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A string of bad economic news pushed the stock market much higher on Thursday, October 13th? Say what? Ok, on 

days like these it seems hard to believe that the stock market is not manipulated by… Let’s recap, inflation numbers 

were higher than expected with the core CPI accelerating to a new 40-year high, both the 10-year & 2-year Treasury 

rates recently hit the highest level in 10 years, the US Dollar index fell (good or bad – you choose) and oil prices 

jumped higher. Well, at least seniors will appreciate that the 2023 social security cost-of-living adjustment will 

increase by +8.7% (the highest increase in 40 years) but let’s not worry about who will pay for this. Hey, Uncle Sam 

has deep pockets - well maybe less so now that the US Treasury Department can expect -$100B/year less from the 

Federal Reserve (read this) at a time when its borrowing costs are poised to go through the roof thanks to the folks at 

our independent Central Bank who believe that they should hike interest rates sufficiently to cause a recession (to 

cool the labor markets you understand). Of course, all this has the pundits talking about hiking our taxes to pay for all 

of this even though the Federal Government doesn’t really rely on taxes to fund their spending. Forget that Carmax’s 

management recently reported that consumer confidence is currently lower than at the height of covid - let’s do 

everything we can to squash what’s left of economic growth anyhoo. Ok enough poking fun at the Fed and the Feds, 

check out our recent posts on what to understand about the consumer from tanking Internet stocks. Also, read this for 

insights into home ownership – a very important topic as it relates to the consumers who shop at your businesses. 

Thanks for reading!

https://nobulleconomics.com/the-fed-puts-the-hurt-on-uncle-sam/
https://nobulleconomics.com/are-taxes-even-necessary/
https://nobulleconomics.com/carmax-provides-valuable-insight-on-consumer-confidence/
https://nobulleconomics.com/tanking-internet-stocks-reveal-a-valuable-truth/
https://nobulleconomics.com/home-ownership-is-a-marvelous-thing/


Tanking Internet Stocks Send a Message
While the Internet, social & streaming media, and Amazon seemed perfectly designed for covid lockdowns, the 

subsequent stock performance of sector leaders suggests that people have had their fill of the virtual life post-

covid (except for Twitter’s recent bounce thanks to Elon). 

While market observers suggest that weak sector stock performance reveals economic weakness and a pull-

back in total ad spend, stock declines of this magnitude are more representative of a systematic shift in 

consumer behavior (with less interest in everything virtual). We have covid to thank for a resurgence in an innate 

desire for real human contact.



Carmax’s Take on Consumer Confidence

Corporate Insights

• Carmax’s FY2Q23 sales increased +2% y/y to $8.1B driven by growth in average selling prices partially offset 

by lower volume (retail unit sales declined -6.4% y/y & wholesale unit sales were down -15/1%). 

• While Carmax’s ability to source vehicles from consumers represents a competitive advantage, many of 

these cars are older and fail to meet their standards for consumer sales & are subsequently sold in wholesale 

at lower margins (wholesale profit per unit declined -12% y/y to $881 during the quarter) contributing to a -

9.6% decrease in total gross profit.

• Carmax purchased 323,000 cars from consumers during the quarter, down -11% from last year's record 

results. 

• Management reported that consumer confidence is currently even lower than at the height of covid.

KMX

CarMax Inc.

Growth

Stock Performance Revenues quarterly y/y 2.3%

Last price $62.41 Revenues TTM y/y 28.6%

1 month change -31.5%

1 year change -52.6% Margins

EBITDA quarter 3.1%

Valuation EBITDA LTM 4.1%

EV/EBITDA (LTM) 17.4 Net Income quarter 1.5%

P/E (NTM) 14.9 Net Income LTM 2.3%

10/12/2022



Home Ownership is a Good Thing
An important public policy has been to promote home ownership. As we can see from this chart, a steady decline in home 

mortgage rates and looser underwriting standards helped drive the homeownership rate from 64% in 1994 to a high of 69% in 

2004. Of course, this set up the 2008 housing crash when investors in the massive mortgage bond market realized the shaky 

foundation of their collateral fueled by these lax measures. After the banks and mortgage investors became more 

conservative after finding religion, home ownership bottomed at 63% in 2016 before starting its rebound. 2020 covid 

lockdowns helped accelerate this rebound as renters decided it was better to be confined to a home they own rather than a 

tiny apartment. Now that we see mortgage rates ramping up to levels last seen in 2007 before the Great Recession, 

homeownership rates are back down to 66% (trending in the wrong direction). While home ownership is a very important 

social objective for obvious reasons, the key is to achieve this by consistently maintaining low mortgage rates while also 

helping to strengthen consumer finances to achieve this end. If we do this, then the banks don’t have to cheat with looser 

underwriting standards to make the American Dream a reality for those in the lower-income demo that want out of the rent 

trap.          



Home Ownership is a Good Thing

As we discussed in a previous post, the Fed’s ginormous $9 trillion bond portfolio generated $107.8 billion in net interest 

income for the federal government in 2021. This went a long way to subsidize the federal government’s $515 billion interest 

expense paid out in 2021.

Now that the Fed has hiked interest rates so aggressively, the interest it must pay on its $3 trillion in bank reserves is more 

than offsetting the interest it collects on its bond portfolio such that it is currently generating an operating loss of $2.9 billion. 

While the press is saying that this is not a big deal because the Fed is not at risk of going bankrupt (it will just print more 

money to cover these losses), what they are not talking about is the impact on the federal government which is no longer 

being subsidized by the Fed ($107.8B in 2021) while its borrowing costs are dramatically rising because of The Fed’s interest

rate hikes. How will the federal government pay for an extra couple of hundred $ billion in borrowing costs? Hopefully, the Fed 

will reconsider its rate hikes (which are incapable of curtailing supply-driven inflation) by taking pity on the federal government 

which is starting to share in the pain of indebted Americans everywhere.   

https://nobulleconomics.com/fed-interest/


Cracker Barrel’s FY4Q22 Margin Struggles

Corporate Insights

• Cracker Barrel’s fiscal 4Q22 (ending 7/29/22) results included a +6.5% increase in restaurant revenue and a +3.3% 

increase in retail revenue. The chain delivered a stressed 4.4% operating income as expected, reflecting inflationary cost 

pressures and uncertain consumers.  

• Restaurant comps grew +6.1% y/y, driven primarily by +7% pricing, while retail comps increased +3% y/y.

• Restaurant COG margin increased +3.6% y/y, driven by +18% commodity inflation (including +35% poultry, +76% oils & 

+27% grains). While management does not believe that labor costs will ease substantially in the future, it believes that food

commodity costs will begin to ease. 

• Cracker Barrel anticipates a discount rate for FY23 that will be higher than last year, but lower than pre–covid.

• New breakfast menu was introduced in June targeting younger guests who appreciate the customization offered by its 

home-style breakfast section.

• Further, the chain hopes to invest in tech to sustain a younger consumer base. Its off-premise mix was 18% during the 

quarter.

• Revenue guidance for FY23 is up +7% to +8%.



Cracker Barrel’s FY4Q22 Margin Struggles

Corporate Insights

CBRL

Cracker Barrel Old Country Store Inc.

Growth

Stock Performance Revenues quarterly y/y 5.9%

Last price $90.99 Revenues TTM y/y 15.8%

1 month change -18.7%

1 year change -35.1% Margins

EBITDA quarter 7.1%

Valuation EBITDA LTM 7.9%

EV/EBITDA (LTM) 8.6 Net Income quarter 4.0%

P/E (NTM) 14.0 Net Income LTM 4.0%

10/10/2022


