
Market Recap for December 2014 

December was a rocky month for equities, in general, as the S&P 500 dove 4.5% 

before almost fully recovering by month-end (international equities had an even 

worse outcome, diving nearly 7% before ending up with a 4.3% decline – about 

where they ended up for the year).  The month started off with good news as 

nonfarm payrolls surged to 321,000 on a broad industry basis, its largest increase 

in almost 3 years, with upward revisions to the prior two months.  The unem-

ployment rate dropped to 5.8%, its lowest level since July 2008, while average 

weekly hours increased to a level not seen since May 2008.   The auto sales rate 

also experienced improvement with the highest rate of sales since 2003.   

The positive economic performance was barely enough to move the S&P 500 

forward briefly before succumbing to concerns about a potential government 

shutdown, international weakness, and an early end to the Fed’s zero interest 

rate policy (ZIRP).  The decline in oil prices did not help equity prices as much as 

one might have expected as the view was that this illustrated weakness in the 

global economic recovery, not to mention what it did to oil producing re-

gions.  The result was the sharpest weekly decline in the S&P 500 and DJI in 

2½ years. 

Then, right on cue, the Fed announced that there would not only not be an 

early end to ZIRP, but that the FOMC would be “patient” in deciding when an 

increase would occur.  Following the announcement, the market reversed 

course and had its largest 2-day gain in the last two years.  This was then fol-

lowed by the third and final revision to the Q3 GDP with an above-

expectations annualized 5% “print.”  The net result of this churning was a 

small loss in the S&P 500 for all of December.  The U.S. economic outlook re-

mains positive though the impact of the decline in the price of oil may not be 

fully felt at this point, or even understood, as non-exporting countries have in-

creased disposable income while producing countries, including the U.S., will 

experience a loss of capital investment-driven job growth or worse in the case 

of those countries highly dependent on oil revenues.   
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The charts on the following pages use mostly exchange-traded funds (ETFs) rather than market indexes since indexes cannot be invested in directly nor do they reflect the total return 

that comes from reinvested dividends.  The ETFs are chosen to be as close as possible to the performance of the indexes while representing a realistic investment opportunity.  Pro-

spectuses for these ETFs can be found with an internet search on their symbol.  Past performance is no guarantee of future results. 



Recap for All of 2014 

As shown below and on page 15, notably excepting investment grade corpo-

rate bonds, 2014 was a volatile and challenging year for investors.   As recently 

as mid-October, the S&P 500 was up barely more than 2% for the year, after 

earlier being up over 10%, as concerns about slowing global growth gripped the 

U.S. market — and still do grip much of the developed and developing interna-

tional market.  Lipper reports that 85% of actively-managed mutual funds 

trailed their benchmarks through November, while 20% of the stock market 

gain in 2014 could be attributed to just 5 stocks.  In a similar vein, Goldman 

Sachs reports that 85% of large cap mutual funds trailed the S&P 500 for the 

year.  As for more diversified investors incorporating international equity funds, 

the outcome was even more disappointing.  The issue, according to Goldman, 

was low dispersion of stock market returns which led to relative underperfor-

mance of many growth vs. value, focused market cap, and sector funds.  Hedge 

funds had an even more difficult time, improving an average of just 2% for the 

year, according to Bloomberg, while two of the top three tactical strategy 

funds had double-digit losses and the third barely broke even.   

Of the sectors shown in the chart, the winner for year was large cap U.S. equi-

ties, though investment grade corporate bonds did very well and with low vola-

tility.  Gold held its own despite a rise in the U.S. dollar (see page 14).  Europe 

lost momentum as concerns rose about the state of the broader global econ-

omy and emerging markets absorbed the impact of the drop in oil prices. 

The big stories in 2014 were: 

 The U.S. Federal Reserve and timing of the benchmark rate increase 

 Constrained global growth as written about by the IMF and others 

 The strength of the U.S. economic recovery,   

 Oil, and 

 Geopolitical tensions, largely with Russia. 

It wouldn’t surprise me that these same stories dominate the investment pic-

ture in 2015. 

** *** ** 
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Investment Forecast for 2015 

I begin each year mindful of what Bob McTeer, the 

former head of the Dallas Fed once said, “The first 

rule of forecasting should be don’t do it.  Nothing good 

comes from it.  … My rule is, if you have to do it, do it 

often.”  So what you read here is best taken with a 

grain of salt and an understanding that the forecast 

may change as events unfold.   

Domestic Equities 

Last year, I chose to be more conservative than the consensus of 11.5% for the  

S&P 500 (total return) with a personal forecast of 8% for 2014.  In mid-

October, following a depressing IMF report on projected global growth, and 

again in mid-December, possibly in anticipation of an announcement of an 

early end to the Fed’s zero interest rate policy (ZIRP), it looked like the out-

come was going to be closer to my target than the consensus.   

In both cases, however, the continuing strength of the U.S. economy and Fed 

Chair Yellen’s December indication that the Fed would be “patient” before 

making any moves to increase the Fed funds rate, resulted in stunning rever-

sals leading to a total return for the S&P 500 of about 13.5% for the year.    

For 2015, I’ll be using the following criteria to form my year-end estimate for 

the S&P 500 and for any updates: 

 Long term performance.  20– and 35-year total return for the S&P 500 has 

hovered around 10%.  This remains a good starting point estimate for the 

coming year.  

 Corporate earnings.   According to FactSet Research, the estimate of S&P 

500 earnings growth expectations for Q4/2014 declined from 8.4% made last 

September to 2.6% currently, largely on account of revisions in the Energy 

sector.  The estimates for all of 2015 have similarly declined from 11.8% 

made 3 months ago to 7.9% today while profit margins are expected to im-

prove somewhat.   Barron’s  survey reports a similar estimated growth of 

EPS for all of 2015 of 7.5% based on input from 10 prominent investment 

analysts.   

The Barron’s and FactSet surveys, however, mask an interesting divergence in 

analyst projections with Goldman Sachs projecting about 3.4% EPS growth 

for 2015, Morgan Stanley, US Bancorp and JP Morgan Chase projecting 7-8% 

growth and Blackrock projecting about 12%.  Putting this in context, Stan-

dard and Poor’s Howard Silverblatt shows actual EPS growth in 2014 of 12.3% 

(using Q3/2013 to Q3/2014 as the basis that primarily impacts equity prices 

during a calendar year). 

Interestingly, it appears that much of the reduction in EPS estimates relates 

to a sharp reduction in the estimates for the first half of 2015 (I wonder if 

that takes into account the dismal showing in the first quarter of 2014, the 

comparison to which should look pretty good).    

Taking all of this into account, including the expected headwind from the im-

pact of lower oil prices, my estimate for EPS growth in 2015 (using the pe-

riod Q3/2014 to Q3/2015) is 10%.  (A word of caution:  the definitions of EPS 

from alternative sources are quite varied — operating vs. as-reported, infla-

tion adjusted or not, and measurement period.) 

 Monetary Policy.   Although the U.S. Federal Reserve ended its bond pur-

chase program in 2014, the retention of its ZIRP helped to buoy the U.S. eq-

uity markets throughout the year while concerns about an early end to ZIRP 

rattled the markets on more than one occasion.   

The question now is when and by how much the Fed will move off its current 

near-zero rate.  From the reports I’ve read, the consensus appears to be that 

the Fed will increase the rate around mid-year with a few analysts predicting 

no increase until Fall and one or two that I’ve read suggesting an earlier end. 

Chair Yellen has indicated that any move in the rate will be data driven and 

the data that seems to be the most watched are the inflation rate, unemploy-
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ment and average hourly wages:   

1. As the inflation rate remains well below the Fed target of 2% (about 

1.7% in the most recent monthly increase and 1.3% over the last 12 

months) and there appears to be little evidence of pressure from 

wages or commodities, I don’t see inflation as causing a Fed move in 

the near future.   

2. Although the unemployment rate is now at 5.6%, its lowest rate since 

June 2008, the Fed has backed off its focus on the absolute value as a 

trigger to its timing for the benchmark rate increase.   One concern-

ing issue is the labor force participation rate, now at a level not seen 

since the late 70’s.  

3. In the December reading, just released the average hourly wage actu-

ally decreased by 0.2%.  Although the increase in average hourly wages 

has averaged about 0.19%/month since 2006, improvement has been 

largely eaten up by inflation.  My suspicion is that this is a key issue for 

the Fed in determining when to put forth an increase in the Fed funds 

rate.  I am not very optimistic about average hourly wage growth in the 

U.S.  First, I see a continuation of global leveling of income as emerging 
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economies grow their middle class through economic development 

that invariably puts pressure on employment and wages in more de-

veloped economies like the U.S.  Second, regrettably, the dynamics of 

politics in the U.S. has not, and does not appear like it’s going to, favor 

policies that lead to meaningful increases in average hourly wages. 

In terms of the expected Fed funds rate increase, my bottom line is this:  I 

do not expect the first half of 2015 to produce the kind of signal that the 

Fed is waiting for to increase rates.  Thus, the soonest I expect an increase 

would be in the Fall, although later wouldn’t surprise me as we stand today.  

Frankly, the greatest motivation I see for a rate increase in 2015 is the lesser 

likelihood of a rate increase in 2016, an election year, even though that 

might make more sense based on the data.  Regardless of when the rate in-

crease does occur, I expect the Fed to telegraph its intentions well in ad-

vance and to take baby steps on future increases. 

In terms of  market impact, I expect the Fed to remain directionally accom-

modative and unlikely to do any significant or lasting damage to equity or 

bond prices (though bond prices may be more vulnerable over time). 

 Market Valuation.  There are several different measures of market valuation, 

including P/E ratios based on trailing 12 months earnings (TTM) and infla-

tion-adjusted historical earnings (CAPE or cyclically-adjusted PE, aka the 

Shiller PE).   Many analysts looking at these charts conclude that equities are 

way overvalued.  I agree valuations appear on the high side, but I’m not con-

vinced that historical ratios are entirely comparable as there has been a sig-

nificant reduction in shares outstanding through buybacks and mergers.   

On the other hand, while ultra low interest rates have the effect of increasing 

equity valuations, they have also inflated the price of fixed income securities.  

So, when rates do start to rise, as money needs to flow somewhere, my view 

is that the net lasting impact may be less than some expect, all other things 

being equal. 

 Analyst estimates.  According to a survey of 10 prominent analysts by Bar-

ron’s published in December (prior to two recent market slumps), the aver-

age expected increase in the S&P 500 index for 2015 was 10%.  (Note that 

the index does not include the impact of reinvested dividends which were 

worth about another 2.3% in 2014.) However, the range of predictions by 

these analysts was as low as 5% to as high as 17%. — which makes you won-

der how these experts can see things so differently. 

To be sure, there are those who have a very different view.  One is John Huss-

man of Hussman Funds.   His view is that the market is extremely overvalued 

and overbought, and that the expectations for corporate earnings are unreal-
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istically high.  He makes a strong case for a substantial correction (“the like-

lihood of a market loss on the order of 40%, 50% or even 60% in the next few 

years is quite high”).  While he’s been predicting major corrections for over 

two years, he’s worth reading for an intelligently presented bear case (see  

http://www.hussmanfunds.com/wmc/wmc150112.htm).  

 Hiccups.  The chart below shows the size and frequency of market correc-

tions to the exchange-traded fund, SPY (total return for the S&P 500 index) 

over the last 4 years.  Three things stand out: (a) half the corrections are less 

than about 5.5%, (b) the frequency of corrections picked up considerably in 

2014 and (c) most corrections were met by a spike in volume that brought 

about a recovery to new market highs.  For 2015, analyst expectations are 

for another volatile year.  While the past is no guarantee of future perform-

ance, I think we’ll find that 2015 will look a lot like 2014 with relatively fre-

quent corrections of under 6%.   If this turns out to be the case, it will be a 

healthy development as steam is periodically let out of the market and a 

larger correction will be avoided. 

 International.  The international economic situation is complex and very re-

gion and country specific.  For the Eurozone, a near recession may be 

avoided, or at least mitigated, on account of sharply reduced oil prices, cheap 

currency and new stimulus measures by the ECB.  That said, recovery is ex-

pected to be slow, in the neighborhood of 1%, as indicated by a survey of 

economists by the Financial Times.   China’s growth rate, while still the larg-

est in absolute terms, will slow to the 7% range as the global slowdown re-

duces exports.  While there’s diversity in Latin America, commodity export-

ers, like Brazil and Chile will feel a pinch as demand from China slows, not to 

mention the impact of lower oil prices and a broader global slowdown.  Ex-

porters of manufactured goods, especially to the U.S., like Mexico, will bene-

fit from the strong U.S. dollar.  Japan will remain in the slow lane with growth 

in the neighborhood of 1%.   India looks like it will be a bright spot in the 

global economy with one of the few currencies showing strength against a 

strong U.S. dollar and projected growth above 6% despite some serious infra-

structure problems.  From a regional standpoint, I believe Asia is likely to re-
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main in a leadership position with Latin America being the most challenged.  

Overall, as indicated by an IMF report last Fall, without stimulative fiscal 

measures, broad measures of global growth will be unappealing in 2015.  

 Market risks.  For 2015, here are some of the factors that could unhinge an 

otherwise potentially decent year for U.S. securities:  

 Corporate earnings coming in below expectations 

 An unexpectedly large or rapid increase in the Fed funds rate 

 Recession in Europe caused by unwillingness on the part of the ECB to 

provide sufficient stimulus or disruption in Eurozone participation 

 Growth in China coming in well below expectations 

 Much further deterioration in the price of oil as it will impact produc-

ing nations severely and even the U.S. where infrastructure spending 

will suffer 

 A tip-over in the global economy that becomes self-reinforcing 

 A geopolitical event such as a severe cyber attack or conflict with Rus-

sia, Iran, or North Korea (or between China and Japan). 

One last risk factor that needs mention is a complete loss of investor confi-

dence that takes on a momentum of its own.  Some call it a bubble bursting, 

but whatever it is, I believe our current investing environment contains an 

element of fear that has shown up in increased market volatility (see the 

chart on the prior page).  While short term corrections are healthy, inves-

tors need to be prepared for how they will respond to a major shift in risk 

preference. 

** *** **

2015 PREDICTIONS 

So, if you are still with me, here are my predictions for 2015.  They apply to mar-

ket conditions that are evident today.  I reserve the right to make an update 

along with everyone else as the year unfolds. 

U.S. Equities 

As I believe the primary drivers of stock market returns in 2015 will be corpo-

rate earnings and modest, if any, movement on the federal funds rate,  my ex-

pectation for the S&P 500 for 2015 is for a total return of 8-10% (measured by 

SPY) with risk to the downside on account of international considerations.  On 

a sector basis, I expect healthcare, technology, consumer discretionary and 

small cap stocks to outperform.  There may be a rebound in energy, but I’m not 

prepared to go there now. 

International Equities 

My estimate for total return from international equities, as measured by the 

Vanguard All-world (ex U.S.) fund, VEU, is 2-3% less than SPY which, given the 

above estimate, is 5-8% for VEU.  I believe the international equity returns will 

be very region specific with India and China leading the way and commodity-

producing regions lagging.   Europe is a wild card as the broader economy strug-

gles while the ECB may come to the rescue.  I’d keep an eye on Germany as 

Europe’s bellwether country. 

Bonds and Other Income Securities: 

The 10-year Treasury yield surprised everyone in 2014, especially after its rapid 

increase in 2013.  The yield currently rests at about 2% and I believe it will end 

the year near 2.5%.  Total return for 7-15 year U.S. government bond funds in 

2014 was a bit over 9% while investment grade corporate (IGC) bonds funds re-

turned a bit over 8%.  For 2015, I expect total return for IGC bonds between 6% 

and 8%, still better than current yield.  I believe the best opportunities for in-

come investing will come from preferred stocks, REITs and established, long 

term dividend paying common stocks. 
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SPY is an exchange-traded fund designed to match the experience of the S&P 500 index adjusted for dividend reinvestment.  Its prospectus can be found online.  Past performance is no 

guarantee of future results. 
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December was a volatile month and January seems to have picked up where the year left off with continuing 

volatility.  Once again, the buy-the-dip crowd saved the day in December as did, of course, Fed Chair Yellen’s 

“patience” speech.  It will be interesting to see whether the BTD crowd will save the day again in early Janu-

ary. 

As shown in the chart below, a new (lower) resistance line to the price channel emerged in 2014.  While price 

pierced the lower support line 3 times in as many months, it’s not clear yet whether a new support line has been established.  That said, as the 

red and green trend lines meet, there will necessarily be a breakout of sorts one way or the other.  My expectation is that a new, flatter slope 

support line will be established parallel to the new resistance and this will result in the continuation of the lowered trend established in 2014.  

On a shorter term basis, price has been losing steam (momentum) since early December, a pattern I expect to continue for at least a short pe-

riod of time yet. 

S&P 500 Total Return 



SPY is an exchange-traded fund designed to match the experience of the S&P 500 index adjusted for dividend reinvestment.  Its prospectus can be found online.  Past performance is no 

guarantee of future results. 
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Below is a 20-year weekly chart of the total return for the S&P 500 with a 50-week moving average trend 

line and the momentum indicator MACD.    Here’s what I said a year ago:  “Yes, the S&P 500 valuation is on 

the high side, but not in bubble territory in my view.  Moreover, neither the U.S. nor the global economy is 

anywhere near being overheated.  From this perspective, the slow but steady economic recovery may be a 

more acceptable long term investing environment.  This is not to say that corrections won’t occur—one is likely in the com-

ing months.  This should be viewed, however, as a normal cyclical pattern (observe the last 20 years) and taken as an oppor-

tunity to modify a long term asset allocation.”  I think this view remains appropriate today. 

Notice in the chart below the recent two-year trend channel (in red) rising faster than the longer 6-year trend in which it resides as well as 

faster than the previous multi-year up-trends.  That, along with price being at the top of the current longer trend, suggests to me that we will 

see a slower pace take hold, possibly soon.  For that reason, investors should have risk control measures in place as well as lowered expectations 

for equity returns relative to the last two years. 

S&P 500 — The Longer Trend on Total Return 



VEU is an exchange-traded fund designed to match the experience of the FTSE All-world (ex U.S.) Index.  Its prospectus can be found online.  As of 11/30/14, VEU was allocated as follows: 

approximately 19% Emerging Markets, 46% Europe, 28% Pacific and about 7% Canada.   Past performance is no guarantee of future results. 
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In recent months, international equities, represented here by Vanguard’s all-world (ex US) ETF, VEU, 

tested support and resistance lines at $46 and $49, respectively, with the support level apparently giving 

way as price looks to test the next level of support just above $44.   I imagine with the weightings as they 

are (see allocation below the chart), the combination of the near-recession in Europe and the collapse of 

commodity prices (not just oil), the performance of VEU should not be too surprising.  Moreover, taking the broad index as a 

whole, I suspect that any meaningful recovery is still some time off.  Certainly, there’s not much in the current technical outlook that suggests a 

near-term turnaround. 

On the other hand, within the broad index, there are a few countries worth a place in a diversified portfolio.  Best among the lot as I see it today 

would be India where the Bombay stock exchange has been in an uptrend for most of last year and the country enjoys a positive outlook from 

analysts including Goldman Sachs and Blackrock.  China should also be on the list where slower projected growth is still expected to be among 

the fastest in the world.  At some point, Europe will find its footing.  When it does, Germany is likely to be among the first to rebound. 

All-world (ex U.S.) 



SPY,  VEU, and LQD are exchange-traded funds designed to match the experience of the S&P 500, (with dividends), the FTSE All-world (ex US) index,  and the iBoxx Investment Grade 

Corporate Bond Index, respectively.  Their prospectuses can be found online.  Past performance is no guarantee of future results. 

Page 11 
Lane Asset  Management  

Asset allocation is the mechanism investors use to enhance gains and reduce volatility over the long term.  One useful tool I’ve 

found for establishing and revising asset allocation comes from observing the relative performance of major asset sectors (and 

within sectors, as well).  The charts below show the relative performance of the S&P 500 (SPY) to an investment grade corporate 

bond index (LQD) on the left, and to the Vanguard All-world (ex U.S.) index fund (VEU) on the right.   

On the left, the relative strength of equities remains in an established channel although there’s been a great deal of volatility in recent months.   

I expect the trend going forward, while not without volatility, will continue to favor domestic equities.   While I plan to overweight equities in the 

coming weeks or months, given the volatility today, I would remain near a strategic (long-term) allocation until a more certain direction is es-

tablished. 

On the right, in light of global economic weakness, U.S. equities are shown to be trouncing the broad international index.  The relationship is so 

extreme, however, that it may prove useful to add a small exposure to selected oversold countries, e.g., Germany, Canada, and South Korea, to 

name just three in different regions.  Strategically, I would continue to underweight international equities until we see reliable fundamental and 

technical reasons to do otherwise. 

Asset Allocation and Relative Performance 



PFF seeks to track the investment results of the S&P U.S. Preferred Stock Index (TM) which measures the performance of a select group of preferred stocks .  LQD is an ETF designed to 

match the experience of the iBoxx Investment Grade Corporate Bond Index.  Prospectuses can be found online.  Past performance is no guarantee of future results. 
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Investment grade corporate bonds, represented below by LQD, broke out of the narrowing channel I de-

scribed last month to the upside.  I suspect this is a result of the decline in long term rates that has been go-

ing on, to the surprise of many , including me, throughout 2014, more so than an avoidance of equities.  LQD 

had a total return in 2014 over 8%, nearly 5% more than its current yield.  I’m expecting a slightly lower total 

return in 2015, but still very attractive. 

In recent months, I have been showing a comparison of LQD to alternative income investments.  Truth is, as well as LQD has performed over 

the years, the potential for an unexpected sharp increase in interest rates leads me to recommend diversification of income-oriented invest-

ments (as I do with equities).  Recently, despite a fair amount of volatility as shown in the chart on the right below, I’ve been partial to preferred 

stocks.  At this writing, the trend in the relationship with PFF, a preferred stock index fund, is volatile, though slightly in favor of preferred stocks, 

while the momentum is weakening.   

Income Investing 
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Shown on the left below is a 5-year comparison of the 10-year Treasury yield to the 2-Year Treasury yield.  What’s inter-

esting about the chart this month is the growing strength at the short end of the yield curve with more weakness at the 

longer, signaling further flattening of the yield curve.  Typically, the flattening of the yield curve suggests slower economic 

growth and that’s very much like the economic mood today (not necessarily recession-like, but slower still). 

The higher short rate seems to be reflecting growing anticipation of a Fed Funds rate increase, perhaps on account of the 

continuing improvement in the U.S. economy, especially employment.   On the other hand, the lower long rate, I think, 

has a more complex explanation that includes lower expected economic growth abroad and dollar strength as U.S. rates remain relatively high 

among developed economies.  The decline in the longer rate provides ballast for bonds — as long as it lasts. 

On the right is a snapshot of the yield curves at the beginning of 2011 (red top curve) and today (purple bottom curve).  As a flat yield curve is 

associated with a recession, the flattening of the curve since 2011 (continuing this past month) provides some level of concern though we have a 

long way to go before we reach the flatness typical of recent recessions. 

Interest Rates and the Yield Curve 
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This chart shows the relationship of the U.S. dollar (USD) to a basket of developed-economy currencies (the Euro (nearly 

60% of the weighting), Yen, British Pound, Canadian Dollar, Swiss Franc and Swedish Krona).  Against those currencies, the 

USD gained strength in 2014, though to a lesser degree than the rapid gain in 2008 and again in 2010.  The USD is now back 

to the level last seen in 2006, but hardly at its strongest point.  What this chart does not show is the relationship of the USD 

to major currencies in emerging markets, such as the Indian Rupee and the Chinese Yuan, but also the Russian Ruble, Brazil-

ian Real, the Argentinean Peso, and others.  Against 20 emerging market currencies as a group, Bloomberg reports a decline in those currencies 

of over 10% last year.  Closer analysis shows that the Rupee actually gained against the USD while the Yuan fell just a little over 2%. 

It’s not clear exactly why the USD gained so much ground last year, though it seems to be some combination of expectation of the Fed increas-

ing the benchmark Fed funds rate and a flight to quality by international investors seeking safety and seeing their own currencies lose purchas-

ing power (and exacerbating the same).   

One possible implication of recent USD strength, however, will be to forestall Fed action as further strength will hinder net exports and GDP 

growth.   It’s for that reason and the persistence of low inflation and weak growth in average hourly earnings that I believe the Fed meant it 

when Janet Yellen said they would be patient regarding the timing of a Fed funds rate increase. 

While a stronger USD may be a positive development for holders of U.S. bonds (through capital gains), there may come a point at which this 

strength becomes self-reinforcing and leads to a currency crisis abroad (see the interesting  The Wall Street Journal article at http://

blogs.wsj.com/washwire/2014/12/07/how-the-rising-dollar-could-trigger-the-next-global-financial-crisis/).   It’s a complicated world. 

U.S. Dollar 
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The chart below shows the last 12-month performance of the indicated ETFs, the same ones that are on page 2.   

 Large cap domestic equities (SPY) outperformed all other groups with a total return of about 13.5% though there were moments during the year 

when it wasn’t clear this would happen. 

 The Euro Zone (EZU) was able to hold its own through June when weak economic conditions overwhelmed equity performance, finishing the year 

down almost 10%.  Note that the broader international index VEU (not shown) finished the year down about 4.5% indicating relative strength in other 

markets, especially those not dependent on oil or other commodity exports. 

 Gold (GLD) continues to languish, finishing the year down over 2%.  Given the likelihood of continuing strength of the U.S. dollar, I do not expect gold 

to have the kind of banner years in the future that it had in the 4 years following the financial crisis.  

 As is well-known by now, Oil (DBO) took a beating in 2014, with the sector commodity fund down over 43%.  While it’s reasonable to expect oil to re-

cover somewhat, on account of broad-based global economic weakness, I believe it will be several years before it reaches its prior levels. 

 Emerging market equities (EEM) declined over 3% in 2014.  Given the number of commodity producers in the emerging markets, the overall return for 

the group is better than what one might have expected. 

 Investment grade corporate bonds (LQD) had a much better year than expected with a total return of over 8%.  Considering the dividend yield in 2014 

was about 3.3%, the balance was due to a reduction in longer term interest rates. 

12-Month Performance 
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censed or exempted.   No advice may be rendered by Lane Asset Man-

agement unless a client service agreement is in place.   
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tional and emerging markets may entail additional risks such as currency 

fluctuation and political instability. Investing in small-cap stocks includes 

specific risks such as greater volatility and potentially less liquidity.  

Small-cap stocks may be subject to higher degree of risk than more es-

tablished companies’ securities. The illiquidity of the small-cap market 

may adversely affect the value of these investments. 

Investors should consider the investment objectives, risks, and charges 

and expenses of mutual funds and exchange-traded funds carefully for a 

full background on the possibility that a more suitable securities trans-

action may exist. The prospectus contains this and other information.  A 

prospectus for all funds is available from Lane Asset Management or 

your financial advisor and should be read carefully before investing. 

Note that indexes cannot be invested in directly and their performance 

may or may not correspond to securities intended to represent these 

sectors.  

Investors should carefully review their financial situation, making sure 

their cash flow needs for the next 3-5 years are secure with a margin 

for error.  Beyond that, the degree of risk taken in a portfolio should be 

commensurate with one’s overall risk tolerance and financial objectives. 

The charts and comments are only the author’s view of market activity 

and aren’t recommendations to buy or sell any security. Market sectors 
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Periodically, I will prepare a Commentary focusing on a specific investment issue.  

Please let me know if there is one of interest to you.  As always, I appreciate your feed-

back and look forward to addressing any questions you may have.  You can find me at:                             

 www.LaneAssetManagement.com 

Edward.Lane@LaneAssetManagement.com 

 

Edward Lane, CFP®  

Lane Asset Management 

Kingston, NY  

Reprints and quotations are encouraged with attribution. 

and related exchanged-traded and closed-end funds are selected based on his opinion 

as to their usefulness in providing the viewer a comprehensive summary of market 

conditions for the featured period. Chart annotations aren’t predictive of any future 

market action rather they only demonstrate the author’s opinion as to a range of pos-

sibilities going forward. All material presented herein is believed to be reliable but its 

accuracy cannot be guaranteed. The information contained herein (including historical 

prices or values) has been obtained from sources that Lane Asset Management (LAM) 

considers to be reliable; however, LAM makes no representation as to, or accepts any 

responsibility or liability for, the accuracy or completeness of the information con-

tained herein or any decision made or action taken by you or any third party in reli-

ance upon the data. Some results are derived using historical estimations from available 

data. Investment recommendations may change without notice and readers are urged 

to check with tax advisors before making any investment decisions. Opinions ex-

pressed in these reports may change without prior notice. This memorandum is based 

on information available to the public. No representation is made that it is accurate or 

complete. This memorandum is not an offer to buy or sell or a solicitation of an offer 

to buy or sell the securities mentioned. The investments discussed or recommended in 

this report may be unsuitable for investors depending on their specific investment ob-

jectives and financial position.  The price or value of the investments to which this re-

port relates, either directly or indirectly, may fall or rise against the interest of inves-

tors. All prices and yields contained in this report are subject to change without notice. 

This information is intended for illustrative purposes only. PAST PERFORMANCE 

DOES NOT GUARANTEE FUTURE RESULTS. 

http://www.LaneFinancialManagement.com
mailto:Edward.Lane@LaneFinancialManagement.com

