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S&P 500 Index 

+10.21   +0.68% 

Dow Jones Industrial Average 

+113.81  +0.82% 

NASDAQ Composite 

+26.34   +0.82% 

 Last week the market was slowly sliding 

back down on disappointing economic numbers, 

until sharply reversing its slide on Friday.  There 

was a slew of important economic data this week 

in addition to earnings reports, but despite all of 

the incoming data, markets were not that volatile. 

Before Friday 

 I am dividing this week into two parts, be-

cause the economic data that was released on 

Friday dramatically changed the direction of the 

market.  You can clearly see the change in mar-

ket tone on Friday in the chart to the right.  This 

chart is called a candle chart because it resem-

bles a candle, it is commonly used in the finan-

cial industry because it shows the daily opening 

price, the closing price, the daily high, and the 

daily low, abbreviated as OHLC (Open, High, 

Low, Close).  The thick solid colored bars (the 

candles) show the open and  close data; green 

bars indicate a day when the market rose with 

the opening price at the bottom and the closing 

price at the top.  The orange bars (usually col-

ored red), show the opening price at the top and 

the closing price at the bottom.  The thin lines in 

the center of each candle (the wicks) show the 

high and the low of the day. 

 On Wednesday a new report showed that 

U.S. GDP contracted by 0.1% which represents 

a significant change and was largely the result of 

decreased government spending.  It is signifi-

cant, because it represents the first negative 

quarterly GDP number since the recession that 

followed the housing crisis.  Although the market 

shrugged off the number, keep in mind that addi-

tional government cuts are scheduled to take 

place in March. 

 Later that day the market prepared for a 

statement from the FOMC (Federal Open Market 

Committee).  The statement was not surprising 

as the committee led by Ben Bernanke continued 

to reiterate their policy of low interest rates until a 

significant improvement in the economic data or  

price instability.  According to the statement 

“...economic activity paused in recent months, 

in large part because of weather-related dis-

ruptions and other transitory factors.”  Trans-

lated this means that Hurricane Sandy and 

the fiscal cliff were to blame for the low GDP 

number.  Although the market was subdued 

for the first part of the week everything 

changed on Friday.  
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TGIF 

 Last Friday the market had a huge 

one day rally that erased all of the weekly 

losses and ended another with yet another 

weekly increase in the market.  Although the 

unemployment rate ticked up to 7.9%, mar-

ket participants were happy with a report that 

showed that payrolls were higher than ex-

pected in November and December.  Addi-

tionally, the Institute for Supply Management 

index rose to 53.1% from 50.2%, which was 

better than expected.  A reading above 50% 

means that Factory output in the United 

States is increasing whereas a number be-

low 50% indicates contraction. 

Conclusion 

 All of the positive economic news from 

Friday was enough to counteract the poor 

news from earlier in the week.  In fact, the 

market helped pull the Dow Jones Industrial 

Average above 14,0000 for the first time 

since 2007.  Although there is not much dif-

ference between 13,999 and 14,000 it is a 

psychologically important milestone for investors 

who lost a substantial portion of their 

wealth after the housing crisis.   

 Since it is easy to get excited about 

the long stretch of gains (now 5 consecu-

tive weekly gains), whenever the market 

reaches new highs it is important to reas-

sess the price increases relative to the eco-

nomic and earnings data.  Confirmation Bi-

as can cause investors to ignore all of the 

negative economic news in favor of any-

thing that supports their point of view.  Alt-

hough there are signs that the economy is 

improving, the market may already be pricing in 

all of those expectations, therefore it is best to 

temper any optimism with the relevant data. 
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RISK SCORE 1 2 3 4 5 6 7 8 9 10 

Debt 66 54 48 40 33 27 19 15 8 8 

Short Term 28 21 19 16 14 10 7 5 3 3 

intermediate term 20 21 20 15 13 11 7 5 3 3 

long term 9 7 7 7 4 4 4 4 2 2 

floating 9 5 2 2 2 2 1 1 0 0 

           

Equities 18 27 33 41 47 51 59 64 71 71 

small cap 3 4 8 8 13 14 17 21 27 32 

mid cap 3 5 9 14 14 17 23 24 26 28 

large cap 12 18 16 19 20 20 19 19 18 11 

           

Other 16 19 19 19 20 22 22 21 21 21 

Reits 8 10 10 10 10 11 11 10 9 8 

Commodities 5 6 6 6 7 8 8 8 9 10 

currency 3 3 3 3 3 3 3 3 3 3 

           

total 100 100 100 100 100 100 100 100 100 100 

Strategic Allocation 

Conservative Aggressive 

The Strategic allocation represents what should be the long term average of a portfolio.  That is, the average allocation of the 

portfolio should adhere to these risk allocations.  Different asset classes will outperform during different market conditions.  

This allocation will change slowly as new information comes to light that will affect the long term performance of certain asset 

classes.  We expect that portfolios that are more aggressive will outperform conservative portfolios over a longer period of 

time, but will experience a greater amount of volatility.   
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Overweight short term debt, particularly for more conservative clients.  This sector should reduce interest rate risk as well as mar-

ket risk in the portfolio. 

 

Neutral intermediate term debt, we prefer higher quality corporate bonds to replace treasury exposure. 

 

 Underweight Long Term Debt, we are watching this sector closely as the large interest rate swings create opportunities for more 

aggressive investors as well as hedgers.  However, we do not recommend a buy and hold strategy with this asset class.  

 

Overweight on floating rate debt,  we are expecting slow and steady appreciation on floating rate notes. 

 

Neutral Small Capitalization Stocks, we are recommending a neutral holding of smaller companies with strong balance sheets 

and little need for short term debt financing. 

 

Neutral Mid-Cap Stocks, we apply the same logic to this asset class as to small cap stocks.  

 

Neutral Large Cap Stocks,  We are looking for companies with strong fundamentals, reasonable valuations and steady dividends 

in this sector . 

 

Neutral REITs, we will look to add to our position in REITs during periods of deflation. 

 

Overweight Commodities, we recommend an overweight holding in commodities to reduce the impacts of pending inflation. 

 

Currency -  We are underweight the Euro.  We continue to recommend protecting any exposure to the yen. 


