
Market Recap for January 2015 (1– and 12-month charts are provided on the 

next page) 

January was a challenging month for U.S. equities as the S&P 500 had difficulty 

digging itself out of a hole despite a number of good reasons to do so:   

 ISM Manufacturing and Non-manufacturing indexes having their best year 

since 2010 and 2005, respectively;  

 unemployment falling to a 7-year low;  

 gas prices falling to a 6-year low;  

 small business optimism at its highest level since 2006 and hiring plans highest 

since 2007;  

 and consumer confidence at its highest level since 2004. 

So, what’s the problem?  First, while the drop in oil prices has been great for the 

consumer, it is beginning to look like a mixed blessing as the consequent drag on 

oil patch employment, oil company profits, and producing nation economies have 

introduced a dark cloud behind the otherwise silver lining.    

Second, Q4 industry earnings reports are mixed.  With nearly half the S&P 500 

reporting (about 60% based on market cap), earnings are up about 5.5% from the 

same period a year ago.  This masks huge underlying movement:  without Apple’s 

$18 billion quarter, the increase would have been only 1.7%; without the Finance 

sector’s losses, the increase would have been 7.8%.  To put this in perspective, Ap-

ple’s gain basically offset the Energy sector’s loss. 

And there’s more.  The first estimate on Q4/2014 GDP came in below expecta-

tions at a 2.6% annualized rate, though not so unsurprising given the better-than-

expected previous two quarterly increases of 5.0% and 4.6%.  Inside the GDP re-

port, consumer spending and inventories were up while net exports and govern-

ment spending were down.  Keep in mind that there are 2 revisions to the GDP 

yet to come. 

Late in the month, the FOMC released the minutes from its December meet-

ing in which it called the U.S. economic expansion “solid” leaving some ana-

lysts to conclude the Fed funds hike may come sooner than expected.  While 

the consensus seems to continue to expect a mid-2015 rate hike, I continue 

to believe that a deferral should not come as a surprise given low inflation, av-

erage wage growth and dollar strength (a rate hike would act to strengthen 

the dollar, thus further weakening exports). 

On the international front, the ECB joined monetary easing programs from 

Canada, India, Turkey, Denmark, and Singapore with its first major QE pro-

gram, a trillion euro bond purchase program that kept European equities in 

the black for the month, but barely.  It will be interesting to see how this plays 

out in the coming months. 

Gold had an interesting month, climbing nearly 9%.  I’m not quite sure why 

this happened given the concurrent rise in the value of the dollar but suspect 

it may be not much more than a technical correction. 

Market Outlook 

The coming week brings a number important economic reports and addi-

tional Q4 corporate earnings reports.  On the economic front, reports will in-

clude factory orders, consumer sentiment, non-farm payrolls and the unem-

ployment rate for January.    

I continue to have a positive outlook for the S&P 500 for the year.  That said, 

with the index close to a 5% decline from its most recent high reached last 

December, weak current momentum and lower trend in the making (see 

page 4), I believe it’s best to avoid taking on new risk and to consider reducing 

risk in current holdings.  Perhaps this will be just a healthy (read: modest) cor-

rection.  If so, I’ll be happy to rejoin the party later. 
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2015 PREDICTIONS (UPDATED) 

As the year unfolds, I’ll offer updates to my 2015 predictions.  Here’s where I 

come out after only one month.  Revisions/comments are shown in blue italics.   

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. 

With a 3% decline in January, we now need an 11-13% increase by the end of the 

year to meet my estimate for the year.   Given the volatility from last year and ex-

pected this year, that increase is certainly possible.  While 2014Q4 corporate earn-

ings are generally above expectations, those expectations have been weakened 

considerably over the last several months, as they have been for 2015Q1, too. 

From a sector standpoint, I still favor healthcare, consumer discretionary and tech-

nology and would add utilities to my list of favorites.  While small cap stocks have 

shown improvement, they lack the momentum I was looking for and I believe there 

are now better opportunities elsewhere. 

With global recessionary pressures starting to show up in the S&P 500, I believe the 

risk for U.S. equities remains to the downside. 

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 

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

as Europe’s bellwether country. 

Despite the relative strength of international equities in January, goosed by the 

ECB’s announced trillion euro bond purchase program, I’m not yet ready to raise my 

estimate for the broad category of international equities, while India and China are 

living up to expectations and are continuing to do well. 

Dollar strength masks local country returns for most funds (the German DAX 

reached an all-time high last month, for example).  Therefore, an opportunity exists 

for improved relative international performance via funds that are hedged for cur-

rency risk.  My examination of a few of these funds shows a fair degree of volatility, 

so caution is advised. 

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. 

For the 10-year Treasury to end the year near 2.5%, it has a ways to go from its cur-

rent 1.68%.  The longer this current yield persists, the less likely will be my year-end 

estimate as I do not expect a rapid increase from any starting point. 

Investment grade corporate bonds had a strong month in January, rising in total 

value by 3%.  While such a monthly increase would be difficult to sustain, this does 

provide a good cushion for the balance of the year. 

While the preferred stock index fund PFF has fallen off relative to IGC bonds in 

January, I expect a recovery as time goes by.  I still like REITs and established divi-

dend-paying corporate stocks and have added  the 20+ year Treasury bond index 

fund to my list of expected outperformers. 
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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 another volatile month, continuing a trend of higher volatility that analysts are expecting  

this year.  Last month, I wondered whether the BTD (buy-the-dip) crowd would come to the rescue as they 

had on many prior occasions.  Today, I’d say the jury is still out.  Moreover, I’d say the short term risk is to the 

downside reflecting the loss of momentum as well as the broken support highlighted last month. 

The technical picture for the S&P 500 appears to be developing a new, reduced outlook as the support line established in 2014 is under pressure 

and the loss of momentum shown at the bottom of the chart is beginning to extend over an unusually long period of time.  From a macroeco-

nomic standpoint, this technical outlook makes sense as there is widespread weakness in both developed and developing international econo-

mies which can’t help but have an impact on the U.S., especially the large company contingent of the S&P 500.   According to Zacks Investment 

Research, Q1/2015 earnings estimates for the S&P 500 have fallen from nearly 11% 4 months ago to a negative 1% today. 

While it’s still a little early to put up a red flag (SPY is down not quite 5% from the most recent high point), I believe we are at a point where it 

would be wise to avoid taking on more risk and, indeed, considering a shift  to less risky equity sectors, including those seen to be holding up 

well in the current environment, like health care, utilities and even real estate at the present time. 

S&P 500 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 12/31/14, 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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International equities, represented here by Vanguard’s All-World (ex US) ETF, VEU, received a positive jolt  

in January as the ECB announced a larger-than-expected trillion Euro bond purchase program in hopes of 

stimulating inflation and growth in the Eurozone.  This program joins monetary easing programs in Can-

ada, India, Turkey, Denmark, and Singapore .  

From a technical perspective, VEU continues to reside in a price channel between $46 and $49 while also following a bit of a downward trend as 

shown below.  It remains to be seen whether the new QE program will restore asset values that the U.S. program is credited for having done.  

Until trend takes on a positive tone, I see little to recommend the broad index of international equities.  One thing to keep in mind is that VEU 

and most country- and region-specific funds are hedged against the U.S. dollar.  Strength of the dollar over the last 7 months (coinciding the de-

clining trend in VEU), along with declining commodity demand, present additional headwinds to hedged international equity performance. 

Repeating last month’s comment, there are few individual countries worth a place in a diversified portfolio.  As was the case last month, best 

among the lot 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 re-

bound (and has been doing very well on an unhedged basis with the DAX reaching an all-time high). 

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. 
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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 has fallen outside of the channel in place for about a year for the second time.  While I still do not 

see a reason to change my longer term outlook of outperformance on the part of equities, the weakness in the current economic situation glob-

ally leads me to a view that that the equity allocation should be watched very carefully with a consideration of lowering it if relative perform-

ance continues to weaken. 

On the right, in light of global economic weakness, the extreme outperformance of U.S. equities was finally overcome in January, as expected, 

with additional weakness driven by the Eurozone’s new, larger than expected, QE program.  That said, except for a few isolated countries, I’m 

not yet ready to reestablish a long term weighting to the broad index on account of the drag on commodity demand and the strength of the 

U.S. dollar. 

Asset Allocation and Relative Performance 



TLT seeks to track the investment results of an index composed of U.S. Treasury bonds with remaining maturities greater than twenty years.  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, rose sharply in January as equity weakness 

and declining interest rates joined to drive bond values higher.  The 10-year Treasury rate has fallen to 1.7%, a 

level not seen since a year-ago May, with a trend that appears like it may take the rate lower still.  That should 

not come as a surprise on fundamental grounds as the U.S. dollar strength continues in light of the monetary 

easing policies in Canada, India, Turkey, Denmark, Singapore and, now, Europe. 

In recent months, I have been showing a comparison of LQD to alternative income investments, most recently preferred stocks.  While that re-

lationship has weakened relative to the preferred stock index (not necessarily selected individual preferreds), especially last month, the decline 

in long term interest rates (both the 20-year and the 30-year rates are at all-time lows) has driven up the value of Treasury bond funds.  While 

it’s impossible to tell the timing and pattern of future rate increases, from a purely technical point of view, the 20-year Treasury bond ETF, TLT,  

presents a current opportunity to add performance to the income-oriented allocation of a portfolio.  As it is fair to say that TLT is in what some 

would call “a bubble,” careful monitoring is required. 

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 continued drop in the 10-year yield accompanied by a similar drop in the 2-year, 

though by not as much.  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). 

As previous increases in the short rate may have implied an anticipation of an increase in the Fed funds rate, the drop in 

January may reflect an easing of that concern as oil prices and constrained wage growth have placed a lid on inflation for 

now.  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.   

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 to flatten this past month) provides some level of concern though 

I believe we have a long way to go before we reach the flatness typical of recent recessions. 

Interest Rates and the Yield Curve 



Edward Lane is a CERTIFIED FINANCIAL PLANNER™.  Lane Asset Manage-

ment is a Registered Investment Advisor with the States of NY, CT and 

NJ.  Advisory services are only offered to clients or prospective clients 

where Lane Asset Management and its representatives are properly li-

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

agement unless a client service agreement is in place.   

Investing involves risk including loss of principal.  Investing in interna-

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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Disclosures 

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. 
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