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Whiteout. Strong Gross Domestic 
Product (GDP) estimates coupled with 
a meaningful acceleration in corporate 
profitability through the back half of 
2013 implied that the long-awaited 
burst of above-trend growth in the U.S. 
economy was finally upon us. With 
budgetary gridlock resolved, a dovish-
minded academic set to take the helm 
of the Federal Open Market Committee 
(FOMC), household deleveraging 
apparently a thing of the past, and captains 
of industry professing a desire to invest 
in capacity to meet growing demand, it 
was hard not to be encouraged coming 
into the new year. Optimism was near 
ubiquitous, making a rare breed out of the 
few analysts calling for a cyclical slowdown 
heading into 2014. That generally remains 
the case today, despite a lengthy rash of 
distressingly soft numbers released over the 
past several weeks.

The initial tremor came with the December 
payroll report published in early January, 
which showed a much slower pace of 
job creation than any of the dozens of 
economists polled by Bloomberg had 
anticipated. Subsequent to that initial report, 
we’ve gotten some miserable readings on 
consumer confidence, housing activity, 
manufacturing surveys, capital expenditures, 
and retail sales, and another bad print on 

payroll growth. Taken by themselves, those 
numbers suggest that the recovery may be 
running into yet another soft patch, but 
those numbers can’t be taken by themselves, 
as they were produced in a period of 
extraordinarily disruptive weather patterns. 
The eastern half of the country has coped 
with extreme cold, significant snowfall, 
and multiple ice storms, while parts of the 
Southwest have been plagued by severe 
drought. The stock market seems inclined 

to look beyond these temporary disruptions, 
rising to all-time highs on expectations of 
renewed growth come the spring thaw.

We are reluctant to attribute too much 
significance to weather effects, but we see 
few other explanations. Corporations may 
have gotten a little ahead of themselves in 
accumulating inventory last fall, but any 
related adjustment to activity would be 
minor. Likewise, there is little reason to 
believe that the very modest tightening 
in monetary policy seen thus far or the 
political/financial turbulence experienced 
in some developing nations is having 
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1.  A range of economic 
measures have softened in 
recent weeks. Discerning 
the extent to which this 
is a transitory effect of 
inclement weather versus 
a more ominous cyclical 
slowdown is difficult. We’ll 
be watching closely for a 
rebound in March/April.

2.  The spring home buying 
season is underway. 
We view housing as a 
critical underpinning of 
the broader economy, and 
should our expectations 
of a further pick-up in 
both activity levels and 
pricing prove unfounded, 
our assessment of the 
health of the economy more 
generally would definitely 
be drawn into question.

3.  Monetary policy, both here 
and abroad, remains in 
the headlines. The FOMC 
meets again in mid-March, 
and any departure from 
the gradual reduction 
in quantitative easing 
would be very telling.

4.  Japan’s efforts to combat 
persistent deflation and 
revitalize its economy 
are reaching an important 
stage. The outcome is 
significant not only in terms 
of Japan’s contribution 
to global economic 
growth, but also as a 
policy template for other 
developed economies 
wrestling with deflation.
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“ Never cut a tree down 
in wintertime.”

–Robert H. Schuller
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any tangible impact on our domestic 
economy. The more critical issues in our 
eyes are the cost and availability of debt 
capital, the willingness of prospective 
borrowers to assume that debt, growth 
in aggregate wages, intentions regarding 
business investment, and confidence 
that conditions in our personal and 
professional lives are gradually improving, 
not deteriorating. Positive trends for all 
of these variables remain broadly intact, 
leading us to believe that the deceleration 
in business activity these past several 
weeks has been primarily a function of 
the weather, and one from which we will 
soon recover. We are never excited to 
find ourselves among the majority, but 
this is an instance in which we believe 
the majority has it right. We are firmly in 
the well-populated camp of those calling 
for a solid rebound in the second quarter 
of this year, and we have positioned 
ourselves accordingly by leaning into 
equities and credit while keeping duration 
within our bond portfolio quite short.

As indicators of the state of the economy 
go, there is likely no better measure than 
the trend in the unemployment rate. 

Falling unemployment implies rising 
wages, greater business investment, 
increased rates of household formation, 
and positive sentiment among consumers 
and executives alike. The reverse, of 
course, is also true. That unemployment 
should have fallen from 10.0% in 
October of ’09 to 6.6% as of the most 
recent reading should therefore come 
as unequivocally good news, right? 
Why then are economists fretting 
over the state of the labor market?

The problem is that this most closely 
watched measure of unemployment takes 
into consideration only those individuals 
who are actively looking for work but 
cannot find it. Discouraged workers who 
have given up their job hunt altogether 
are not counted among the unemployed. 
Much of the drop in the unemployment 
rate over the past four years has been a 
function of workers leaving the labor 
force rather than new jobs being created, 
and that is a source of concern. 

It’s difficult to know, however, the 
degree to which this reduction in labor 
force participation has been the result 

of a weak economy versus structural 
adjustments arising from changing 
demographics (retirement of the baby 
boomer generation) and shifting cultural 
norms (more young people pursuing 
higher education and millennial moms 
opting to stay home rather than putting 
their children in daycare). Similar 
difficulties arise in trying to measure 
the extent to which some workers are 
engaged in part-time employment 
by choice versus by necessity.

The implications for potential growth, 
monetary policy, and inflation are 
enormous. We ourselves stake out a 
middle ground, but place a little more 
emphasis on the role of structural 
factors. Our interpretation is that the 
labor market is a little tighter than 
some believe; wage inflation is perhaps 
not all that far out on the horizon; 
and, most significantly, the Fed may 
be forced to raise interest rates sooner 
than financial markets currently 
imply is likely. It is that view more 
than any other that accounts for the 
short-duration posture we maintain 
in all of the portfolios we oversee.
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