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To the continuing surprise of many investors, 2014 became the sixth consecutive year 
that stocks advanced in price. Although gains of 7.5% for the Dow Jones Industrials and 
11.4% for the S & P 500 Index seem modest relative to the performance results of 2013 
[+26.5% and +29.6% respectively], investing in U. S. securities was “the place to be” last 
year. This statement applied not only to stocks but, quite surprisingly, to bonds as well. 
 
In actuality, there were a number of investment-economic surprises during the year. The 
remarkable strength of the dollar vis-à-vis other world currencies served to attract 
massive amounts of overseas capital. As a result, demand surged for U. S.-denominated 
bonds. Despite warnings that the termination of the Federal Reserve’s Quantitative 
Easing [QE] program would lead to a rise in interest rates, yields of 10-year Treasuries 
declined from 3.03% at the beginning of 2014 to a low of 2.17% by year end [a decline of 
almost 30%]. During the early days of January that rate fell below 2%. Yields on other 
long-dated bonds also dropped commensurately. 
 
As the year progressed, overall U. S. economic activity, including employment, 
accelerated to levels not witnessed in a number of years. These surprises were in marked 
contrast to a slowing economic trend in China and something worse throughout Europe 
and Latin America. Most observers project continued expansion within our domestic 
economy, although activity related to the Energy sector will prove to be an exception.  
 
Yet another factor that had not been forecast was the collapse in prices of numerous 
commodities, particularly during the second half of 2014. The 46% decline in oil/gasoline 
prices gathered most of the headlines but many other commodities experienced sharp 
price drops as well. Overall, the Bloomberg Commodity Index was down 17% for the 
year. Although consumers are viewing these declines as a plus to their budgets, many 
corporate managers have adopted a much dimmer view of the price weakness. Investors 
are just beginning to witness the repercussions to lower commodity prices as capital 
spending budgets are being reduced and employment levels are being cut back. 
 
As stated in the headline, investors have experienced six years of rising stock prices. The 
burning question is whether 2015 will also prove to be another year of price progression. 
While earnings and dividends will be trending upward, growth rates will be decelerating. 
And investors have yet to deal with the inevitable rise in interest rates as the Federal 
Reserve further reverses its policies of monetary ease. Additionally, it remains to be seen 
whether the overseas economic-political turmoil will affect our markets. Notwithstanding 
the numerous question marks, analysts argue that, despite the rise in stock prices over the 
past few years, valuations still appear reasonable relative to historic averages.  
 
         


