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The “wall of worry” is still intact—the stock market rally from the financial crisis of 2008-2009 continues to be met by skeptical 

investors.  As we test 18,000 on the Dow, we don’t see celebrations like we did when the Dow crossed 10,000.  2014 has 

turned out to be another great year for the U.S. stock market and for the U.S. economy, but given the market volatility, world 

events, and investor sentiment, you would never believe it.  The Dow Jones Industrial Average had a return of 7.5%, the S&P 

500 return was 11.4% and the NASDAQ was up 13.4%.  The high yield on the 10-Year U.S. Treasury Note was 2.99% and 

the low was 2.06% and has closed at 2.173% at year-end.   Looking back at 2014, we experienced numerous unexpected 

events such as the “polar vortex”, the Crimea/Putin conflict, Ebola, and the price of oil dropping off a cliff.  There were also 

several expected events that tested the market:  a new Fed chair, the end of quantitative easing, and a mid-term election. 

The markets seem to have been event driven in 2014 as we had panicked steep sell-offs that quickly reversed to advances to 

new highs. 

Despite how we all feel, the U.S. economy continues to improve.  Unemployment has dropped from 6.7% in January to 5.8% 

in December.  The latest figure for the GDP for the 3rd quarter was a surprising 5%, beating the forecasts, and suggesting 

that growth could continue to improve.  The drop in gas prices at the pump puts more money in people’s pockets which helps 

retailers.  Businesses that depend on using energy have also experienced a boost to their bottom line.  Housing, auto sales, 

and manufacturing all continue to improve.   

Oil seems to be the biggest question right now.  Brent crude has fallen dramatically from its high of $115.15 on June 19 to 

$53.27 at the end of the year.  This makes many of us, especially here in Texas, a little uneasy since it hurts the producers—

one of the anchors of our economy.  At first it seems to be mostly a supply issue, but with developing economies, such as 

China, showing signs of softening, it’s hard to imagine that the data won’t also show a demand fall-off, as well.  The free-fall 

in energy seems to have over-shot what the equilibrium price should be, though. Eventually oil will find its new base as 

production cuts begin to affect supply. Long term, the decline could boost U.S. consumption and GDP, but we will be watching 

closely for any signs of a global recession reflected in slowing demand from both emerging and developed economies. 

So where do we go from here?  It’s hard to see that the trends here in the U.S. won’t continue.   U.S. based companies are 

generally in good shape. The labor market and household balance sheets will support further growth.  The lack of 

international growth and a soft European economy will make investing in the U.S. the most attractive.  The Fed could make 

their first rate hike since the financial crisis, but rates should continue to stay low.  Even though there is little to no sign of 

inflation, both businesses and individuals continue to feel the effects of rising health care costs from the Affordable Care Act.   

With the uncertainty of global growth, Fed policy, and commodities, earnings rather than a price to earnings (P/E) expansion 

will be a key driver for any market appreciation in 2015.  Volatility seems to be here to stay. Patience and careful stock picking 

are the keys to good long term results during these volatile times. 

We wish all our clients and friends a happy and healthy 2015! 
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