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2014 Market
Numbers:

S&P 500: -3.1% to 1,995
NASDAQ: -2.1% to 4,635
DJIA: -3.7% to 17,165

10-Year Treasury Yield:
-22.5% to 1.68

Gold: +8% to $1,279/0z

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)

Why’d It Do What It Did?

The glorious year of 2015 started off in grand
style as the Dow Jones had its worst start to
a year since 2008. But | don’t see what the
big deal is, was 2008 a bad year or some-
thing?

The rest of the month didn’t get much
better. But don’t worry; I’'m almost mostly
sure we aren’t headed for another year like
2008.

GDP & the economy:

After the strongest six-month period since
2004, during which the economy grew at a
5% clip, our GDP
only managed a
measly 2.6% in the
4% quarter of 2014.

Despite the panic button, I’'m not all that wor-
ried. This economy is strong, but it certainly
isn’t booming. So, after such strong growth
during the middle of 2014, the roller-coaster
was bound to head downhill a little bit. If that
doesn’t calm your nerves, just remember this:
The 1% quarter GDP report from last year
changed almost 3% between the first and final
reports. In other words: The first GDP report is
often total garbage.

The other major economic news was the con-
tinued strong growth in jobs. However, like
most of the recent economic data, the news
was more lukewarm than hot. The economy
added 252,000 jobs in December, and the un-
employment rate dropped to 5.6%. There will
be no quibbling from me about adding
252,000 jobs, that’s a legitimately strong num-
ber. But the unemployment rate dropped to
5.6% because even more people quit the
workforce completely. Even worse, wages ac-
tually dropped in December. Those aren’t
signs of a roaring job market. On the other
hand, there are currently nearly 5 million job
openings, so the sky isn’t falling.

(Cont’d on Page 2)
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(Why’d It Do What It Did?......Cont’d from page 1)

Europe the idea of not following the strict rules Thankfully, in the face of all this bad

s big thi h dinE . the rest of Europe put in place in ex- European news, the European Central
ome big things happened in Europe in

& g5 napp P change for the billions of dollars in loans Bank (ECB) finally officially announced
January. But before | get to that, | want

. Greece received during the crisis. Of their version of Quantitative Easing.
to remind you that the European econo- o o
. course, the Greek economy is still in Phew... Everything is going to be okay
my has been painfully weak for years.
. . shambles, and they aren’t very excited now. Yes, that was sarcasm. In the EC-
However, the economic news in January _ ) S o
told a slightly different story: The Euro- about non-Greeks telling them how to B’s defense, Europe is still in a crisis.
conduct their business. But not playing My biggest beef with the Fed wasn’t

pean economy is STILL weak.

along with the rules probably means leav- the first round of QE, but the two that
ing the Euro, which would likely make came after it when our economy was
things worse on Greece. The new Greek clearly not in a crisis anymore. But...
government does seems to understand the American economy looks pretty
this though, and their early actions have  good compared to Europe. Maybe I've
been surprisingly reasonable. So every- been wrong about QE this whole time?

thing will probably be okay. What a bum- So what should you make of all this?

mer.

| think our economy will be fine. Things

Switzerland took a turn shocking the mar- . . .
To make it worse, Greece is starting to ) he Swiss National :’ » are slowing down a little bit from the
ets too, as the swiss National Bank “cut frenetic pace we saw through the mid-

dle of 2014, but that doesn’t mean
we’re falling back to the painfully slow

cause problems again. During the Greek
crisis back in 2012, | boldly predicted
they’d leave the Euro. So far that’s been

its currency cap with the euro.” Yes, | to-
tally know what that means and why it’s

important. If you really sit back and think .
a terrible prediction; so my plan was to about it, | think you'll understand too. growth welwere.stuck in for ‘ye?rs‘:.
never, ever bring it up again. But | may However, I'm a little less optimistic

not be wrong after all, which would be about the stock market. | continue to
. think the coming months will be a
great news. Of course, Greece leaving ) } ) )
. - . tricky time for investors. It’s also possi-
the Euro could cause a major crisis which
ble that the last few years have made
would spread damage and heartache . ,
] , ) me overly sensitive. We’re probably
across the world. In my mind, that’s a fair . )
trad just getting back to the way the mar-
rade.

kets usually are.
Here’s what happened: The Greeks just

voted in a new government that ran on

It has been a crazy ride for oil. Back in ' I On one hand, the falling price of oil is a
June, after hovering near $90 per barrel _ ' . good thing. | think everyone understands
for almost two years, the price of ol THAT’S » ’ that if gas costs less, people have more
started falling. In six short months, it fell ;
more than 50%. Nearly everyone was NOT
surprised by this. However, here’s what | TRUE
wrote back in June, before all this hap-

money for new TV’s, eating out, vaca-
tions, and paying off debt. Those are all
good things. However, when the life-

blood of the world economy falls more

pened:
" . . than 50% in value, you’re going to have
| predict that over the next six Yes, that’s a lie. | did not see this hock too. We might
g ” some shockwaves too. We might see
months, oil will fall more than 50%. coming. &

(Cont’d on Page 3)



(What’s The Deal With Oil?......Cont’d from page 2)

Russia, or some other oil-dependent
country, spiral into a crisis, or default
on loans made to the rest of the world.
You also might see entire industries put
out of business, like shale oil produc-
tion which has been a huge positive for
the American economy in recent years.
At the very least, our gigantic oil com-
panies are going to dramatically cut
their spending, which will hurt. But the
benefits of cheap oil probably outweigh
the scary stuff. So I’'m going to cross my

fingers and be happy about it.

The part | find interesting is what
caused the drop in the first place. It
comes down to three things: The dollar
is rising, there’s a lack of demand for
oil, and a glut of supply. Let’s start with
the rising dollar, which is the most bor-
ing part of this. As the value of our
American dollar increases, it can buy
more stuff. The effect of that is we can
buy more oil for the same dollar. Most
of the analysts I've read attribute about
20% of oil’s drop to the rising dollar.
Let’s move on to the more interesting
stuff.

Everyone knows the law of supply and
demand. But oil is an odd beast, be-
cause for so long, OPEC (which is a car-
tel of oil producers from across the
globe) would use supply and demand
to artificially manipulate the price of oil
in a way that would get you thrown in
jail in America. But OPEC doesn’t cast
quite the same shadow over the oil
markets anymore. A big reason for that
is the huge jump in oil production from

non-traditional oil producing countries.

America, Canada, and countries all

over the world are using new technolo-
gies (like fracking) to suck out oil from
places we used to think were com-
pletely inaccessible. That has led to a
big increase in the supply of oil across
the globe. But this trend has been go-
ing on for years, so why are we just
now seeing prices fall? There’s got to

be more to it.

Remember the weak global economy?
When the economy is humming,
there’s more manufacturing, shipping,
shopping, and consumption. All of
those things increase demand for oil.
But the opposite is true too — a weak
global economy means much less de-
mand for energy of all types. And that
brings us to the two-pronged answer:
There’s a big supply of oil out there,
and not as many people who want to

buy it.

In normal times, OPEC would cut their
supply, which would help prices stay
higher. After all, if you have something
to sell, you’d rather have a high price,
right? But these aren’t normal times.
Remember all that modern, high-tech
fracking stuff we’re doing here in
America? Here’s the problem with it:
It’s expensive. Fracking can cost any-
where from $60 to $80 per barrel just
to produce. So if oil is only selling for

$50, fracking companies have a very

big problem. And this is where this
whole thing starts to get interesting:
Are the world’s oil producers purpose-
ly keeping prices low as a way to take

out their new competition?

Saudi Arabia is still the major player in
oil, and they have essentially admitted
as much. They aren’t cutting the sup-
ply of oil because they WANT prices to
be low. Imagine you’re a fracking com-
pany in America trying to convince
investors or bankers to throw money
at you. That’s going to be a pretty hard
sell if you're likely to lose money on
every drop of oil you produce. So Sau-
di Arabia has opportunistically used
the current lack of demand for oil to
knock its competitors out of business.
But Saudi Arabia may have even more
to gain from low oil prices. The Rus-
sian economy relies very heavily on
exporting oil, and this drop in prices
has sent their economy into a legiti-
mate crisis. As it turns out, Saudi Ara-
bia would like Russian support in Syria
and against Iran. As Russia gets more
desperate, perhaps they’ll be more
willing to help Saudi Arabia in Syria
and Iran, if Saudi Arabia is willing to

allow oil prices to rise back up.

So Saudi Arabia is using low oil prices
to push the world away from new oil
technologies, and encourage Russia to
play nicer... It's shrewd, it’s bold, and
I’m not convinced it will work. Lower
oil prices hurt all oil producers, includ-
ing Saudi Arabia. So who can hold out
the longest? Regardless of who ulti-
mately wins, this “war” will hurt both
sides. In the meantime, let’s just sit
back and appreciate these low gas

prices.



Probably a Mountain or a lake

Here are two more photos from one of my favorite days in the mountains. These were taken up the Icicle in the Ladies Pass area.

This is the view from amazing viewpoint at the end of
the Chatter Creek Trail. You can see Ladies Peak, Cape
Horn and Snowgrass Mountain.

This is Lake Edna. In the background to the left is Big Jim
Mountain, which is very recognizable from nearly anywhere
in the Wenatchee Valley. What an amazing place we live in.

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
al 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
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RegiStEred Inveszmenz. Advisor “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.




