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2013, as U.S. and international equity categories
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U.S. equity funds. Even though a few years have
passed since the end of the crisis, it seems investor
confidence is not that easily restored.
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Dollar-Cost Averaging: It's Not Just
for Stocks

Dollar-cost averaging—the practice of purchasing
securities at fixed intervals and in equal amounts over
time rather than in one lump sum—has long been
used as a way to avoid jumping into the market at the
wrong time.

To illustrate how dollar-cost averaging, or DCA,
works, consider an investor wishing to buy $10,000
worth of shares of a mutual fund. He could use the
lump-sum approach and buy all the shares at once.
However, there would be a risk that the market could
turn negative shortly thereafter, resulting in an
immediate loss on his new investment. Rather than try
to determine when the time is right to buy, the
investor could ease into the position—for instance, by
purchasing $1,000 worth of shares every month for 10
months. That way, if the fund loses value during the
time period, less of the investment is exposed to this
loss and the investor ends up buying some of the new
shares at a lower price than he would have with the
lump-sum approach. Of course, if the fund's shares
continue to rise, dollar-cost averaging would impose
an opportunity cost compared with the lump-sum
approach, which, in hindsight, would have produced
better results. But, of course, none of us invests in
hindsight.

One of the primary benefits of DCA is that it may
reduce volatility when buying securities. Rather than
risk a purchase price that's too high, DCA allows an
investor to buy more shares when prices are low and
fewer when they are high during a given time period.
It also offers investors a system that avoids the
challenge of market timing. Even though DCA may
not always result in the highest long-term
performance, it may be a good strategy for investors
jittery about where the market is headed.

DCA is most often mentioned with regard to stock-
related purchases, probably because equity markets
tend to be far more volatile than bond markets.
However, this approach can be used when buying
bonds or bond funds, as well. In fact, given the
tapering of the Fed's bond-buying stimulus program
and the uncertainty regarding interest rates, which
some experts foresee rising some time this year, this
might be a good time to use DCA when buying new

bonds or bond funds, or if rebalancing a retirement
portfolio, to add to existing fixed-income holdings.

One option would be to sell some stock holdings and
keep the money in a cash account before dollar-cost
averaging into bonds. By putting the money into cash
first, equity exposure is reduced in case a market
downturn should materialize, and exposure to interest-
rate risk is limited by not putting assets all into bonds
right away. Instead investors can ease into bonds
slowly, so if rates do start to rise and bonds lose value,
they can avoid some of those losses while buying more
bonds than they would have if they had jumped in
with a lump sum.

Given the unpredictable nature of the markets, it's
easy to see why DCA appeals to many investors. It can
help reduce volatility and the odds of buyer's remorse
when investing a lump sum at what turns out to be
exactly the wrong time.

Returns and principal invested in stocks are not
guaranteed. Investing does not ensure a profitable
outcome and always involves risk of loss. Dollar-cost
averaging does not ensure a profit or protect against a
loss in declining markets. Dollar-cost averaging
involves continuous investment regardless of
fluctuating prices. Investors should consider their
financial ability to continue purchases through periods
of high price levels. The investment return and
principal value of mutual funds will fluctuate and
shares, when sold, may be worth more or less than
their original cost. Mutual funds are sold by
prospectus, which can be obtained from your financial
professional or the company and which contains
complete information, including investment
objectives, risks, charges and expenses. Investors
should read the prospectus and consider this
information carefully before investing or sending
money.
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Why Cheap Fund Shares May Not Be
a Bargain

Some investors make the mistake of treating a mutual
fund's share price the way they would a stock's share
price, but they're actually quite different. When
considering two mutual funds of comparable quality,
choosing the one with the cheapest share price may
not be the best way to go.

A stock's share price represents the market value of
one small slice of equity in a company. If the company
appears to be growing, demand for its shares may
increase because investors expect its earnings (and,
thus, its dividends) to grow and/or because they think
they will later be able to sell the shares at a higher
price. This increased demand for the shares drives the
share price higher. If demand decreases--perhaps due
to a lousy earnings report or a product recall--its share
price is likely to fall.

In contrast, a mutual fund's share price is determined
not by market demand for the shares themselves but
rather by the value of the fund's underlying holdings.
This is expressed as the fund's net asset value, or
NAV, meaning the value of all its holdings and cash
after expenses are paid divided by the number of
shares outstanding. (Also, investors can own fractional
shares of mutual funds—something they can't do with
stocks.)

To illustrate, let's say that the holdings in a fund's
portfolio are worth a combined total of $1 billion after
fund expenses are paid, and that the fund has 10
million shares outstanding. Therefore, the net asset
value of each of those shares is $100, or $1 billion
divided by 10 million.

But what if another fund of comparable quality has a
share price of just $75? That's a much better deal,
right?

Not necessarily. Remember that a fund's share price is
determined in part by the number of shares
outstanding. So, the lower share price may have
nothing to do with the quality of the fund's holdings
and everything to do with the fact that it simply has
issued more shares.

As an example, let's say that Fund A has a NAV of
$20 per share with 100 million shares outstanding and
Fund B has a NAV of $15 per share with 200 million
shares outstanding. This means that Fund A's
holdings collectively are worth $2 billion (after fund
expenses are taken into account) while Fund B's
holdings are worth a combined $3 billion. (The fund's
net asset value also includes the value of any capital
gains or dividends received by the fund until they are
distributed to shareholders. This is why a fund's NAV
typically drops once those distributions are made.)

But the larger point is that it doesn't really matter
what a fund's share price is, other than for record-
keeping and tax purposes to compute gains and losses.
What matters in terms of performance is the change in
price on a percentage basis. A fund with a NAV of $5
per share that sees its holdings perform well enough to
lift its NAV to $6 per share has effectively provided its
investors with a return of 20%. But a fund with a
NAV of $20 per share that increases to $21 per share
has provided a much lower return of just 5%. Again,
it's not the absolute price of the mutual fund's shares
that matters to investors but rather the percentage
change in that price.

Returns and principal invested in stocks are not
guaranteed. Investing does not ensure a profitable
outcome and always involves risk of loss. The
investment return and principal value of mutual funds
will fluctuate and shares, when sold, may be worth
more or less than their original cost. Mutual funds are
sold by prospectus, which can be obtained from your
financial professional or the company and which
contains complete information, including investment
objectives, risks, charges and expenses.  Investors
should read the prospectus and consider this
information carefully before investing or sending
money.
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Could Rising Interest Rates Hurt Your
529? (Part 1)

Bond investors have been worried about a rise in
interest rates for years now, pretty much ever since the
Fed lowered rates in response to the 2008–09 financial
crisis. Any rise in rates hurts the value of existing
bonds (on the contrary, a drop in rates helps it), and
rates have been hovering near historic lows for quite a
while.

For families saving for college, bonds have long been
seen as a safe-haven investment—a place to park cash
reserved for a specific purpose within a specific time
frame and a pretty good bet to increase in value faster
than cash while avoiding the volatility of stocks. But
what happens when bonds themselves become riskier
than they've been in the past? It's a question that many
college savers, especially those who will need the
money in just a few short years, are asking.

529 Plans and Duration

The majority of the $200 billion invested in 529
college-savings plans is held in so-called age-based
portfolios—all-in-one investments made up of stocks,
bonds, and other securities allocated based on the age
of the beneficiary and, in some cases, the risk tolerance
of the account holder. Typically these age-based
portfolios are heavily weighted toward stocks when the
beneficiary is very young, and they gradually shift
assets into bonds and cash as the beneficiary gets
closer to college age.

With traditional bond funds, the most commonly used
method of gauging interest-rate sensitivity is a statistic
called average effective duration. The higher the
duration, the more sensitive the fund is to interest-rate
movements. It works like this: For each percentage
point that rates increase, the fund may be expected to
lose in value a percentage equal to its duration in years,
minus the fund's yield. For example, if rates increase 1
point, a fund with a duration of 4.5 years and a yield of
2% could be expected to lose 2.5% of its value.

Finding the Numbers for a Specific 529 Plan

Although this rule of thumb may be a convenient way
of assessing the interest-rate sensitivity of a single

bond fund, most 529 accounts hold multiple stock and
bond funds, making it difficult to arrive at a single
duration measure for the entire portfolio.

Even though your 529 plan may not provide
information on the duration of your portfolio, you
might be able to track it down yourself by taking a
closer look at the bond funds in the plan.

Unless you have all of your 529 assets in a single bond
fund, you might have to do some calculations to figure
out how to weight the various duration measures. For
example, if your 529 portfolio is made up of 60%
equities and 40% bonds, but the bond portion is half
intermediate-term bonds with a duration of 5 years
and half short-term bonds with a duration of 1 year,
then the bond portion of your portfolio has an average
duration of 3 years.

On average, an age-based portfolio for a 15-year-old
beneficiary holds about 55% of assets in bonds,
according to Morningstar data, and by the time most
beneficiaries are ready to enroll in college at age 18,
that weighting reaches 60%. At the same time, the
average allocation to cash increases even more, from
about 15% at age 15 to about 30% at age 18.

Options for 529 Plan Holders

Once you have some idea of how vulnerable your 529
assets are to a rise in rates, you then can decide what, if
anything, to do next. If stocks dominate your account,
leaving just a small allocation to bonds, you may have
little to worry about in terms of interest-rate risk. But
if bonds make up the bulk of your account and you
find the average duration of the portfolio makes you
nervous in case rates do rise sharply, you may be
contemplating some major changes.
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Could Rising Interest Rates Hurt Your
529? (Part 2)

But before you do anything, consider the following for
some perspective. Let's go back in time to May 2013,
when interest-rate concerns also were running high
because of fears that the Fed would soon begin
tapering its bond-buying stimulus program. Rates
climbed throughout the summer, and for the year the
Barclays Aggregate Bond Index, a proxy for the U.S.
investment-grade bond market, lost 2% of its value. By
comparison, funds in the Age 13–18 Low Equity
category actually gained 1.62% (the category includes
conservatively invested age-based portfolios designed
for 529 beneficiaries between the ages of 13 and 18
and currently averages a 66% allocation to bonds and a
10% allocation to stocks, according to Morningstar
data). Not great, but hardly the disaster some had
feared amid a rising-rate environment.

Interest rates have actually been declining in 2014,
meaning that you may have been better off holding
intermediate- and long-term bonds than stocks. Of
course, rates could very well go up in the coming year,
and 529 account holders with heavy allocations to
bonds could see losses. But the larger point is that
interest rates don't move in a straight line, and
predicting their near-term direction (and thus their
effect on bond prices) can be just as difficult as
predicting that of stocks.

However, if you still wish to reduce the interest-rate
risk of your 529 holdings, there are steps you can take.
One would be to move the bond portion of your
portfolio to a short-term bond option, if your plan
offers one (short-term bonds are more immune to
interest-rate movements than longer-term bonds), or
perhaps to cash. If you've been using an age-based
portfolio, this might require you to move assets out of
it and create your own customized allocation using the
plan's pure-stock-fund and pure-cash-fund offerings.
But that might be the only way you can completely
remove bonds from the equation.

Keep Calm and Carry On

Although there's no imminent reason to worry about a
rise in interest rates wreaking havoc on the bond
portion of your 529 portfolio, investors with heavy
allocations to bonds still would be well-served in

taking a peek under the hood just to see what's there
in terms of interest-rate sensitivity. If what you find
makes you uncomfortable, consider the
aforementioned actions of reconfiguring your
portfolio. If not, at least now you know what to expect
if and when rates do rise.

529 plans are tax-deferred college savings vehicles.
Any unqualified distribution of earnings will be subject
to ordinary income tax and subject to a 10% federal
penalty tax. Tax law is ever-changing and can be quite
complex. It is highly recommended that you consult
with a financial or tax professional with any tax-related
questions or concerns. An investor should consider the
investment objectives, risks, and charges and expenses
associated with municipal fund securities before
investing. More information about municipal fund
securities is available in the issuer's official statement,
and the official statement should be read carefully
before investing.

Indexes are unmanaged and not available for direct
investment. Past performance does not guarantee
future results. Investments in securities are subject to
investment risk, including possible loss of principal.
Prices of securities may fluctuate from time to time
and may even become valueless.
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Avoid These Mistakes With Your IRA,
Part 1

Funding an IRA may seem like a simple financial task:
Pick your provider, send in your money, and choose
your investments. Done.

But a look at Internal Revenue Service Publication
590, which details the ins and outs of IRAs, suggests
there's more to it. There are two key IRA types
(Traditional or Roth), as well as two subtypes of
Traditional IRAs (deductible and nondeductible), not
to mention byzantine rules regarding rollovers,
conversions, and recharacterizations. And what about
when you begin taking IRA withdrawals in
retirement? More kooky rules there, too.

There are a few obvious IRA mistakes, such as pulling
money out of a Traditional IRA before age 59 1/2, but
here are some IRA pitfalls that might be less familiar.

Mistake 1: Not taking full advantage of the tax
benefits. One of the key benefits of any type of IRA,
whether Roth or Traditional, is the ability to avoid
taxes as the money grows. Investors who hold stocks
and bonds in a taxable account are likely to receive
taxable income and capital gains distributions from
their holdings each year. Investors who hold the assets
in an IRA, by contrast, have the potential to be taxed
at a lower rate, or not at all, on those payouts,
assuming they don't take the money out prior to age
59 1/2. That represents an opportunity to stash high-
income-producing securities, such as dividend-paying
stocks, for example, within the IRA wrapper, while
saving more tax-efficient assets, such as broad market
equity index funds, in taxable accounts.

Mistake 2: Being dogmatic about asset location. The
key consideration here is when investors expect to
need the money. For young accumulators, IRAs may
be stock-heavy, and there may be no reason to add
income producers into the mix. Meanwhile, for a 35-
year-old holding bonds to fund a remodeling project,
for example, it may make more sense to hold them in a
taxable account, without any strictures to withdraw the
money before retirement. The same reasoning applies
to retirees who would like to pull some money for
living expenses from their taxable accounts. It doesn't
make sense to have all of the bonds residing in an
IRA; bonds' relative liquidity might be helpful in

taxable accounts, too. Finally, it's worth noting that
it's often desirable to tap Roth assets toward the back
end of retirement—if at all—because their tax-saving
features are generally the greatest and should be
stretched out for as long as possible.

Mistake 3: Not giving due care to IRA beneficiaries.
The importance of beneficiary designations (they
actually trump other bequests laid out in estate plans)
is an under-discussed topic. As with any type of
beneficiary designation, it's important to keep your
IRA beneficiary designations up to date as your life
situation changes—marriages, divorces, parents
passing away, and so forth. Most people will name
their spouses as their IRA beneficiaries; when the
account owners die, their spouses can generally roll the
assets into their own IRAs.

Mistake 4: Triggering a tax bill on a Roth IRA
withdrawal. One of the key benefits of funding a Roth
IRA is the ability to take tax- and penalty-free
withdrawals in retirement. The Roth may also be a
great vehicle for accumulators who worry about tying
their assets up for a long time, as it's possible, under
certain conditions, to withdraw contributions at any
time and for any reason without triggering taxes or a
penalty. Things get more complicated, however, when
it comes to withdrawing investment earnings, or if
your money got into the Roth because you converted it
from a Traditional IRA or 401(k).

Mistake 5: Triggering a tax bill on a rollover. When it
comes to the financial tasks that might crop up on
your to-do list during your investment career, an IRA
ranks as easy on the degree-of-difficulty scale. But it's
still possible to goof up a rollover.
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Avoid These Mistakes With Your IRA,
Part 2

One of the key rules to bear in mind when rolling over
money from a former employer's 401(k) into an IRA is
the 60-day rule—that is, you have 60 days to complete
the rollover. If you don't complete the rollover within
that 60-day window and you're younger than 59 1/2,
the amount will be treated as an early distribution and
be subject to taxes and a 10% penalty. That's why it's a
good idea to have your providers deal with one another
on the rollover. That way, you never put your hands
on the money, and the financial-services providers
know the need to complete the rollover in a timely
fashion.

Mistake 6: Letting your brokerage or fund company
call the shots on your RMDs. Investors who are age 70
1/2 know that that's the year in which they must begin
taking required minimum distributions from their
Traditional IRAs and 401(k)s. Those RMDs are
taxable. But RMD season also gives you the
opportunity to make lemonade by being strategic
about the investments from which you pull the
distributions. Did your stock holdings shoot up in
2013? If so, it may be an ideal time to trim those
holdings to restore your asset allocation back to your
targets. As long as you take the right amount of
RMDs from all accounts of a given type (you can't mix
and match RMDs from your 401(k) and IRA, for
example), you'll be on the up and up with the IRS. By
contrast, if you leave it to your brokerage fund
company to decide where to pull the money from, it
may not be to your advantage. They may pull the
money in accordance with their default rules, often
proportionally from each holding.

Mistake 7: Not appealing a penalty on missed RMDs.
Fail to take the RMD, and you'll be on the hook not
just for the taxes, but also a 50% penalty (excise tax) on
the amount that you should have taken and did not.
That said, there may be legitimate reasons that you (or
a loved one) missed the RMD. Perhaps you were ill,
for example, or perhaps your parent is in the early
stages of dementia and you haven't yet implemented a
system to help with financial matters. The first step is
to take the required distribution as soon as possible.
Then fill out IRS form 5329, requesting a waiver of
the 50% excise tax on missed distributions and
providing the reason. Assuming the IRS finds that the
missed RMD owes "to reasonable error and you are

taking reasonable steps to remedy the shortfall," you
should be able to get that penalty waived.

Mistake 8: Spending RMDs you don't need. In
addition to the taxes due on RMDs, many retirees
grouse about the distributions because they're taking
them over their desired distribution rates. Shortly after
they commence, RMDs quickly escalate well above the
distribution rates that much research deems prudent
and up into the range of 6% or 7%. Of course, as
retirees age, they can arguably take more from their
portfolios than they could earlier in their retirement
years because their life spans are shorter. Additionally,
your IRA may not be your only retirement resource;
you can forgo distributions from other account types
so that your RMDs don't take you over your planned
spending rate. But if the RMD requirements are going
to take you over your planned distribution rate, you
can reinvest the money back into your retirement
accounts—either a taxable account or a Roth IRA.

401(k) plans are long-term retirement savings vehicles.
Withdrawal of pre-tax contributions and/or earnings
will be subject to ordinary income tax and, if taken
prior to age 59 1/2, may be subject to a 10% federal tax
penalty. Funds in a traditional IRA grow tax-deferred
and are taxed at ordinary income tax rates when
withdrawn. Contributions to a Roth IRA are not tax-
deductible, but funds grow tax-free, and can be
withdrawn tax free if assets are held for five years. A
10% federal tax penalty may apply for withdrawals
prior to age 59 1/2. This is for informational purposes
only and should not be considered tax or financial
planning advice. Please consult a tax and/or financial
professional for advice specific to your individual
circumstances.
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Target-Date Pros and Cons

Whether a target-date fund is the best choice for an
investor depends on a few different factors, including
the degree to which the investor wants to manage his
or her own retirement portfolio. Below are some pros
and cons of using target-date funds.

Pros

One-stop shopping: For an easy-to-use, all-in-one
retirement savings vehicle, a good target-date fund is
tough to beat. It allows investors to focus on one of
the most important pieces of the retirement savings
puzzle—how much to save—rather than getting
bogged down in making investment decisions.

Professionally managed allocations: Fund shops
typically put a great deal of thought into the design of
their target-date series. That doesn't mean target-date
funds are perfect, though, or suitable for all investors.
Some used allocations that were overly aggressive
when the 2008 market crash hit, resulting in heavy
losses for their investors, including those who were
close to retirement.

Automated adjustments: Target-date funds adjust
their allocations automatically as the investor's
retirement date approaches. No other commercially
available investment product is designed to do this.

Reasonable fees: Target-date fund fees are generally in
line with those of other mutual funds. Also, target-
date funds built around index funds tend to be cheaper
than those built around actively managed funds.

Cons

Lack of control: For investors who want more control
over their investment or allocation choices, target-date
funds might not be the best option. By choosing one,
an investor is essentially limited to a given fund
family's funds and allocation framework. Some
investors may not welcome these constraints.

Added complexity if used with other holdings: As an
all-in-one vehicle, target-date funds are built to serve
as the only retirement holding you need. However, if

you'd rather not put all your retirement savings into a
target-date fund and/or wish to add satellite holdings,
this will mean recalculating the asset allocation of the
entire portfolio yourself to make sure it's in line with
your needs.

In-retirement shortcomings: Target-date funds may
become inadequate once the account holder reaches
retirement. For example, those hoping to use assets
invested in a target-date fund to generate income to
cover living expenses in retirement may be
disappointed. In fact, many retirement series put target
-date investors into conservatively invested retirement
income funds once the retirement date is reached.

Despite these potential drawbacks, for many investors
a target-date fund may be a great choice to save for
retirement provided it comes from a quality fund shop
and operates using quality parts—that is, quality
underlying funds.

The target date is the approximate date when investors
plan to start withdrawing their money. An investment
in a target-date fund is not guaranteed, and you may
experience losses, including losses near, at, or after the
target date. The principal value of the fund(s) is not
guaranteed at any time, including at the target date.
There is no guarantee that the fund will provide
adequate income at and through retirement. Consider
the investment objectives, risks, charges, and expenses
of the fund carefully before investing. Target-date
funds are sold by prospectus, which can be obtained
from your financial professional or the company and
which contains complete information, including
investment objectives, risks, charges and expenses.
Investors should read the prospectus and consider this
information carefully before investing or sending
money. Some target date funds have objectives or
investment strategies that change over time—please
read the prospectus of the fund you are considering
carefully for further information.
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Inflation Can Vary by Category

The general inflation number (the “All items”
category) may be a good measure for the economy at
large, but the cost of certain goods and services could
rise much faster than the average cost of living.

For the past year, tuition, food, housing, and medical
care have all experienced much higher inflation rates
than the headline number. Gasoline prices, on the
other hand, have been declining and are now near four
-year lows.

People who need to focus on savings for college or
medical care may be left short, as the cost for such
items often tends to rise at a faster rate than the
average cost of living. Those investors might not be
able to keep pace with rising costs if they do not take
their real inflation rate into account when planning
their investment goals.

Home Price Growth Returning to a
More Sustainable Rate

It is certain that, after a series of fast-paced increases
that peaked in late 2013, the rate of home price
increases is moderating. As of November, the Case-
Shiller Index is showing that home prices are growing
at 4.3% year-over-year, which is a much slower rate
compared to nearly a 14% pace reported in 2013. The
prices recovered about 82% of the previous high, and
14 states are currently either above or close to the
previous 2006 peak. Nonetheless, Nevada, Florida,
Arizona, and a few other states still remain 20% or
more below the peak, and it will certainly take many
years for those prices to return to their pre-recession
level.  On the positive side, slower-growing prices are
good news for prospective buyers and for the health of
the housing market in general, as they should improve
housing affordability, providing an essential boost to
this so far anemic housing recovery.
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One of Yellen’s Favorite Metrics
‘Jolts’ Ahead

The formerly unimportant job openings report has
taken on a new significance since U.S. Federal Reserve
Board Chair Janet Yellen has included this metric in a
list of labor market reports that she is watching closely.
And this relatively new report is now sending a
message that we really haven't seen before. Job growth
isn't much better than it has been in the past three or
four years, while the number of openings per person
employed is now at its best level since 2001 and way
above year-ago levels.

The chart below illustrates how the growth in job
openings is outpacing the growth in hires. This means
that there are increasingly less workers matched with
the jobs that are being posted, and it may soon force
employers to increase wages in order to fulfill those
unmatched job openings.

Unemployment by Education Level

There is a clear connection between educational
attainment and unemployment rate. As expected, the
people with the highest rate of unemployment are the
people without even a high school degree. The
unemployment rate for this group is almost triple that
of college graduates. In general, the more education
you have, the better off you are.

The percentage of the population that has a college
degree has been relatively stable in the 30% range.
And there is a large part of the population that could
probably use yet more college education. Putting these
two together, the conclusion is evident: It pays to go to
college, and it would also be good if the percentage of
the population who are college graduates could
increase.
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Employment Continues to Grow at a
Slow, Steady Pace

Media and financial news sources often report that the
economy added an “x” number of jobs for a particular
month. These monthly payroll numbers are polled by
the Bureau of Labor Statistics and are published in a
report called “Employment Situation” that is typically
released on the first Friday of each month. The
monthly headline numbers tend to be quite volatile
and are often difficult to interpret. In the past two
years alone, the number of jobs added varied between
as few as 88,000 jobs in June of 2012 to as many as
280,000 in February of 2013. Wide fluctuations in the
monthly payroll data occur because the monthly hiring
and firing process itself tends to be unpredictable, and
seasonal factors that aim to stabilize the data are
extremely difficult to measure accurately.

Looking at these figures can usually create more
confusion than insight, and that is why Morningstar’s
Department of Economic Analysis looks at
employment growth through a slightly different lens.
When the same volatile monthly jobs data is analyzed
not as a monthly net job addition or loss but as a year-
over-year 3-month moving average growth rate, a
different picture emerges. All of a sudden, it becomes
clear that the U.S. jobs market has been incredibly
stable despite its monthly ups and downs. As the chart
shows, total nonfarm employment has been growing at
around 1.7% since early 2011 and has picked up
modestly to 1.9% in recent months. Excluding the
poorly performing government sector, which
constitutes around 16% of total employment, private-
sector jobs have been growing at an even higher
2.0–2.1% rate. Combine these results with efficiency
and productivity gains and it should come as no
surprise that the U.S. economy, on average, grew 2.2%
since 2011 based on full-year estimates.

Despite the rock steady growth, the pace of
employment recovery has been slow and disappointing
to say the least. Considering that the U.S. economy
lost over 8.5 million jobs between 2008 and 2010,
most economists expected a much faster recovery of
the labor market. Instead, it took more than four years
to get back the number of jobs lost during the crisis.
Seeing those numbers bounce back to their pre-
recession level is great news, but it is important to
point out that the make-up of the new post-recovery
labor force has drastically changed. Unfortunately, the

growth in high-paying, long-hours jobs such as
construction and manufacturing has been all but
robust, and due to efficiency improvements, especially
in manufacturing, many of these jobs may never come
back. A majority of the labor market recovery has been
made in the lower-paying sectors such as retail and
leisure and hospitality, which has certainly contributed
to slower consumption growth and to the near-anemic
pace of the economic recovery in general.
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Home Price Growth Returning to a
More Sustainable Rate

It is certain that, after a series of fast-paced increases
that peaked in late 2013, the rate of home price
increases is moderating. As of November, the Case-
Shiller Index is showing that home prices are growing
at 4.3% year-over-year, which is a much slower rate
compared to nearly a 14% pace reported in 2013. The
prices recovered about 82% of the previous high, and
14 states are currently either above or close to the
previous 2006 peak. Nonetheless, Nevada, Florida,
Arizona, and a few other states still remain 20% or
more below the peak, and it will certainly take many
years for those prices to return to their pre-recession
level.  On the positive side, slower-growing prices are
good news for prospective buyers and for the health of
the housing market in general, as they should improve
housing affordability, providing an essential boost to
this so far anemic housing recovery.
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