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 KEY QUESTIONS
• Are the higher mortgage rates starting to 

impact the price of homes?

• With recession risk increasing, how is the High 
Yield bond market responding?
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FAQs on the Markets and Economy

How hawkish was the Fed at its recent meeting?
The Feds new motto seems to be: Supersize it!
The Fed has made a very hawkish move. It has barreled 

ahead with the third hike of 75 bps. Its plan for the rest of 

the year implies another 75-bps hike at the next meeting in 

November and a 50-bp hike at December's meeting. It was 

just a few months ago that rate increases of this magnitude 

would be shocking, but they are now becoming routine.

The Fed continues to believe it will be able to arrange a soft 

landing for the economy. But it will be a bumpier ride than 

previously thought. The growth rate should crater this year 

at 0.2%. However, the Fed expects the pace next year to 

pick back up to 1.2%. This is despite the significant jump in 

financing costs for households and businesses and a higher 

unemployment rate.

There were some modest revisions to the overall 

economic forecast. They reflect slower growth, higher 

unemployment, higher inflation, and higher federal funds. 

That is consistent with the trend so far this year.

Source: Federal Reserve

FOMC Projections - Federal Funds
%, mid-point

4.4 4.6

3.9

2.9

0
0.5

1
1.5

2
2.5

3
3.5

4
4.5

5

2015 2017 2019 2021 2023 2025

Recession Fed Projection for YE Sep @ 3.125



O N  T H E  R A D A R  |  O c t o b e r  6 ,  2 0 2 2  PAGE 2

Beverly Hills  |  New York  |  800-245-9888  |  cnr.com

Nondeposit Investment Products:     are not FDIC insured     are not bank guaranteed     may lose value    

Are the higher mortgage rates starting to impact the 
price of homes?
With mortgage rates currently above 7.0%, well above the 3.0% rate of a year ago, the affordability 
of homes has significantly plummeted.

Source: S&P CoreLogic Case Shiller

It has reduced demand for homes, which is being reflected in 

the price. The pace of price increases has slowed considerably 

since mortgage rates started to increase this past spring.

The recent peak in the yearly change of home prices occurred 

back in March at 20.8% YoY. That change has now shifted 

down to 15.8%. The more recent price movement shows the 

pace of weakness intensifying; for the past three months, 

prices have been up just at a 7.9% annualized rate (see chart). 
For some perspective, the long-term average of price gains is 

about 5.0%.

Home Prices: S&P CoreLogic Case Shiller 
% change, not seasonally adjusted
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With recession risk increasing, how is the High Yield 
bond market responding?
In light of higher interest rates and the increased probability of a recession, credit stress is 
strangely absent.
The base case remains that defaults 

will normalize toward long-term 

averages of 4%, up from the current 

level of 1.5%, as inflation slows and the 

Fed moves interest rates quickly.

Jerome Powell has spoken multiple 

times about the economic pain likely 

to come from policy tightening, 

and the committee’s growth and 

unemployment forecasts were 

recently revised in a more pessimistic 

direction.

Corporate fundamentals remain 

strong. However, GDP growth in 

advanced economies is set to contract 

next year, driven by a European 

recession. Central banks are expected 

to keep tightening for the rest of 

2022, given high inflation and tight 

labor markets. 2023 may prove to 

be a difficult year driven by a more 

challenging macroeconomic backdrop 

for U.S. corporations, pressuring 

fundamentals that have provided 

support for credit markets.

Corporate leverage has held steady in 

recent quarters, although consensus 

estimates continue to point toward 

significant deleveraging, which means 

better margins and less debt. But the 

margin equation is tricky and had 

declined by 0.9%. For retail companies, 

inventories are also a problem as sales 

growth is slowing.

Given CNR’s outlook for "Higher for 

Longer" interest rates, coupled with 

ongoing elevated levels of market 

volatility, we continue to remain 

neutral to respective benchmarks in 

our total return strategies. The time 

for more material over-/underweight 

allocations will come, but more clarity 

is needed from markets and the Fed.

Source: Moody's Investors Service
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I M P O R T A N T  D I S C L O S U R E S

The information presented does not involve the rendering of personalized investment, financial, legal, or tax advice. 
This presentation is not an offer to buy or sell, or a solicitation of any offer to buy or sell, any of the securities 
mentioned herein.

Certain statements contained herein may constitute projections, forecasts, and other forward-looking statements, 
which do not reflect actual results and are based primarily upon a hypothetical set of assumptions applied to certain 
historical financial information. Certain information has been provided by third-party sources, and although believed 
to be reliable, it has not been independently verified, and its accuracy or completeness cannot be guaranteed.

Any opinions, projections, forecasts, and forward-looking statements presented herein are valid as of the date of this 
document and are subject to change.

There are inherent risks with equity investing. These include, but are not limited to, stock market, manager, or 
investment-style risks. Stock markets tend to move in cycles, with periods of rising prices and periods of falling prices.

Investing in international markets carries risks such as currency fluctuation, regulatory risks, and economic and 
political instability.

There are inherent risks with fixed-income investing. These may include, but are not limited to, interest rate, call, 
credit, market, inflation, government policy, liquidity, or junk bond risks. When interest rates rise, bond prices fall. This 
risk is heightened with investments in longer-duration fixed-income securities and during periods when prevailing 
interest rates are low or negative. 

Investing involves risk, including the loss of principal.

This material is available to advisory and subadvised clients, as well as financial professionals working with City 
National Rochdale, a registered investment adviser and a wholly owned subsidiary of City National Bank. City 
National Bank provides investment management services through its subadvisory relationship with City National 
Rochdale.

Readers are cautioned that such forward-looking statements are not a guarantee of future results and involve risks 
and uncertainties, and actual results may differ materially from those statements.

Indices are unmanaged, and one cannot invest directly in an index. Index returns do not reflect a deduction for fees or 
expenses.

All investing is subject to risk, including the possible loss of the money you invest. As with any investment strategy, 
there is no guarantee that investment objectives will be met. Diversification does not ensure a profit or protect 
against a loss in a declining market. Past performance is no guarantee of future performance. 

Any opinions, analysis, and expectations mentioned herein are as of October 6, 2022, unless otherwise noted or 
sourced.

I N D E X  D E F I N I T I O N S

S&P 500 Index: The S&P 500 Index, or Standard & Poor’s 500 Index, is a market-capitalization-weighted index of 
500 leading publicly traded companies in the U.S. It is not an exact list of the top 500 U.S. companies by market cap 
because there are other criteria that the index includes.

Bloomberg Barclays U.S. Corporate High Yield Bond Index measures the USD-denominated, high-yield, fixed-rate 
corporate bond market. 

Moody's Investors Service, often referred to as Moody's, is the bond credit rating business of Moody's Corporation, 
representing the company's traditional line of business and its historical name. Moody's Investors Service provides 
international financial research on bonds issued by commercial and government entities.

CPI: A consumer price index (CPI) is a price index, i.e., the price of a weighted average market basket of consumer 
goods and services purchased by households. Changes in measured CPI track changes in prices over time.

MOVE Index: Bloomberg Ticker “MOVE” — statistic is computed by ICE BofA.


