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Will the Bull Continue in 2015?



Legal Disclaimer: 

“Several studies have shown that people prefer a pundit 
who is confident to one who is accurate. Pundits are 
happy to oblige.”

Source:  “122 Things Everyone Should Know About Investing And The Economy” by Morgan 
Housel, Motley Fool



Surprises from 2014

• No market correction of at least 10%.  
Not one since 10/3/2011.

• Interest rates went down instead of 
up

• Oil prices plummeted late 2014.



Trend Down for Over 30+ Years



Trend in Real Rates Down Recently



Yield = Inflation + Real Return

Real (after inflation) yields = .9%

Yield = 3.3%

Implied future  inflation built
into 10 year Treasuries = 2.4%



Inflation and Real Yields Down
Yield = 3.3%

Yield = 2.0%



Minimal Experience With Deflation 



The Case for Low Yields



The Case for Higher Yields



The Fed’s Tradeoff



The Fed’s Sweet Spot



The Fed’s Opportunity
Dec 2014



The Fed’s Quandary
Jan 1948 - Dec 2014



Breaking Down Equity Returns

• Equity returns can be broken down into 
four sources

Revenues * Profit Margin = Earnings

Earnings * P/E = Price

Price + Dividend = Total Return



Breaking Down Equity Returns

• Revenues (sales) Fairly stable changes

• Profit margins Volatile, trends yr-to-yr

• P/E (valuation) Volatile, swing factor

• Dividends Very stable yr-to-yr



A Little Math
As of 12/31/14

One Year

Earnings Growth 5.3%
x P/E Change 5.8%
= Price Change 11.4%

Price Change 11.4%
+ Dividends 2.3%
= Total Return 13.7%

Earnings Growth  x  Price/Earnings Growth  =   Price Growth

1.053                x        1.058        =                      1.114



World Economies Slowing Down



World Population Aging





Inflation Key to Stock Valuations



The Sources of Market Return
As of 12/31/14 The  

One Year Twenty Years Future ?

Revenue Growth 3.9% 4.3% 4.0%
x Profit Margin Change 1.4% 2.5% 0.0%
= Earnings Growth 5.3% 6.9% 4.0%

Earnings Growth 5.3% 6.9% 4.0%
x P/E Change 5.8% 0.8% 0.0%
= Price Change 11.4% 7.8% 4.0%

Price Change 11.4% 7.8% 4.0%
+ Dividends 2.3% 2.0% 2.0%
= Total Return 13.7% 9.8% 6.0%



P/E Rises from 18.2 to 19.2
As of 12/31/14 The  

One Year Twenty Years Future ?

Revenue Growth 3.9% 4.3% 4.0%
x Profit Margin Change 1.4% 2.5% 0.0%
= Earnings Growth 5.3% 6.9% 4.0%

Earnings Growth 5.3% 6.9% 4.0%
x P/E Change 5.8% 0.8% 5.5%
= Price Change 11.4% 7.8% 9.7%

Price Change 11.4% 7.8% 9.7%
+ Dividends 2.3% 2.0% 2.0%
= Total Return 13.7% 9.8% 11.7%



P/E Drops from 18.2 to 17.2
As of 12/31/14 The  

One Year Twenty Years Future ?

Revenue Growth 3.9% 4.3% 4.0%
x Profit Margin Change 1.4% 2.5% 0.0%
= Earnings Growth 5.3% 6.9% 4.0%

Earnings Growth 5.3% 6.9% 4.0%
x P/E Change 5.8% 0.8% -5.5%
= Price Change 11.4% 7.8% -1.7%

Price Change 11.4% 7.8% -1.7%
+ Dividends 2.3% 2.0% 2.0%
= Total Return 13.7% 9.8% 0.3%



Market Outlook Summary
• Interest rates – once Fed begins to 

raise short-term rates, longer term 
rate pressures build. Deflation is the ?

• U.S. equities – positive but below 
average.  Economic backdrop  
modestly positive; demographics not 
good but better than Europe, Japan; 
valuations appear full



2015 is Not 2008



Q and A




