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S&P 500 Index 

1842.37  +15.6 

Russell 2000 Index 

1164.53  +17.37 

NASDAQ Composite 

3565.08  +38.12 

 Most stock indices were higher last week, 

but the big story was once again jobs.  After  seeing 

improving economic data over the last month, a 

very negative employment report surprised econo-

mists.  Some economists pointed to a cold Decem-

ber as the reason for the weak jobs report.  Many 

retailers are also warning of slowing  in the Novem-

ber to December period despite aggressive price 

cutting.  Is it possible that cold weather is solely to 

blame for the slow down?  The employment report 

is  pretty noisy, but a huge miss should be exam-

ined more closely.  This week I will take a look at 

the possible role that weather played, as well as 

some other factors that may have contributed.   If 

you don’t remember what the employment report is 

or how it is calculated you can refresh yourself here 

(p.3). 

Bad Weather 

 The employment report only made one men-

tion of the weather.  It mentioned that construction 

employment shrunk by 16,000 in contrast to aver-

age monthly growth of 10,000 jobs this year.  It 

cited unusually cold weather in parts of the 

country as a possible reason.  It is also im-

portant to know that these data are seasonally 

adjusted, therefore the report is implying that it 

was much colder than an average December.  

Additionally, people who are employed, but not 

working due to weather are not counted as un-

employed, you can see this measurement was 

much higher in 2013. 

 The chart on the right from NOAA 

shows that a larger part of the lower 48 states 

was covered by snow than in recent years.  This 

December was also slightly colder than average. 

 Page 5 has two charts showing the monthly 

changes to jobs in December 2012 and 2013.  In 

December 2012 the report showed an addition of 

155,000 jobs and in 2013 74,000 jobs.  The third 

chart on page 5 shows which industries had the 

biggest monthly change compared to last Decem-

ber. 

  

Weekly Changes 

The losses were widespread with the excep-

tion of wholesale and retail trade.  Could this 

all really be attributable to the weather?  This 

doesn’t really explain the drop in education 

and health services.  Looking back on data 

from 2007, a year of similar snow cover, we 

find that construction jobs fell by 49,000.  

However, keep in mind that construction jobs 

had been steadily declining since 2006.   
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http://www.ft.com/intl/cms/s/0/0144e7ea-7939-11e3-91ac-00144feabdc0.html#axzz2qD9mj6RP
https://s3.amazonaws.com/financial-tailor-newsletters/newsletters/09_09_2013_Newsletter.pdf


 4 

 

When we look at job losses in November 

of 2007 we find that monthly construc-

tion jobs declined by 37,000.  This 

shows an additional 12,000 workers may 

have been laid off due to the weather, or 

struggling contractors may have just 

used the bad weather as an excuse.  For 

comparison, 17,000 construction jobs 

were added in November of 2013, and 

16,000 were lost in December 2013—a 

33,000 person swing. 

So What does all this mean? 

 The short answer is probably not 

much.  It can be dangerous to read into 

the employment report for a number of 

reasons.  First, this is only the prelimi-

nary report and there could still be signif-

icant revisions.  Second, the data comes 

from surveys and is not perfect.  Howev-

er, claiming that bad weather was the 

sole reason for the weak number, strikes 

me as a very weak argument.  Also, 

month-to-month fluctuations should gen-

erally be ignored for the larger trends.   

 The chart on the right shows the 

labor force participation rate, the em-

ployment-to-population ratio and the in-

flation adjusted S&P 500 all peaked in 

2000 (the inflation adjusted S&P does 

not include reinvested dividends).  This 

suggests that we may be dealing with a 

serious structural problem in unemploy-

ment.  Even though the official unem-

ployment rate fell in the latest report, this was 

mainly because workers dropped out of the 

workforce.  We should also see another huge 

drop in the next report as over a million people 

will no longer be counted due to the lapsing of 

benefits (a deal in Congress would change this). 

 So did the taper just get sucked into the  

  

shoulder 
shoulder 

head 

 

polar vortex?  After all, the Fed said that they 

would be data-dependent and this data is pret-

ty bad.  Disinflation and weak employment do 

not really backup the strong growth that the 

Fed was expecting.  However, the fed will likely 

wait for more data before jumping to any con-

clusions. 
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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 

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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Neutral short term debt: This sector should reduce interest rate risk as well as market risk in the port-

folio, but long term treasuries currently look more attractive for a short term opportunity. 

 

Neutral intermediate term debt  

 

Overweight Long Term Debt: Long term debt has substantial risk if interest rates rise, but can still 

help alleviate losses in the event of a rapid stock market selloff.   This asset class has been oversold and we 

are using closed-end funds that are trading at a discount to net asset value to participate, however negative 

momentum could change our opinion.  We also believe that improving municipal balance sheets present ex-

cellent opportunities in this space. 

 

Neutral on floating rate debt:  we are expecting slow and steady appreciation on floating rate notes. 

 

Neutral Small Capitalization Stocks: we are very cautious in this area, but still believe that carefully 

selected value stocks will continue to outperform. 

 

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

 

Underweight Large Cap Stocks: We are more selective with large cap stocks, if signs of inflation pick 

up we will look to invest in large cap companies with high debt.  We are extremely bearish on tech companies 

with stretched earnings multiples.  We are also cautious with IT and companies with reliance on China. 

 

Neutral REITs: 

 

Neutral Commodities:  We cautiously adding a small position in precious metals as prices have be-

come significantly more attractive. However, weakness in China could put pressure on construction related 

economies. 

 

Currency -  We are underweight the Euro.  We are very negative on the yen, and expect a dramatic decline 

within the next few years.  We have a negative outlook on the Canadian dollar and are generally bearish on 

currencies that are reliant on commodity exports.  We are currently holding higher levels of cash generally. 

Tactical Allocation 


