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MIXED ECONOMIC SIGNALS LED TO A FLAT 1st QUARTER 
 

Freezing winter weather throughout most of the nation will negatively impact many economic 
statistics for the first quarter of 2014. Gross Domestic Product [GDP] will be below the average 
of recent quarters; retail sales likewise will prove to be disappointing; and export sales as well as 
corporate profits are likely to be adversely affected by the strength of the U. S. dollar vis-à-vis 
most other currencies. 
 
While the market averages rose to new highs during the first quarter of the year, the Dow Jones 
Industrials were down 0.3% through the end of March. The S & P 500 was ever so slightly on the 
plus side of the ledger although the NASDAQ Composite did post a creditable gain of 3.5%. On 
balance, most portfolios were about even with their year end totals. That’s not all bad, 
considering the fact that the market averages have been up for six consecutive years. 
 
As mentioned above, first quarter profits are likely to disappoint investors because the strength of 
the dollar will negatively impact multinational company results. Moreover, some domestic 
companies will list adverse weather conditions as a reason for earnings shortfalls. These 
disappointments are coming at a time when the valuations of U. S. stocks are significantly above 
their long-term average. The Value Line median Price: Earnings Ratio stood at 18.9 at the end of 
the first quarter. That number compares with a 10-year average multiple of about 14 times 
earnings and a multiple of only 10.3 at the stock market low six years ago. 
 
Economic growth prospects outside the U. S. remain a source of great concern. Of particular note 
is the fact that China, the acknowledged engine for worldwide economic activity, is slowing 
down. While the political authorities of the country remain optimistic, economists are not so sure. 
Interestingly, however, is the fact that their investment markets, led by the Shanghai exchange, 
were among the strongest composites during the first quarter. Also, of the 20 best performing 
global public offerings during the quarter, all but 2 were Chinese concerns. 
 
The good news is that Spring has “sprung” and that occurrence should lead to a rebound in much 
of the economic data during the coming months. Another piece of good news is the fact that 
investors received a 12.7% increase in cash dividends in 2014. And, with the exception of Energy 
companies that are dealing with fallen oil and gas prices, the number of dividend increases is 
expected to remain high in 2015. Moreover, an average stock yield of 2% coupled with a 
dividend growth rate of approximately 10%, remains quite favorable relative to bond and money 
market yields.  
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