
Market Update, December (4th Quarter) 2014 

The U.S. will remember 2014 for strong corporate earnings, an accommodative 
Federal Reserve, and declining oil prices.  Large U.S. stocks, as measured by the S&P 
500 Index, finished the year with a 13.69% total return.  U.S. bond investors recorded 
solid gains, as geopolitical and global growth concerns drove investors to the safety of 
U.S. Treasuries.    

Diversified investors, however, were hurt by the poor performance of foreign 
markets.  Foreign stocks and bonds were down nearly 9% during the last 6 months of 
2014, and ended the year in negative territory.  Commodities and natural resources 
were also hit hard by declining oil prices. 

From a global standpoint, stocks returned only 4% and bonds returned only 0.59% 
for all of 2014.  Therefore, globally diversified investors had to settle for total 
portfolio returns of only 2 to 3 percent.   

 

 U.S. Economic Highlights: 

• The economy added 2.7 million jobs through November, the best year for 
employment growth since 1999. 

• Inflation remains low, undershooting the Fed’s 2% target for 31 straight 
months. 

• The housing market continues to disappoint, although the average 30-year 
fixed-rate mortgage (3.87%) is at its lowest level of the past year. 

• The 10-year U.S. Treasury rate ended the year at 2.173%, after starting the 
year at just over 3 percent. 

• Oil prices plunged 46% … good for consumers, bad for petroleum producing 
regions. 

• The Fed stopped expanding its bond buying program in October and is 
anticipated to raise interest rates sometime in 2015. 

• The dollar appreciated by 12% against other currencies during 2014. 
 
  

Global Economic Update: 

Japan: After two quarters of contraction, Japan’s economy officially is in 
recession.  Massive fiscal and monetary stimulus measures have not been able to 
overcome an aging population and enormous government debt levels.  

China: The economy has been hit by soft domestic demand, slumping real estate 
(years of unsold inventory), and declining industrial production.  Past excesses 
(infrastructure spending, escalating debt, and environmental deterioration) are 
the reason GDP is growing at the slowest rate in 5 years. 



Eurozone: Growth remains lethargic, with some members falling into 
recession.  Aging populations and debt (like Japan) weigh heavy.  The debt crisis, 
while somewhat stabilized, has not been resolved.  The periphery continues to 
struggle and deflationary concerns persist. Even Germany’s economy remains flat.   

What does all this mean for the U.S economy?  The big question is whether the U.S. 
economy can continue to prosper when the rest of the world is in decline.  The 
dollar’s rise reflects concerns over weaknesses in foreign economies … but an 
appreciating dollar will eventually have an adverse effect on U.S. exports.  Declining 
oil prices may actually foretell declining global growth, and $50 per barrel oil will 
almost certainly challenge the shale oil boom in Texas and North Dakota. 

 

So, what about the stock market?  The Dow Industrials closed above 18,000 for the 
first time in late December, but tightening U.S. monetary policy should challenge the 
markets in 2015.  Large U.S. stocks were pretty much the only game in town in 2014, 
and stock valuations look a little stretched.  The S&P 500 index now trades at 16.4 
times forward looking earnings, decidedly above the 13.2 average multiple over the 
past 10 years.  After years of outperformance, U.S. stocks have become much more 
expensive in comparison to the rest of the world. 

 

It’s going to be more difficult for the U.S. to outperform (other markets) 
given higher valuations and the Fed shifting course … as well as greater 
potential for a longer run of recovery overseas. 

Keith Parker, Barclays Strategist – WSJ 11/22/2014 

 

Stock markets experienced pullbacks 5 times in 2014, with the market quickly 
recovering each time.  The market correction (decline of 10%) that everyone seemed 
to be predicting never happened.  With high government debt levels, aging 
demographics, declining global growth, and high stock market valuations (particularly 
in the U.S.), investors should expect more volatility and modest total returns. 

 

We have the view that investors need to buckle in. 

Lori Heinel, State Street Global Advisors, WSJ - 1/2/2015 
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