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What No One Would Have 

Expected 
 
This past year was full of surprises to everyone in the financial 

world. As wealth managers, we read many publications, 
predictions, synopses and statistical analysis as well as follow the 
performance of the various investment markets. I’ve learned that 
no matter how experienced the writer is and/or how many accurate 
predictions they may have made, there’s simply no way to know 
what’s going to happen next in the stock market. While predicting 
long term patterns in general terms is very possible, predicting 
what’s going to happen over the next month, quarter or even year 
is improbable. 

The economic changes we experienced in 2014 is an example 
of how it’s so easy to guess wrong even with historical statistics to 
support your thesis. For example: There was a general consensus 
that interest rates would rise in 2014. After all, rates had dropped 
to historic lows partly as a result of the Federal Reserve’s (Fed) 
Quantitative Easing (QE3) program and we knew that the Fed 
would soon stop the QE3 program. Wrong! The yield on the 10 
year treasury dropped from 3% on Dec. 31, 2103 to 2.17% on Dec. 
31, 2014 ¹.  What you may find interesting is that in spite of this 
surprise, I suspect that interest rates will actually go down further 
before they go up. The yield on the ten year treasury is now under 
2% and we see the potential for that to go down to 1.5% over the 
next 6 – 9 months. 

There was historical data that strongly supported a stock 
market correction (a drop of 10% or more) taking place in 2014.  
After all, according to the “January Barometer” every time the 
market experienced a down January over the past 60 years, the 
remainder of the year was either down, flat or experienced a 
correction. Wrong! We never saw a drop of more than 10% and 
when we came close in October, within seconds the market turned 
around and moved towards a new all-time high. The S&P 500 
index closed the year up 13.6% according to Morningstar². 

For years, many financial gurus have been predicting the 
collapse of the US Dollar due to our high national debt levels, 
stimulus packages and QE programs. In addition there have been 
warnings that the Dollar would lose its’ status as the reserve 
currency around the world which would result in significant 
economic strife for us here in the US. Wrong! The Dollar has 
sharply increased in value compared to currencies around the 
world over the last six months.  While losing our status as the 
reserve currency (the currency in which the value of most 
international commerce is denominated and the value of 
commodities is determined) would undoubtedly have adverse 
effects on our economy, it is now quite unlikely such a change will 
take place anytime in the near future in part due to the strong 

http://www.ipswichfinanicial.com/


IPSWICH BAY ADVISORS - 150A ANDOVER STREET, DANVERS, MA 01923   978.777.6554   WWW.IPSWICHFINANCIAL.COM 
 

 

M a r k e t  C o m m e n t a r y  

 

IPSWICH BAY ADVISORS FEBRUARY 2015 

 

 

reserve currency (the currency in which the value of most international commerce is denominated 
and the value of commodities is determined) would undoubtedly have adverse effects on our 
economy, it is now quite unlikely such a change will take place anytime in the near future in part due 
to the strong Dollar.   

Our economy is getting stronger while many foreign economies have gotten weaker. The 
unemployment rate in the US has dropped from 6.6% in January 2014 to 5.6% as of Dec. 31, 2014 
according to the US Bureau of Labor Statistics³. US unemployment rates have been on a steady 
decline since their peak of 10% in October 2009 to what is now the lowest level in nearly seven 
years. Gross Domestic Product (GDP) growth has also been strong; up 4.6% in the second quarter 
and 5% in the third quarter of 2014 according to The Bureau of Economic Analysis4. In November 
we saw outstanding jobs numbers with 321,000 new jobs of which 86,000 were professional and 
business sector jobs. We also saw wage growth of .4% and a spike in consumer confidence. The 
Commerce Department also reported continued increases in consumer confidence in December.   

I think it’s of particular interest to note that wages have increased at a higher rate than consumer 
prices in recent months. The combination of higher wages and consumer confidence along with 
lower fuel and energy costs could be a strong foundation for improvements in our economy as we 
move into 2015. The Bureau of Labor Statistics also reported that inflation in 2014 was a modest 
1.3%³. 

Turning our attention to the stock market, I can say that for all the good news coming out on the 
US economy, there’s as much bad news for many foreign countries as they battle various economic 
headwinds.  There’s also the fact that the current bull market is now among the 4 longest bull 
markets in history. According to Bloomberg Assoc. the average length of a bull market for the Dow 
Jones Industrial Avg. is @ 42 months. The current bull market is 70 months long as of this writing.  
With these in mind, it’s easy to see why the market could be jittery or volatile as we navigate 2015. 
This was also the case last year as volatility ruled, trends were very short in nature and any attempt 
to predict the next moves in the stock market were met with surprise and misdirection. In the end, 
the market found surprising strength and moved forward. 

Looking forward to 2015, we believe there are more positives than negatives, particularly in the 
domestic economy. At the beginning of 2014, the forward price/earnings ratio (PE) for the S&P 500 
stocks was 16.25 and the trailing (preceding year) was 19.4. As of January 2015 those numbers are 
virtually unchanged at 16.5 and 19.37 respectively, according to the Wall St. Journal¹. At these 
levels, stocks are not overvalued relative to earnings and historical PE’s. In fact, we are basically in 
the same position we were a year ago in terms of corporate earnings and expected earnings growth. 

With improving economic indicators from jobs to consumer confidence, growing corporate 
earnings, low interest rates (which the stock markets love) and reasonable stock valuations relative 
to earnings, I believe the stock market has room to grow. Long term investors should experience 
positive returns in 2015. However, there’s a likelihood that volatility will be even greater than it was 
in 2014 as investors will have a quick trigger finger based on the news of the day, possibly thinking 
the next bear market could be around the corner. The key to success for stock investors will be 
patience and the ability to weather the volatility. A properly balanced portfolio will be advisable for all 
investors. 

Among our model portfolios, the Dividend Growth Model faired best in 2014. This portfolio 
provided a gross return of 10.4% as reported by VectorVest. This model has been consistent in 
providing investors with above average dividend yields and below average risk as compared to the 
S&P 500 index according to Morningstar. On the other hand our Strategic Growth Model 
underperformed the S&P 500 and had a disappointing year. I attribute this in part to frequent trading  

 
 
in our attempts to be “Strategic” in either predicting or timing the markets’ trends.  This market 

has seen many quick shifts in trends and direction over the past year and I expect that scenario to 
continue.  While often times we were correct but often times we were not.  In addition, what have 
historically been stock market hedges such as commodities did quite poorly in 2014.  

For these reasons we have changed our approach to the “Strategic Growth Model” for 2015.  We 
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in our attempts to be “Strategic” in either predicting or timing the markets’ trends. This market has 
seen many quick shifts in trends and direction over the past year and I expect that scenario to 
continue. While often times we were correct, we often were not. In addition, what have historically 
been stock market hedges such as commodities did quite poorly in 2014.  

For these reasons we have changed our approach to the “Strategic Growth Model” for 2015. We 
have incorporated more broad market ETF funds and fewer individual stocks with the intent of 
capturing the market’s movements with much less trading. Our posture is that 2015 will be an up 
and down year that should end in a position higher than when the year started. Therefore we will use 
techniques centered on proper balance and careful selection to accomplish growth as opposed to 
market timing strategies. 

In October 2014 we launched our newest investment model, “Large Cap Blend,” and we are very 
excited about this new design. The portfolio is designed to offer investors a more balanced approach 
to investing, incorporating the best features of our two existing models. Large Cap Blend 
incorporates the majority of the holdings in our Dividend Growth model to provide the stability of 
Blue Chip stocks and above average dividend yield, along with a broad market component and 8 – 
10 carefully selected growth stocks. Our objective is to provide investors with a balanced stock 
portfolio including, below average risk factors (as measured by Beta and Morningstar) lower trading 
volume and the opportunity to achieve returns consistent with the S&P 500 Index.  

In addition, effective March 1st we will launch a bi-weekly investor conference call for our 
investors. During the call we will discuss current market and economic trends, news about our 
current stock holdings, updates on future investment opportunities that we may be tracking. This will 
also give you an opportunity to ask questions about your holdings or any concerns you may have 
over the direction of the markets. The calls will be held at 6pm on Monday evenings starting on 
March 2nd. Investors will receive a reminder email the day of the call with a Go-To-Meeting call in 
number and pass code. I believe that this will enable me to do a better job of managing your money 
by hearing your thoughts, concerns and questions relative to your investment holdings. We hope 
you find this to be beneficial in keeping you abreast of what we’re doing to help you grow and protect 
your assets. Please stay tuned for more info on this new and exciting service. 

 
Happy Investing! 

 

  
Richard C. Cella, III 
 

Views and opinions expressed are those of Richard Cella and are subject to change based on market and other conditions.  

The information provided is general in nature. Consult your investment professional regarding your unique situation. Past  

performance is no guarantee of future results. Keep in mind investing involves risk including the risk of loss. Investment decisions  

should be based on an individual’s own goals, time horizon, and tolerance for risk. Diversification does not assure an investor a  

profit nor does it protect against market loss. All indices are unmanaged and are not illustrative of any particular investment. An 

investment cannot be made in any index. All examples in this article are hypothetical and do not represent any specific securities  

 

 

product and/or insurance policy. Actual results will vary. This is for information purposes only. You should consult with your  

attorney and accountant for legal and tax advice. 
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Sources: 
 
1. US Treasury - Table in the middle of the page 
2. http://www.treasury.gov/resource-center/data-chart-

center/interestrates/Pages/TextView.aspx?data=yieldYear&year=2014 
 
 

3. Annual returns graph, S&P500 TR USD 
4. http://performance.morningstar.com/funds/etf/total-returns.action?t=spy 

 
5. Second table 
6. http://online.wsj.com/mdc/public/page/2_3021-peyield.html 

 
7. Second table 
8. http://online.wsj.com/mdc/public/page/2_3021-peyield.html 

 
9. Bureau of Labor Statistics  
10. http://data.bls.gov/timeseries/LNS14000000 
11. http://www.bls.gov/news.release/pdf/cpi.pdf 

 
12. Bureau of Economic Analysis - 1st paragraph 
13. http://www.bea.gov/newsreleases/national/gdp/gdpnewsrelease.htm 
14. http://www.bea.gov/newsreleases/national/gdp/2014/gdp1q14_3rd.htm 
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