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2014 Market
Numbers:

S&P 500: +11.4% to 2,059
NASDAQ: +13.4% to 4,763
DJIA: +7.5% to 17,823

10-Year Treasury Yield:
-28.6% t0 2.17%

Gold: -1.5% to $1,184/0z

Although the commentary in this
newsletter has been thoroughly
researched, well-reasoned and
contains many impressive multi-
syllabled words, please enjoy it
responsibly. There are many eco-
nomic minds that are far smarter
than mine—and even they can'’t
agree on even the simplest eco-
nomic questions. In other words,
please enjoy this newsletter with
the full understanding that it may
be entirely wrong.

A masterful examination of the previous month’s financial events, written by Brad Blackburn, CFP ©

(and made even awesomer by Andrea Dickerson)

2014 - The Year in Review

As we look back on 2014, | think it’s helpful to
recall 2013, which | dubbed “The Ugliest Pretty
Year in Stock Market History.” The stock market
boomed, but the economy was sluggish, and our
politicians spent their time accomplishing lots of
“big things” (The Fiscal Cliff, the Sequester, a gov-
ernment shutdown...).
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With that as the backdrop, | courageously made
the following prediction about 2014:

“The only way this strong run in the stock market
can continue is if the economy charges forward. |
don’t want to jinx it, but that is starting to look
like a real possibility. After somehow managing to
limp through everything 2013 threw at it, the
economy seems poised for a jump... However,
even if the economy picks up speed, it’s hard to
imagine we are headed for another year in the
stock market like 2013...”

| don’t mean to brag (of course | do), but that’s a
pretty solid prediction. | must be pretty good at

wildly guessing the future. It did turn out to be a
good year for our economy, and a decent year for
stocks. The other major financial themes of the
year were the weak global economy, interest rates
falling even more, and the sharp drop in the price
of oil.

After a lackluster first quarter, our GDP grew 4.2%
in the second quarter and 5% in the third quarter.
That’s the best 6-month period we’ve seen since
2003. The job market was impressive in 2014 too:
Our economy averaged nearly 225,000 jobs added
per month (anything over 200,000 is considered
strong). Job growth has been remarkably con-
sistent: According to Forbes, this is the longest
stretch of 200,000 or more jobs added a month
since 1995. There are still some “warts” on the job
market (low participation rate and weak wage
growth), but strong, consistent growth like we’ve
seen is a great way to finally clear those up.

Unfortunately, the global economy isn’t doing
nearly as well. Let’s start with China, which recent-
ly passed
America as
the largest
economy in
the world

(gulp).

(Cont’d on Page 2)
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Even China’s “official” numbers show they are
slowing down significantly. But what if their
official numbers are a bunch of Kung Pao

Hooey™? (Trademark: Blackburn Financial)

As worrisome as China is, Europe would trade
places with China every day of the week, and
twice on days they could get Vladimir Putin to
go away quietly. The European economy was
already struggling — and then Russia pounded
some vodka and started a fight in Ukraine.
Between the resulting economic sanctions and
the falling price of oil (which some would say IS
a deliberate sanction), Russia is now engulfed
in a legitimate economic crisis. Russia is a big
deal all by itself, but the Russian crisis will also
have a major impact on Europe. If Russia’s re-
sponse to their crisis is to pound even more
vodka and start even more fights, the Europe-
an economy will be in trouble. Thankfully, |
think we can trust Vladimir Putin. He seems
nice.

In my December 2013 newsletter, | chal-
lenged my readers to predict the perfor-
mance of the S&P 500 in 2014. At the time,
you might have thought to yourself:
“Ummm... Aren’t most of Brad'’s readers peo-
ple who hired him precisely because they
don’t want to think about the S&P 500? No
one is going to take him up on that stupid
contest.” But that would be wrong. After
issuing the challenge, | was quickly inundat-
ed with predictions. In fact, | ended up with
503 (the margin of error is +/- 500).

2014 was also “The Year of the Tapering,” as
the Fed slowly ended their QE program. The
end of QE prompted me to write the follow-
ing ill-fated words:

“It’s also good that interest rates are likely
on a long-term upswing. That’s the mark of
a strong economy.”

If interest rates are on “a long-term up-
swing,” it sure hasn’t happened yet. It
makes me feel better that | wasn’t alone in
my incompetence. In May, a Bloomberg poll
of economists found that every single one
of them believed rates would rise over the
following 6-months. It’s been six months...
and rates have fallen even more. This is just
the most recent example that no one really
knows anything.

Had the year ended on December 17", my
prediction of a 7.5% gain would have
looked brilliant. But over the last two
weeks of the year, the S&P 500 grew nearly
5%. All those wonderful gains for my clients
really ticked me off. I've never been so an-
gry about the market going up.

That’s the perfect segue to the following
question: What's going to happen in 2015?
I worry about Russia, Europe and China. |
also worry that the stock market isn’t
cheap anymore. We might be pushing ever
-so-slightly into “bubble” territory. For
years, I've argued against using the “B”
word, but the stock market just keeps
moving higher and higher. Every step
makes a bubble more likely.

Even if
thereis a
bubble,
that
doesn’t
mean it’s
about to
burst in

spectacular

fashion. It might slowly deflate, it might
keep growing for years, or | might be com-
pletely wrong. But given that stocks are up
more than 40% over the last two years,
and the global economy is a mess, my offi-
cial 2015 prediction for the markets is this:
Zero. | expect a year of pushing, pulling,
and grinding our way to the same place we
are now.

Despite the misleading title of this article, I'm
not going to actually name the winner. That’s
for confidentiality reasons, and also because |
don’t want everyone to know how much
smarter she is than me. There will be no con-
test in 2015. | don’t want to play anymore.




Will 2015 be like 20117

As | sat quietly with my crystal ball and pon-
dered the fortunes of the stock market in
2015, | slowly came to the following realiza-
tion: 2015 might look a lot like 2011. Re-
member 2011? We had a slowly improving
economy, an upcoming presidential elec-
tion, an international crisis that threatened
the global economy (the PIIGS European
crisis), and in the year before, the S&P 500
gained 12.5%.

The similarities are notable: Like 2011,
there’s a presidential election next year. It's
also easy to imagine an international crisis
causing waves in the markets (Russia, ISIS,
Greece, North Korea, Iran...) —and the S&P

500 grew 11.5% in 2014 (which is close
enough to be noteworthy). The biggest
difference is that our economy now is
much stronger than it was in 2011.
However, the global economy is really
struggling. 2015 will likely be a tug-of-
war between the global economy and
the US economy. If we can pull the
world up, 2015 might be another great
year. But what if the world pulls us
down? | believe the economy will stay
fairly strong, but the markets have seri-
ous headwinds to fight through.

If 2015 really does resemble 2011,
what do we have to look forward to?

Here’s how | described 2011 at the time:

“I struggled mightily to come up with the
right metaphor for the stock market in 2011.
We experienced all kinds of drama, stress
and suspense — yet made very little headway.
Should I have gone with a hamster on a
wheel? A roller coaster? A dog chasing its
tail? “

Roller coast-
ers are fun,
right? Have a
great 2015!

What will the next bubble look like?

If it wasn’t for the technology/dotcom bub-
ble in the late 90’s, I'd probably have a differ-
ent career. The booming stock market
brought in millions of new investors, so the
demand for new financial advisors was high.
Although | was an unproven recent college
graduate, | was hired, trained, and thrown to
the public. The bubble got me in the door -
which means all my blissfully happy clients
owe their happiness to a bubble.

So bubbles aren’t all bad... but | really, really,
really want to identify the next one before it
pops. So let’s look back on the last two bub-
bles to see what we can learn.

The tech bubble was caused by wildly opti-
mistic projections about the internet. Given
the amazing new technologies at play, no
one really knew just how profitable tech
companies might turn out to be. The market
ended up pricing the stocks of exciting new
companies on the idea that they’d all be ex-
tra-super profitable. When it turned out that
many never made a buck, the bubble burst.

I don’t think there’s much risk of a repeat
of the tech bubble, at least not soon.
While technology is still changing rapidly,
there’s nothing quite as game-changing as
the internet. Even more importantly, inves-
tors still remember the tech bubble. It’ll
take quite a few more years before we
repeat that mistake again.

The bubble that led to the financial crisis
was a little more complex. Low interest
rates fueled a boom in debt, and that
boom increased demand for real-estate,
which led to a bubble. At the same time,
giant financial institutions turned all those
real-estate transactions into wildly com-
plex “investments” like CMQ’s
(collateralized mortgage obligations) and
then borrowed billions of dollars to invest
in them. The result was a real-estate bub-
ble made much worse by how exposed our
financial institutions were to that bubble.

So... Could something like that happen

again? This one is more likely than anoth-
er tech bubble, but I’m still not convinced.
Our financial institutions haven’t changed
much, but they have changed. Further,
there’s been a small but significant culture
shift. The general public isn’t likely to start
borrowing again like they did before the
financial crisis.

So if a repeat of our last two bubbles isn’t
coming, what could be? My best bet is a
Fed-fueled bubble in the economy. If the
actions of the Fed helped our economy
finally start to grow, what happens when
the Fed has to cool the economy down?
What if the “Fed-like Actions” of the Bank
of Japan and the European Central Bank
put the global economy into a bubble as
well?

I’'m not saying this is likely, but of all the
bubble scenarios, this is the most worri-
some. But | think the odds of this are low.
The world is still on high alert for bubbles
— | just can’t imagine investors allowing
another one to grow big enough to burst.



| should probably stop dreaming of
warmer times, and just enjoy what
winter has to offer. Here’s a picture
from a similar vantage point.

As much as | enjoy winter, sometimes |
want summer back. Here’s a picture of a
great moment from high above Cashmere.
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Any opinions are those of Brad Blackburn and not necessarily
those of TradePMR or First Clearing. Any information is not a
complete summary of all data necessary for making an
investment decision and does not constitute a recommendation.
Past performance may not be indicative of future results. The
information contained in this report does not purport to be a
complete description of the securities, markets or developments
referred to in this material. The information has been obtained
from sources considered to be reliable, but we do not guarantee
that the foregoing material is accurate or complete. The S&P
500 is an unmanaged index of 500 widely held stocks that’s
generally considered representative of the U.S. stock market.
The Dow Jones Industrial Average (DJIA), commonly known as
“The Dow,” is an index representing 30 stocks of companies
maintained and reviewed by the editors of the Wall Street
Journal. The NASDAQ Composite Index is an unmanaged index
of securities traded on the NASDAQ system.

If you would like to receive this newsletter via email, please email me at brad@blackburnfinancial.net.




