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Looking ahead to 2015, we are on the verge of the historically positive “decennial pattern” where, since 1885, ALL years
ending in 5 have been positive years for the stock market. For nearly every one of those years, the market price low was
established in the first quarter, with the exception of 1965 and 2005, when the low occurred in the second quarter. With the
S&P 500® (SPX) at an all-time high, many events that investors needed to pay attention to at the start of the year remain a high
priority. The following six “vital signs” top my list for December.
Wishing you an abundance of health and happiness in the new year.
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MONDAY, DECEMBER 1

U.S. ISM
Manufacturing

THURSDAY, DECEMBER 4

European Central
Bank Meeting

FRIDAY, DECEMBER 5

U.S. Labor Report

THURSDAY, DECEMBER 11

U.S. Spending
Authority Bill
Deadline

Manufacturing continues to be the driving force of the U.S economy and is, therefore,
high on the list of economic conditions the FOMC will monitor heading into 2015. Last
month’s 59.0 index reading was the strongest since March 2011. Additionally, the midNovember regional manufacturing “Philly Fed” index posted a 40.8, its highest level
since late 1993. Concern should only be elevated if this month’s ISM reading cools to
below 55, a level we have not seen since May 2014.

As persistent low growth and deflation ail the eurozone, ECB President Mario Draghi
appears to be moving closer to implementing full-scale quantitative easing measures. Most
importantly, I expect markets are focused on whether Mr. Draghi can expand the central
bank’s balance sheet, which has actually declined by 200 billion euros since 2012. Any
ECB QE implementation would likely first involve purchases of corporate and agency debt.
I expect new purchases of government bonds would be used only as a last resort.

The October nonfarm payrolls headline figure came in weaker than expected, at +214,000,
with private payrolls at +209,000. The unemployment rate fell to 5.8% and the labor force
participation rate was 62.8. Expectations for November’s report are basically unchanged:
+205,000 to +225,000 for the headline figure, +195,000 to +215,000 for private
payrolls, and a slight drop in the unemployment rate from 5.8% to 5.7%.

While the markets do not anticipate a government shutdown, one would occur if
legislation were not passed to further fund the government after September’s temporary
federal budget extension. D.C. never fails to surprise with its dysfunction, so it is prudent
to keep this date circled on the calendar.
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SUNDAY, DECEMBER 14

Japan Elections

WEDNESDAY, DECEMBER 17

U.S. FOMC Meeting
Concludes

DECEMBER 2014

Japanese Prime Minister Shinzo Abe has curiously dissolved the lower house of parliament
and called for a snap election. Japan’s economy has fallen into recession, and Abe’s
approval rating has dropped from 75% in the second quarter of 2013 to slightly below 50%
today. Abe’s party holds 294 of the 475 seats in the lower chamber, and I expect he will
maintain that majority. If he does, come January he can embark upon the “third arrow” of
his Abenomics policy: structural reform. If he were to stunningly lose seats, that could set
up an internal challenge from his own party for next year’s election. The yen will be a key
market indicator to watch in the days ahead.

The Fed’s Open Market Committee’s final meeting of 2014 will also include the quarterly
release of economic projections and a follow-up press conference with Chair Janet Yellen.
The next meeting will be held January 28, and does not include economic projections or a
press conference. Expect much of the press conference to center on whether the Fed will
keep the “considerable time” language in its guidance for when interest rates may rise, as
well as the pace of rate increases once the first increase is announced.
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