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Weather Weakness
by Robert Hughes, Senior Research Fellow  

T
here have been six snow events 

in the U.S. Northeast since 

December, five with accumulations 

of at least 12 inches. The Southeast 

has suffered its first Category 

4 snow event — classified as 

“crippling” — in 18 years. The 

polar vortex brought so much frigid 

air to the Midwest this winter that 

ice has covered an estimated 88 

percent of the Great Lakes’ surface, 

the most since 1994. Several 

western and southwestern states 

are suffering through record-

breaking droughts. Cumulatively, 

these and other severe weather 

patterns have restrained economic 

activity across the U.S. 

CLOUDING THE PICTURE… 
The Bureau of Labor Statistic’s 

Employment Situation report 

issued in January for the month of 

December brought the first notable 

sign of weather-related weakness. 

Since then, a range of economic 

indicators have disappointed 

economists and analysts, with 

weather bearing much of the blame. 

Additionally, a number of corporate 

earnings reports released in recent 

weeks have noted the drag of severe 

weather on sales and earnings.

The impact of severe weather on 

an economy is extremely difficult 

to measure. There are the direct 

costs such as property damage to 

consider as well as the ancillary 

effects including lost work time and 

reallocated or deferred spending. 

Examples of reallocated spending 

might be buying shovels and snow 

blowers instead of new clothes 

and dinner out, or it might be 

repairing a storm-damaged roof 

instead of redecorating a room. 

For municipal governments, there 

might be more spending on snow 

removal and pothole repair and 

commensurately less on replacing 

old office furniture. Examples 

of deferred spending might be 

buying a new car or house next 

month instead of this month. 

…BUT BLOWING OVER SOON
While such spending shifts may be 

quite important on a micro level 

— i.e., to the individual merchants 

affected — on a macro level, 

they tend to wash out. As long as 

weather-related spending replaces 

other current consumption and 

isn’t financed by the reallocation 

of capital away from productive 

investment, most weather-

related economic effects tend to 

be temporary distortions, with 

underlying trends reestablishing 

themselves within a few months. 

ECONOMY STILL GROWING
Our Business-Cycle Conditions 

(BCC) indicators reflect the 

effects of severe weather on the 

economy. The percentage of 

leading indicators that expanded 

in February fell to 67 percent 

following four months at 100 

percent. That’s the lowest reading 

since September 2009. Notably, the 

percentage of leaders expanding is 

Severe weather has 

slowed the economy 

resulting in a drop in 

our Business Cycle 

Conditions indicators, 

but we believe the 

effects are temporary.
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still above 50 percent – meaning 

that more than half of our 

leading indicators still suggest 

ongoing economic growth. 

The cyclical score for the 

leading indicators, derived from  

a separate mathematical analysis, 

fell less sharply, to 87 from 90 

in the prior month. This result 

supports the notion that the 

economic outlook, while impacted 

by recent weather events, is still 

positive.

Key takeaways from the latest readings 

of AIER’s BCC indicators include:

Leading: Among the leading 

indicators, eight were judged to 

have a positive trend in February, 

with three of those eight hitting 

new cycle highs: M1 money 

supply, the index of common stock 

prices, and the yield curve index. 

Conversely, four were judged to 

have turned to a negative trend: 

new orders for consumer goods, new 

housing permits, average workweek 

in manufacturing, and initial claims 

for unemployment insurance. 

Coincident: All six of our coincident 

indicators continue to show 

positive trends, resulting in a 

perfect 100 reading for the 26th 

month in a row. Four of the six 

registered new highs in the latest 

month: nonagricultural employment, 

manufacturing and trade sales, 

civilian employment to population 

ratio, and gross domestic product.

Lagging: AIER’s index of lagging 

indicators broke a string of 21 

straight months of perfect 100 

readings as the percentage of 

laggers fell to 80. Among the 

individual indicators, change 

in labor costs per unit of output 

for manufacturing turned to a 

declining trend in the latest 

month, while new highs were 

recorded for commercial and 

industrial loans, manufacturing 

and trade inventories, and the 

ratio of consumer debt to income.

In aggregate: While 10 of our 24 

indicators hit new cycle highs 

last month, five established new 

downtrends, resulting in sharp 

drops in our percentage-of-leaders 

index and our percentage-of-laggers 

index. Among the four leaders 

that turned to downward trends, 

all four are consumer related and 

all susceptible to severe weather 

patterns. As consumers stay home 

and away from the shopping 

malls, consumer spending slows, 

leading to fewer new orders for 

consumer goods. Severe weather 

may prevent workers from getting 

to work, leading to a drop in 

hours worked, and government 

closings can slow the processing 

of new housing permits. In 

addition, slower business activity 

overall can lead to more layoffs, 

pushing up initial claims for 

unemployment insurance.

Despite the declines in 

several component indicators, 

our diffusion index of leading 

indicators and our diffusion index 

of lagging indicators remain above 

50 percent and therefore do not 

suggest economic contraction 

(Chart 1). Given our view that 

severe weather is the likely cause 

of much of the weakness in our 

indicators, we expect both the 

economy and our indicators to 

show improving results over the 

next few months – barring any 

further significant weather events. 

FED HOLDING COURSE
Recognizing the “cumulative 

progress” toward recovery since 

the end of the Great Recession, 

the Fed has begun reducing its 

monthly asset purchases, first 

by $10 billion to $75 billion in 

December 2013, and then by 

another $10 billion in January. 

In her recent monetary policy 

testimony before Congress, 

Yellen stated, “If incoming 

information broadly supports 

the Committee’s expectation of 

ongoing improvement in labor 

market conditions and inflation 

moving back toward its longer-

run objective, the Committee will 

likely reduce the pace of asset 

purchases in further measured 

steps at future meetings.” This 

statement is among the clearest 

made regarding future Federal 

Reserve monetary policy. If 

the economy continues to 

improve and inflation remains 

low as Fed officials expect, 

additional tapering of QE at 

future FOMC meetings this 

year is highly probable.

Yellen continues, “That said, 

purchases are not on a preset 

course, and the Committee’s 

decisions about their pace will 

remain contingent on its outlook 

for the labor market and inflation 

as well as its assessment of the 

likely efficacy and costs of such 

purchases.”  Chairwoman Yellen, 

like her predecessor, emphasizes 

that future policy moves are 

contingent on incoming data and 

that the pace and timing of further 

tapering is not guaranteed but is 

subject to the evolving views of 

Fed officials. Fed policy has been 

and remains data dependent.
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THE FED’S TAKE 
So how will the slowing economy 

affect Fed official’s outlook for the 

labor market and inflation, and 

therefore future policy? Yellen 

indicated last month that Fed 

officials suspect “unseasonably cold 

weather has played some role” in 

the recent softening in economic 

indicators. “If there’s a significant 

change in the outlook, certainly we 

would be open to reconsidering,” 

she said, “but I don’t want to jump 

to conclusions.” Yellen indicated 

that Fed economists will “try to 

get a firmer handle” on the extent 

of the impact of severe weather 

patterns on economic indicators. 

Likewise, Philadelphia Fed 

President Plosser said, “We should 

be patient and not read too much 

into data that’s been very noisy” 

because of severe winter weather 

in much of the U.S.” He continued, 

“We may not get a good handle on 

the economy for a few months and 

even then we’ll still be uncertain 

as we always are.” We continue to 

believe that recent weakness in 

the economy is weather related. 

Therefore, we expect the economy 

to gradually reaccelerate and for 

Fed officials to follow through on 

their stated guidance of continuing 

to taper asset purchases in 

measured steps at the regularly 

schedule FOMC meetings this year.

MARKET EXPECTATIONS
Between December 31, 2013 and 

February 3, 2014, the S&P 500 

fell 106.47 points or 5.76% while 

10-year Treasury note yields fell 43 

basis points, from 3.04% to 2.61%, 

largely in response to weaker than 

expected economic data. Since 

February 3, in a stark contrast 
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CHART 1. THE INDICATORS AT A GLANCE

Shaded bars represent official recessions. A score above 50 indicates expansion.
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to each other, the S&P 500 has 

recovered all the lost ground and 

then some, to close at a record 

high 1859.45 on February 28 

while 10-year Treasury note yields 

have risen just 4 basis points 

to 2.65%. These performances 

suggest equity investors remain 

optimistic about the outlook for 

the U.S. economy and corporate 

earnings – a view consistent with 

our read of the economy - while 

Treasury investors remain a bit 

more cautious. Other things 

being equal, continued tapering 

of QE along with a gradual 

reacceleration in economic growth 

is likely to lead to additional 

gains for U.S. equity markets and 

a gradual rise in interest rates. n
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APPENDIX. PRIMARY LEADING INDICATORS

Sources for all charts on page 4 and 5: Federal Reserve Board, Institute for Supply Management, Census Bureau, Bureau of Economic Analysis, The Conference Board, Standard & Poor’s, 
Department of Labor, Bureau of Labor Statistics/Haver Analytics, AIER.

M1 Money Supply (1) (constant dollars, billions)

Yield Curve Index (1) (cumulative total) Vendor Performance: Slower Deliveries Diffusion Index (2) (%)

Index of Manufacturers’ Supply Prices (2) (%)

New Orders for Consumer Goods (3) (constant dollars, billions)

New Orders for Core Capital Goods (4) (constant dollars, billions) Initial Claims for Unemployment Insurance (3) (1000s, inverted)

New Housing Permits (3) (thousands) 3-Month Percent Change in Consumer Debt (4)

Ratio of Manufacturing and Trade Sales to Inventories (3)

Average Workweek in Manufacturing (3) (hours)

Index of Common Stock Prices (2) (constant purchasing power)
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APPENDIX. PRIMARY ROUGHLY COINCIDENT INDICATORS

APPENDIX. PRIMARY LAGGING INDICATORS

Nonagricultural Employment (1) (millions)

Index of Industrial Production (1) (2007 = 100)

Personal Income Less Transfer Payments (1) (constant $, billions)

Manufacturing and Trade Sales (2) (constant dollars, billions)

Civilian Employment as a % of the Working-Age Population (2)

Gross Domestic Product (1) (quarterly, constant dollars, billions)

Average Duration of Unemployment (2) (weeks, inverted)

Manufacturing and Trade Inventories (1) (constant dollars, billions)

Commercial and Industrial Loans (1) (constant dollars, billions)

Ratio of Consumer Debt to Personal Income (1) (percent)

% Chg. from a Year Earlier in Mfg. Labor Cost per Unit of Output (2)

Composite of Short-Term Interest Rates (1) (percent)
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Business-Cycle Conditions is published 

by American Institute for Economic 
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educational, and charitable or ganization.

To contact AIER by mail, write to:

American Institute for Economic Research

PO Box 1000

Great Barrington, MA 01230

Find us on: 

Facebook: facebook.com/

AmericanInstituteForEconomicResearch 

Twitter: twitter.com/aier

LinkedIn: linkedin.com/company/american-

institute-for-economic-research

For more information or to donate, visit:  

www.aier.org

STATISTICAL INDICATORS OF BUSINESS-CYCLE CHANGES

 Change in Base Data Cyclical Status

OCT NOV DEC JAN PRIMARY LEADING INDICATORS DEC JAN FEB

+ - + + M1 money supply (1) + + +

+ + + + Yield Curve Index (1) + + +

- - + + Index of manufacturers’ prices (2) ? ? +?

+ - -r + New Orders for consumer goods (3) + + -

- + - New Orders for core capital goods (4) +? + +

+ - - - New housing permits (3) +? + -

+r +r Ratio of manufacturing and trade sales to inventories (3) +? ? +

+ - + + Vendor Performance (2) + + +

+ + + + Index of common stock prices (constant purchasing power) (2) + + +

nc + -r - Average workweek in manufacturing (3) + + -

- + - + Initial claims for state unemployment insurance (inverted) (3) + + -

+ - + Change in consumer debt (4) ? ? +

PERCENTAGE EXPANDING CYCLICALLY 100             100  67 

PRIMARY ROUGHLY COINCIDENT INDICATORS

+ + + + Nonagricultural employment (1) + + +

+ + + - Index of industrial production (1) + + +

- + -r Personal income less transfer payments (1) + + +?

+ +r Manufacturing and trade sales (2) + + +

- + + + Civilian employment to population ratio (2) + +? +

+ + + Gross domestic product (quarterly) (1) + + +

PERCENTAGE EXPANDING CYCLICALLY   100   100   100 

PRIMARY LAGGING INDICATORS

+ - nc + Average duration of unemployment (inverted) (2) ? ? +

+ +r Manufacturing and trade inventories (1) + + +

- - + + Commercial and industrial loans (1) + + +

+ + + Ratio of consumer debt to personal income (1) + + +

+ + - Change in labor cost per unit of output, manufacturing (2) +? ? -

+ nc nc - Composite of short-term interest rates (1) + ? ?

PERCENTAGE EXPANDING CYCLICALLY           100   100   80 

nc No change. r Revised.  Under “Change in Base Data,” plus and minus signs indicate in creases and decreases 

from the previous month or quarter; blank spaces indicate data not yet available. Under “Cyclical Status,” plus and 

minus signs indicate expansions or contractions; question marks indicate doubtful or indeterminate status.


