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Markets were volatile in January as oil prices continued to plunge and the turmoil in 
currency markets escalated.  U.S. stocks declined about 3%, while foreign stocks were 
basically flat.  Concerns over slowing global growth drove investors to the safety of 
U.S. government bonds, which had their best monthly returns in over 3 years.  The 10-
year U.S. Treasury note’s yield ended the month at 1.7% - down from 2.2% at the end 
of 2014 and 3% at end of 2013.  

With consumer prices falling, the European Central Bank announced plans to buy 
bonds (quantitative easing) to fend off deflation.  European stocks rallied on the 
news, but such policies should continue to weaken the currency … which means that 
U.S. investors may see any gains reduced when converting back to dollars.  The euro 
has already declined by nearly 20% against the dollar in less than a year. 
 

What you gain on the stock price [European companies] you may lose            
on the currency. 

Graham Secker, Morgan Stanley: WSJ – 1/31/2015 

The Eurozone has structural economic deficiencies, an aging population, and 
commitments to social programs that will be difficult to sustain.  On the other hand, 
European stocks now trade at nearly a 40% discount to U.S equities … the steepest 
discount on record. (The long-term discount is 10% on average.) 

Other news from the economic front: 

• U.S. GDP growth came in at 2.6% for the 4thquarter of 2014.  The growth rate 
(preliminary estimate) was 2.4% for the year … close to the average growth 
rate during this 6-year recovery period. 

• Imports are on the rise, as foreign goods have been effectively made cheaper 
by the strengthening dollar.  Soft global demand has also hurt U.S. 
exports.  This double whammy has caused the U.S. trade gap to widen … a 
negative for economic growth. 

• Consumer prices in the U.S. rose at an annual rate of 0.7% in December, well 
below the Fed’s 2% inflation target. 

• Eurozone bond yields continued to plummet, with some breaking into negative 
territory. 

• The Swiss National Bank surprised the markets mid-month by abandoning the 
currency floor against the euro. 

• Political turmoil in Greece has heightened concerns that the sleeping giant, 
otherwise known as the sovereign-debt crisis, will awaken.  (At current interest 
rates and with a debt-to-GDP ratio of 175%, Greece struggles to meet its 
outstanding obligations.) 

• Headline unemployment levels continue to decline, but U.S. workers’ wages 
are stagnant … with many working part-time or on the sidelines. 



 
It is estimated that the average U.S. household will be the beneficiary of 
approximately $1,325 (on an annual basis) from declining oil prices.  A recent survey 
by Visa Inc. concludes that consumers are saving half of the windfall, using 25% to pay 
down debt, and spending the remaining on small purchases. 
  

With oil prices down well over 50% in the past six months, there are 
likely to be short-term negative dislocations, even if the majority of U.S. 
businesses and consumers are beneficiaries.  Some dislocations are 
becoming evident, with capital spending plans being slashed and layoffs 
announced – both in the energy space as well as by companies that 
provide equipment and services to the oil industry.  There also appears 
to be growing odds of [debt] defaults within the energy space on the 
high-yield market; and possible crises within countries most tied to oil. 

Liz Ann Sonders, Charles Schwab & Co. – 1/31/2015 
  

 
  

U.S. stocks have had a great run since the rebound started back in March of 2009.  At 
that time, stocks were significantly undervalued, the Federal Reserve had its foot on 
the accelerator, and the dollar was competitively priced.  Investors need to be aware 
that U.S. stocks are now overvalued, the Fed is starting to “tap the breaks”, and the 
dollar has been soaring against the euro and the yen. 

Therefore, the 3 key tailwinds for U.S. stock performance over the past 5+ years 
are now positioned as headwinds. 

Daniel G. Corrigan, CPA/PFS, CFP® 
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