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April Commentary 

Painting By Numbers 
After such a bewildering and challenging 2022, I 
was hopeful things would get back to some sense 
of normalcy in 2023. So here we are after 
stumbling through the first four months of the 
year, and I am still watching and waiting. The data 
and its underlying numerical inputs continue to 
portend a somewhat mixed and confusing story. 
The good news—a particularly dire economic 
outcome does not seem likely. 

The primary reason for this view is the continued 
strength in our labor markets. For all intents and 
purposes, if someone wants a job, they can find 
one. It might not be the job of their dreams, but it 
will be a paycheck, nonetheless. To that end, the 
Bureau of Labor Statistics (BLS) just announced 
there were 9.6 million job openings in the U.S. 
economy. Sure, that is down from the 10.8 million 
reported in January, but trust me, there are a lot of 
frustrated employers in the country. Recent 
employment surveys suggest many employers can’t 
find enough qualified workers to fill their openings, 
while other employers want to carry a surplus of 
workers because they are afraid of their inability to 
find workers, as happened when coming out of the 
worst of the pandemic. I would assert this elevated 
level of employment opportunities suggests 
companies are reasonably confident about their 
business prospects moving forward. It’s not very 
likely businesses would be looking for new 
employees if they were worried about staying 

open. Perhaps even more telling is even after all 
the rate hikes over the past 12 months, the 
economy added 504,000 new payroll jobs in 
January, 311,000 in February, 236,000 in March, 
and another 253,000 in April. These would be 
strong results during the middle of an economic 
expansion, much less at a time of prolonged 
inflation. One might think that companies would be 
looking to reduce headcount at this point, but 
what’s the old expression, never look a gift horse in 
the mouth? When the economy is creating jobs 
that means it is creating paychecks. And when it 
creates paychecks, it is creating consumers. This is 
vital because you and I, and our personal spending 
habits, constitute nearly 70% of the Gross 
Domestic Product (GDP) equation. Because of this, 
it’s fair to say, “how goes the U.S. labor market is 
how goes the U.S. consumer, and how goes the 
U.S. consumer is how goes the U.S. economy.” 

However, if there is something consumers don’t 
like, it’s inflation. Unless you haven’t been to any 
store, shopped online, read the news, or watched 
the television over the past 15-18 months, you 
know things, nearly all things, are a lot more 
expensive. The most widely held measure of 
inflation, the trailing 12-month Consumer Price 
Index (CPI), peaked at 9.1% in June 2022. As a 
point of reference, inflation hadn’t reached this 
level since the early 1980s. While this reading 
cooled to 5.0% by the end of March 2023, inflation 
remained too high for anyone’s liking during the 
first third of the year. 
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Here’s a spin on the well-known finance phrase—
“Stocks go up taking the stairs but come down on an 
elevator.” As it relates to inflation, the phrase could be 
changed to “Prices go up in the elevator and come 
down using the stairs." 

Consumers all around the country have been 
frantically shaking their fanciful Magic 8 Balls® and 
asking, “how much longer will these frustratingly 
high prices continue?” Fortunately, it is likely the 
12-month CPI will continue to fall during the next 
several months. You don’t need a black, plastic, 
baseball-sized orb with absolutely no mystical 
power to give you that answer. One just needs to 
scour through the data and follow the numbers. 
Well then, perhaps a paint-by-number set would 
be helpful in producing an artful picture. To get us 
started, here are a few points of color to help fill-in 
our mosaic. First, the U.S. dollar remains very 
strong compared to other major currencies, and 
historically, there has been a strong negative 
correlation between the dollar and inflation. A 
strong U.S. currency should mean lower import and 
commodities prices for domestic consumers and 
producers. Second, recent data shows businesses 
are not building up their inventories at the same 
pace as they were in 2022. The main reason—
personal consumption has slowed down after the 
frenzied pace seen coming out of the pandemic. 
Another reason could be that businesses don’t 
want to finance overstocked inventory at today’s 
higher interest rates. Third, the M2 money supply 
(savings deposits, CDs, money markets, checking 
deposits, cash, travelers checks, etc.) has been 
falling recently. To be sure, it isn’t vanishing like it 
did during the Great Depression. However, less 
money sloshing about in the economy should lead 
to lower prices since less money is chasing the 
same level of goods and services. And the final 
point is understanding how the BLS calculates the 
12-month CPI rate. Quite simply, it is a calculation 
that involves removing old monthly data and 
replacing it with new monthly data over the latest 
12-month period. Inflation readings in coming 
months will likely be lower than those periods that 
drop out of the historical comparison. The monthly 
CPI readings for April, May, and June of 2022 were 

0.4%, 0.9%, and a whopping 1.2%, respectively. 
Those readings will be falling out of the calculation 
and will likely be replaced by lower numbers in the 
months ahead. As a result, the previous twelve 
months inflation reading should fall. This doesn’t 
necessarily mean prices are coming down in a 
significant way, but even a slowdown in price 
increases should benefit consumer spending and 
our psyche. Isn’t painting by numbers fun and 
easy? 

I am hopeful this data means the Federal Reserve 
might stop raising the overnight lending target rate 
after pushing the rate higher by 0.25% on May 3. 
An end to this historic tightening cycle would be 
welcomed by consumers and borrowers, but it 
would also greatly benefit the banking/financial 
system. During the first few months of 2023, 
several notable banking institutions were forced 
into FDIC receivership due to mismanagement. 
These banks clearly lost sight of the prudence and 
foresight required to balance short-term earnings 
and the long-term health of their franchises. After 
the shock subsided many began asking, does this 
signal a return to the chaos of 2008 and the Great 
Financial Crisis? Thankfully, the answer to that is 
most likely no. The underlying cause for the recent 
kerfuffle in the banking system was the historic rise 
in interest rates, and the attempts by the Federal 
reserve to squelch inflation. As inflation readings 
have climbed, so have interest rates. Unfortunately, 
due to their inverse relationship, higher interest 
rates lead to lower bond prices. This is hugely 
significant because banks invest excess capital in 
bonds, many of which they must reflect on their 
balance sheet at true market prices. If proper risk 
measures are not in place, an increase in interest 
rates and subsequent lower bond prices lead to a 
decrease in overall bank assets. Why, you ask? 
Because of this accounting equation: bank assets = 
bank liabilities + bank equity. Mathematically 
speaking, if the asset side of a bank’s balance sheet 
decreases because interest rates have risen while 
liabilities stay the same, bank equity decreases. 
Hence, our current inflationary environment and 
the historic pace of higher interest rates associated 
with it have had a negative impact on bank equity. 



   
 

First American Bank  First Forward Investment Insights – May 2023 3 

On a brighter note, the banking system as a whole 
is flush with cash. Consider these figures: a recent 
Federal Reserve report showed the overall banking 
system had an elephantine $4 trillion in liquid 
assets ($3.4 trillion in “cash assets” and another 
$593 billion in other forms of short-term liquidity, 
excluding Treasury Bills) with which to meet 
withdrawal demands. 

All of this leads to the following observations about 
the U.S. economy in the first four months of 2023:  

1. It wasn’t the prettiest paint-by-number 
picture, but at least the canvass didn’t 
rip, nor did the paint dry up or spill.  

2. The U.S. consumer, while certainly 
weaker and more wary due to inflation 
and the higher cost of money, remains 
resilient.  

3. The real prices of goods and services 
will begin to fall in the months ahead 
for a variety of reasons, and if nothing 
else, the math and numbers will work in 
our favor to lower CPI.  

4. The banking system, in aggregate, is still 
very liquid and on solid footing even 
though some banks will struggle. 

Admittedly, it’s difficult to imagine the Fed holding 
fast to the aggressive posturing it has employed 
over the past 15 months. That does not mean it 
will start cutting interest rates any time soon. 
Simply sitting on the bench and watching the game 
play out might be a wise course of action.  

Again, the banking system remains very liquid. The 
labor market is surprisingly robust. Inflation is coming 
down. And, there is hope The Fed will be done raising 
rates. 

In closing, the likelihood of robust economic 
activity from this point through the rest of the year 
is not high. After all, most pundits and consumers 
alike are more worried about a recession than they 
are anticipating an economic expansion. 
Conversely, a deep recession, a return to the doom 
and gloom of the Great Financial Crisis of 2008, is 
equally unlikely due to the reasons mentioned 
earlier. I will begrudgingly concede, the most likely 
scenario is another confounding period of mixed 
economic data in the second quarter. Oh heck, 
where did I put that Magic 8 Ball®? 

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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