conflicting, contradictory and 
confusing to say the least.  

First, there has been a steady diet of mass layoff announcements. Last week, PayPal cut roughly 2,000 employees. Then 
it was FedEx, who is cutting 10% of its management staff. Rivian Automotive also announced another round of layoffs 
(6% of its workforce) and Dell just announced that it is slashing 6,000 employees due to plummeting demands for PCs.  

In aggregate, Challenger, Gray and Christmas reported that businesses handed out 102,943 pink slips in January. This is 
more than twice than those announced in December and is up 440% from January 2022.  

The 40% of the layoff announcements in December were in the tech and social media sector. This is happening because 
during the COVID-19 pandemic, tech and media companies were drunk with easy money and hoarded workers for a 
future that did not come. Now, these same tech and media companies, which over hoarded labor, are unwinding this 
excessive hiring while focusing on efficiency and profitability. The unemployment rate in the “information” sector, 
where tech and social media companies are included, has spiked to 3.9% in January — the highest since January 2022. In 
the same vein, job openings collapsed by half — the worst drop since the Dotcom Bust.  

“Information” is a small sector, with a little over 3 million employees, or roughly 2% of U.S. workers but it wasn’t just this 
sector. Layoffs increased in automotive, construction, consumer products, financial services, healthcare/pharmaceutical, 
media, industrial goods, technology, real estate, retail, transportation and even leisure/hospitality. As highlighted in the 
boxes in the graph below, every time there has been a layoff spike of this magnitude we were in a recession.  

 
*Red shaded areas denote recessions 

A RIDDLE WRAPPED IN AN ENIGMA   

Interestingly, despite layoff announcements flashing across the news wires on a seemingly daily basis, initial jobless 
claims tumbled to 183,000 — near its record lows.  
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To muddy the waters even more, the Bureau of Labor Statistics (BLS) reported that instead of the 188,000 expected 
number of jobs in January, the U.S. supposedly created 517,000 jobs. This is up twice from last month's upward revised 
260,000 and the highest since July 2022!  

 

Of this 517,000, service jobs contributed 397,000 while government jobs adds an additional 74,000. As always, 
leisure/hospitality were one of the reasons for the high print. The sector added the most jobs since September, primarily 
at restaurants and bars. Yes, the waiter and bartender recovery continues apace. 

 

The Household survey showed, once again, that the majority of job gains were part-time. Those working part-time for 
“economic reasons” spiked +172,000 and are now up three months in a row by a combined +386,000. The last time 
there was a string like this was in June 2020. Further, as strong as the jobs market appears to be, there hasn’t been one 
full-time position added to the economy since March of last year. Eleven months with not one full-time job being added 
to the economy, but 1.5 million part-timers were being added to the payroll. Think about that! You don’t need to be an 
economic genius to know what this part-time/full-time split is signaling. 
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With all that said, these concerns are no match for what is nearest and dearest to the Fed’s heart, which is the U-3 
unemployment rate. The official unemployment rate is now down to 3.4% from 3.5% — the lowest level since May 1969 
and is moving in the opposite direction of the Fed’s 4.6% desired forecast.   

 
*Red shaded areas denote recessions 

 LIES, DAMNED LIES AND STATISTICS  

So, back to the “WOW” nonfarm payroll job headline. Is this too good to be true? In a word, yes!  

This is why: The BLS unveiled a slew of data revisions that includes updating the population controls – which had the 
effect of boosting the labor force. They also updated seasonal factors, which further distorted the January nonfarm 
payroll number.  

In numbers, what this means is that the “adjusted” payrolls print was an increase of 517,000 and the “unadjusted” was 
— oops —  a negative 2.5 million! This equates to a 3+ million seasonal adjustment factor, which is the largest 
adjustment ever!  

 

Source: Bureau of Labor Statistics (BLS) 

Likewise, the Household data also looked huge at 894,000 jobs added. At the risk of sounding like a conspiracist, the  
“adjustment” actually added 810,000 of those jobs. (See yellow highlighted line in table above). So, without the 
population control effect, household employment only rose +44,000 in January which, by the way, is in line with the ADP 
report of a tepid increase of 106,000 jobs this week. Even more interesting, the ADP payroll data has come in below for 
seven months in a row and by a whopping 921,000 over that time! Yet these two employment reports have a historical 
98% correlation. This needs to be resolved the question is in which number is right?  

“There are three kinds of lies: lies, damned lies, and statistics.” —  Mark Twain 
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Bottom line: Was this the hottest jobs report in eons or just a statistical mirage? My thinking is the tech and 
“information” sector is clearly now in a recession and downsizing with more job losses likely. At the same time, the labor 
market, outside of tech sector, remains stable to strong but not nearly as strong as the January headlines suggest. All in, 
many caveats are needed in interpreting the January report. Given the adjustments, distortions and inconsistencies, let’s 
see how this cooks over the next month or two.   

If this report is truly indicative of the overall strength of the labor market, then maybe, just maybe, the Fed could 
engineer the holy grail of a “soft landing” where the economy slows down and prices decline without serious 
unemployment.  

On the flip side of the rose colored narrative, labor data is the most lagging of indicators and payroll capitulation is the 
last part. In the context of a post-pandemic demand-supply imbalance defined by acute difficulty in hiring qualified 
labor, it should not be surprising that employers are reluctant to mass fire workers that they struggled for two years to 
onboard. 

LABOR COSTS SUBSIDE 
 
How is it that the lowest unemployment rate in 54 years is coinciding with such a tepid reading on wages? Average 
hourly earnings have trended steadily downwards from the high print of 5.9% in March 2022 to 4.4% today. Wage 
pressures appear to be in the rear-view mirror.  
 

 
*Red shaded areas denote recessions 

 
Further, the all-inclusive Employment Cost Index (includes wages and benefits) rose +1.0% in the fourth quarter. This 
represents a steady deceleration from +1.4% in the first quarter of last year. At the current trend, we are heading back 
to the +0.8% reading in the first quarter of 2020, before the pandemic turned the economy and labor markets inside 
out.  
 

 
*Red shaded areas denote recessions 

 
The really encouraging news is the cooling off in the hot services industry. Of note: Wage and benefit costs in the retail, 
leisure/hospitality sectors experienced marked declines and are now back to levels similar to 2019-2020.    
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As an aside, did you know that the unionization rate is now lower than pre-COVID-19 levels and the capital-to-labor ratio 
is higher? What happened to the return of worker power theme? It seems to have hit the same wall that Occupy Wall 
Street did a decade ago. See the Wall Street Journal editorial titled “Big Labor Can’t Quit Shrinking”.  
 
Bottom line: The service sector, that initially saw the sharpest increase in total labor costs into the reopening over two 
years ago, is now showing visible signs of moderation. The Fed should like this trend.  
  
MARKET OUTLOOK AND PORTFOLIO STRATEGY  

The Fed raised rates for the eighth meeting in a row, by +25 basis points to a 4.5% - 4.75% range. There was no mention 
at all of any concern over the economy, but the release did mention that even though inflation has “eased,” inflation is 
still “elevated.” The statement mentioned that at least two more hikes are coming down the pike — stating the need for 
“ongoing increases” and that the “extent” of “future increases” will hinge on a whole array of factors.  

Meanwhile, the Atlanta Fed is down to just +0.7% annualized GDP growth in the first quarter and the St. Louis Fed model 
is at a puny +0.4%. 

Bottom line: It would appear that we are nearing the end of this rates cycle, but clearly not at the end. Meanwhile, the 
Fed continues to tighten into the most inverted yield curve in over four decades with a housing recession, a consumer 
slowdown, the sharpest contraction in M2 on record and an epic ten-month string of declines in the leading economic 
indicator, which has a perfect track record in pointing to the economic turn. History suggests that a recession is the likely 
outcome. 

Or could it be that this time is different? Only time will tell, but I will not be placing bets against the inverted yield curve 
or a ten-month string of contractions in the official leading economic indicator, which has a flawless record of predicting 
recessions. 

Should the economy falter and end up in the recessionary camp, we know from history that the Fed ends up cutting an 
average of 500 basis points and the 10-year Treasury yield drops an average of 160 basis points. 

“We can now say for the first time the disinflation process has started.”  
— Federal Open Market Committee Statement, 02/01/23 

“We will stay the course until the job is done… and the full effects of our rapid tightening so far are yet to be felt. Even 
so, we have more work to do…. but we are taking into account long and variable lags for monetary policy to impact 

inflation. Hence the slower pace of rate hikes.” 
 

“It is the early stages of disinflation. It is most welcome to be able to say that, that we are now in disinflation, that is 
great, but we see that it has to spread through the economy, and it will take time.” 

 
“Restoring price stability will likely require maintaining a restrictive stance for some time…. Our forecast is that it will 

take some time and patience, and we will need to keep rates higher for longer.” 
— Jerome Powell, Chairman, Federal Reserve 
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Given the significant back up in yields over the past year combined with the worst of the inflation story now in the rear-
view mirror, I say it is best to buy high quality bonds in periodic sell-offs while maintaining a risk appropriate ladder 
strategy in managing excess cash reserves.    

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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