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January Commentary 

What If, Why Not, and Buddy the Elf 
Many years ago, I watched a movie titled “The 
Shipping News.” If you haven’t seen it yet, there is 
absolutely no need to be in a rush to watch it on 
Netflix. Truth be told, I can’t tell you much about 
the plot, the characters, or the ending. However, I 
was recently reminded of a scene between a 
couple of the characters named Billy and Quoyle. 
In it, Billy is trying to teach Quoyle how to be a 
more effective journalist. Here is a quick snippet: 

Billy: It’s finding the center of your story, the beating 
heart of it, that’s what makes a reporter. You have to 
start by making up some headlines. You know—short, 
punchy, dramatic headlines. Now, have a look, what 
do you see? [Pointing at dark clouds on the horizon.] 
Tell me the headline.  
Quoyle:  Horizon Fills with Dark Clouds? 
Billy:  Imminent Storm Threatens Village. 
Quoyle:  But what if no storm comes? 
Billy:  Village Spared from Deadly Storm. 
 
Pretty clever, huh? After all, how many of us would 
read an article with a headline like “Horizon Fills 
with Dark Clouds”? But what about “Imminent 
Storm Threatens Village” or “Village Spared from 
Deadly Storm” as the headline? There you have it—
fear and misery sell. They always have, and they 
always will. Let’s be honest; most of us typically 
click on the worst headline first thing in the 
morning when scrolling through our phone or 
tablet. But what if the worst-case scenario doesn’t 
happen? What if the village is spared from the 

deadly storm? What if? That seems to be a very 
common question. 

Back on March 16, 2022, the Federal Reserve 
(FOMC) raised the overnight lending rate by 0.25% 
to 0.50%. It had been at 0.25% for 731 days (two 
years and a day) and the markets had anticipated 
the move, but disliked it nonetheless. What’s more, 
investors absolutely detested the resulting 400 bps 
(4.00%) of rate hikes that followed in 2022. After 
all, these aggressive moves would certainly kill the 
economy, drive it into the ditch, return us to the 
humble days of 2008 and all of that. Am I right? I 
mean, what if the Federal Reserve decides to go all 
Paul Volker-like on the economy in order to crush 
inflation? What if it does too much? What if the 
pendulum swings too far the other way? What if 
the economy falls into a recession? These were, 
and arguably still are, very real concerns. Hopefully, 
the worst-case scenario, the deadly storm if you 
will, does not crush our village. 

“What’s Going On” – Song by Marvin Gaye, 1971 
 
Early this month, the Bureau of Economic Analysis 
(BEA) announced the U.S. economy grew at a 2.9% 
annual rate in the fourth quarter of 2022. This 
came on the heels of a 3.2% increase in the third 
quarter. While the underlying data was perhaps not 
as good as the headline number, the economy still 
showed modest growth. Ironically, the inverse was 
true for the first two quarters of 2022—the 
headlines back then were worse than the data. 
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What were we worried about last year and what 
are we most concerned about this year? Dare I use 
that term again, recession? Of course, we are 
concerned about it. However, in keeping with the 
frenetic mayhem of the last couple of years, much 
of the economic data doesn’t make a lot of sense. 
Fed tightening cycles typically slow borrowing and 
lending. After all, that is the whole point of the Fed 
raising rates—slow down levels of borrowing and 
lending, which leads to slower growth in the money 
supply. Less money jostling about, in theory, is 
supposed to point to lower economic activity. So, 
what is going on here? How is the economy 
seemingly advancing almost 12 months into the 
Fed raising interest rates? What if this time is 
different? What if the economy isn’t actually 
headed into the ditch? What if the Fed really can 
engineer a so-called soft landing? What if? 
 
Adding to the economic befuddlement, the Bureau 
of Labor Statistics (BLS) released its monthly 
statement a couple of weeks ago on the health of 
the U.S. labor markets and reported the U.S. 
economy created an eye-popping 517,000 net new 
jobs in January. To say this number was better than 
what the street was expecting would be an 
understatement. A massive one. How does over 8 
standard deviations (SDs) to the right of the 
expected 188,000 new jobs strike you? On top of 
that, the official unemployment rate fell to a 
miserly 3.4%, the lowest level since May 1969. You 
read that correctly, the lowest unemployment level 
in 54 years. Now, how can that be possible for an 
economy many fear is heading into a recession? 
 
“Pay no attention to that man behind the curtain.” — 
“The Wizard of Oz”  

So, why was this labor report so strong? The truth 
can be found in something called the seasonal 
adjustment factor. Economic reports use this tool 
to smooth out monthly anomalies in the data (think 
of it like budget billing for your electric bill). For 
instance, seasonal holiday workers typically lose 
their jobs in January, and the BLS expects this, so it 
smooths the January number as to not look like the 
sky is falling. That sort of thing. So, this is how we 
get seasonally adjusted data where the economy 
actually shed 2.5 million jobs during a month when 
the BLS says it created 517,000. Obviously, that is 
a 3 million job differential—roughly the population 

of Arkansas. Pretty neat trick, this seasonal 
smoothing thingy, isn’t it? But what if the seasonal 
adjustments aren’t accurate this time around? 
What if the labor markets are now fundamentally 
different and the BLS has to adjust its tools? In 
truth, this is an ongoing issue and federal agencies 
are always tinkering with calculations. All that being 
said, there is no way, I mean none, that job growth 
was as robust as reported for January. Some 
growth, sure. But over 8 SDs to the right of the 
estimate and 400K greater than the ADP report? 
That is just really hard to wrap my head around. 
 
Don’t get me wrong, I like awesome economic 
data. Life is so much easier when things are forging 
ahead nicely. After all, strong economies usually 
lead to good corporate earnings, which ordinarily 
cause stock prices to increase. When stock prices 
increase, clients are happier and understandably, 
I’m happier. So, please don’t take my skepticism as 
an effort to be naysayer or a Debbie Downer. It’s 
just this report feels like a memorable scene from 
the iconic Christmas movie “Elf,” starring Will 
Ferrell. You know the one—Buddy the Elf stays up 
all night decorating Gimbel’s Department Store in 
anticipation of Santa’s arrival. Remember, Buddy 
went way over the top and the decorations were 
amazing! So much so, the next day the department 
manager was scared corporate brought in a 
professional to do it and were gunning for his job. 
Yep, that pretty much sums up this jobs report. 
Really, an “Elf” analogy to explain a wildly 
spectacular employment report? Well, fair enough, 
but why not? After all, the BLS has long been using 
these extremely large adjustments for January data, 
which have produced some gaudy-looking initial 
estimates. For instance, in January 2021, it 
originally estimated payroll growth to be 494,000 
new jobs. However, it later revised the number 
down to 166,000. Clearly, that is a big move, and I 
suspect we will see something similar this time 
around as well. So, seasonal adjusting, revisions, 
and the like? Hey, I imagine whatever the BLS 
cobbles together and presents to us is way better 
than what any of us could come up with each 
month. Well, maybe with the exception of Buddy.  
 
Leaving our fantastical, oversized Santa helper 
behind, just last week, the BLS released its much-
anticipated inflation figures for January. No one 
was expecting inflation to have gone the way of 
the dodo bird, but investors were hoping the data 
would be mild enough for the Fed to stop hiking 
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rates sooner rather than later. Unfortunately, they 
didn’t get their wish. Both the Consumer Price 
Index (CPI) and Producer Price Index (PPI) were 
disappointingly high—CPI was up 0.5% last month, 
and PPI rose 0.7%. As a result, the trailing 12-
month numbers remained elevated at 6.4% and 
6.0%, respectively. Essentially, any hope of the Fed 
cooling its heels vanished and the proverbial pivot 
that everyone had been hoping for is off the table. 
Actually, markets are now predicting more Fed 
action. Interestingly enough, on the day of the 
announcement, the stock market didn’t really 
respond to the disappointing data until the 
presidents of the Federal Reserve Banks of 
Cleveland and St. Louis stated additional interest 
rate hikes could be warranted and perhaps even a 
0.50% rate hike at the next meeting. “Loose lips 
sink ships,” as my gramps used to say. 
 
Despite the unwelcome inflation data, I would still 
submit many investors have come to terms that the 
Fed is closer to the end of its raising interest rates 
exercise than the beginning. In my opinion, this 
inference alone is more important than the 
absolute level of interest rates. After all, interest 
rates are nothing more than the price of money in 
the economy. If you borrow money at 5% but can 
generate a 9% rate of return, would you do it? Of 
course you would. To that end, the U.S. economy 
has been able to grow previously in interest rate 
environments that were much higher than today’s. 
Consider this: going all the way back to January 
1962, the average annual yield on the 10-Year U.S. 
Treasury was 5.89% through the end of last month. 
The current yield on that same bond was 3.51% as 
of January 31, 2023. So, it’s hard to argue the 
absolute level of interest rates alone will kill our 
economy. Case in point, the U.S. has done 
exceedingly well over the last 60-something years, 
economically speaking, in higher rate environments. 
 
Stick with me a little longer and we will explore the 
notion that in general, higher interest rates 
ultimately lead to higher investment returns. 
Believe it or not, more expensive money inherently 
requires a greater amount of risk taking. As anyone 
in the investment industry can tell you, the more 
risk you take, the more return you should expect. 
Since the Great Depression of the 1920s, there has 
been an average “equity risk premium” of roughly 
5%. This is essentially the difference in return 
between intermediate-term government bonds and 
U.S. stocks. More simply said, it is the premium 

investors demand for taking, drum roll please, 
equity risk. With this premium concept in mind, if 
borrowing rates are at 2%, many investors would 
be happy with an investment or project that 
generates a 7% rate of return (it’s no wonder why 
we have seen such a proliferation in restaurants 
and coffee shops over the last couple of decades). 
However, if borrowing money costs 8%, investors 
are now going to demand a return of roughly 13%. 
In other words, it will require more risk taking. 
Essentially, higher interest rates, to a point, 
encourage greater risk taking and should lead to 
higher expected returns. 
 
So here is the bottom line, the rest of the story, 
where the rubber meets the road, etc. The 
economy was tepid last year. The way some 
bureaus report data is/was/always will be 
somewhat wonky. The economy is not as robust as 
the last two quarters’ GDP reports. Nor was it as 
cold as the previous two. There is nothing in the 
crystal ball or the proverbial tea leaves to suggest 
either nirvana or Armageddon moving forward. In 
truth, the vision in said crystal ball looks a lot like, 
say, Louisville, Kentucky. Why Louisville? Well, why 
not? It seems like a reasonable place and is far from 
the two extremes. Looking ahead, the most likely 
scenario, regardless of the dubiously bewildering 
data, is the U.S. economy will limp along the first 
two quarters of 2023. If the inflation data 
continues to trend downward, the Fed might just 
take a pause when the overnight lending rate gets 
somewhere around 5.25%. If that is the case, 
investors might feel better about taking on added 
risk. After all, right now it is the prospect of higher 
rates, more expensive money, that is keeping many 
people on the sidelines. Then, if this happens, the 
economy and the markets should saunter back to 
life and the “village will be spared from the deadly 
storm.” But what if the Fed doesn’t take a pause? 
What if it continues raising rates until the economy 
is flat on its back? What if the price of a dozen 
eggs is still too high to make an omelet? Bad things 
will happen, won’t they? Perhaps, but hopefully 
not. After all, dark clouds on the horizon don’t 
always mean deadly storms. In fact, they usually 
don’t, and the potential storm is often worse than 
the reality, if you catch my drift. While we are not 
out of the woods yet, the markets may lose hope if 
there isn’t more tangible evidence of slowing 
inflation. After all, that would further imply the Fed 
will keep raising interest rates, which squashes that 
which most investors crave—stability, visibility, and 
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certainty in the near term. Maybe, just maybe, the
best thing we can do is simply not listen to all the 
noise, stay disciplined, trust the process, and just 
ask ourselves, “why not?” 

 

 
Until next month— 

Be sure to listen to our First Forward Podcasts at 
FirstAmBank.com. 

by David Lackmann 
Florida Director of Investment Management 
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