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As we’ve noted repeatedly, increased price pressures and higher interest rates pose a considerable risk to
the U.S. economy in the coming months. In fact, higher rates are already having a negative impact on
those markets where buyers typically rely on debt financing, such as the auto and housing markets.
This week’s chart illustrates just how much homebuilders have reduced their production in response to
slowing home sales. Total housing starts – including multi-unit apartment buildings and single-family
homes – reached their most recent peak back in January at a seasonally-adjusted, annualized rate of
1.334 million units. Since then, groundbreaking for new homes has fallen some 7.9% to a rate of just
1.228 million units in October. Permitting for future construction has also declined, which suggests
homebuilding will continue to fall in the near term. Since homebuilding is such a large industry, the
slowdown could weigh heavily on the overall economy, which is one reason we started to reduce our
exposure to equities in our various strategies back in August. All the same, we and some other market
observers are starting to see a possibility that the slowdown in housing and other rate-sensitive sectors
could eventually convince the Federal Reserve to call a “ceasefire” on further rate hikes. If the
policymakers manage to stop hiking rates just when they’ve eliminated the risk of excess inflation but
before higher rates tip the economy into recession, they will have accomplished quite a trick. The current
economic expansion and bull market in stocks could then continue for quite a while yet. Nevertheless,
we still think there is a significant risk that they will stop hiking rates either too early or too late, so we
expect to maintain our modestly risk-averse stance for the time being and will probably cut risk further in
the coming months.
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