
 

2015 Market Outlook 

 

Most analysts expect the markets to be more volatile in 2015. The many bullish and bearish crosscurrents are the 

main reasons for the expected volatility. 

 

Bullish Case  
 

 The U.S. economy and earnings are expecting to continue to grow in 2015. See market forecast section 

below.  

 

 Capital spending picked up last year and is expected to continue in 2015.  

 

 Low oil prices should be a net positive for the U.S. economy, especially for the consumer. This should 

also help keep inflation low. 

 

 The U.S. has low inflation and that could help keep interest rates low. Low inflation gives the Fed more 

time and flexibility in raising interest rates. This is good for the economy and asset valuations. Every time 

there is confirmation that interest rates may stay low, the market has a strong rally. 

 

 Job growth is expected to continue in 2015. 

 

 Consumers are 70% of the economy, and they have been spending. The consumer has shifted buying 

habits from houses to cars to online shopping the last few years.  

 

 Shareholder perks like share buyback programs, spinoffs and dividend increases are expected to continue 

in 2015. 

 

 From 1997 to 2012 the number of corporations publicly traded on American stock exchanges has dropped 

about 44%.  Less supply could mean higher prices. 

 

 Mergers and acquisitions and private equity companies buying companies are expected to be active and 

should help stock valuations. 

 

 Central banks around the world have been pursuing stimulative efforts to help their economies. 

 

 For global investors, U.S. stock markets are one of the best places to invest in 2015. 

 

 The market has been rising since 2009, longer than most bull markets. The slow growth from this 

economic cycle could cause this economic cycle to last longer than most, and therefore this bull market 

could last at least another year. 

 

 This could be a stock pickers market. See market forecast section below. 

 

 



 

 

 

Bearish Case 

 

I wrote about the external risks, the bearish case in my 2015 economic outlook. Click here to review my 2015 

outlook.  

 

The bearish case includes: 

 

 The Fed may raise interest rates. Raising interest rates have been disruptive to the markets in the past. 

 

 Many parts of the world are slowing down or are in recession including Russia, China, Japan, and 

Europe. Many analysts believe this will impact our GDP and U.S. international companies. 

 

 Low oil prices will hurt oil companies’ earnings and will impact the major markets. See earnings forecast 

for the Dow 30 below. 

 

 Deflation is a concern among some of our trading partners and some analysts are concerned that they may 

export their deflation through currency devaluations. 

 

 The strong dollar will make U.S. goods and services more expensive, less competitive to most of our 

international customers. Foreign currency conversions could create losses for U.S. companies. 

 

 The oil price collapse could cause some oil producing nations (Russia, Iran, Venezuela…) to take drastic 

measures. What measures they take is anyone’s guess, but desperate people do desperate things. 

 

 The conflicts between Russia and the Ukraine, Syria’s civil war, Iran’s nuclear weapons ambitions and 

negotiations, ISIS in the Middle East, Sunnis versus the Shiites remain and are unresolved.  

 

 Our Federal Reserve has very few effective bullets to use if we have a major financial crisis. 

 

 Black and grey swan events. Events that have a low probability, but if they happen they would have a big 

impact. Last year’s grey swan event was the Saudis not supporting oil prices, low probability but high 

impact. 

 

Market Forecasts 

 

If you ask a group of investors/traders what moves the markets, they probably will all have different answers: 

news, sentiment, economics, interest rates, earnings…. 

 

Earnings is one of the most important variables that makes stocks move. Earnings are basically income minus 

expenses equals profits, wealth creation. 

 

Below is a chart I’ve built to show the strong relationship between earnings and stock prices. 

 



  
Source: Personal data base 

 

Earnings (berry colored trendline) are the actual reported earnings for the Dow 30 from 1990 to 2013. The Dow 

30 prices is the avocado trendline. The price is the close for each year from 1990 to 2013. I divided Dow 30 

closing prices by 10, so they would line up better with earnings. 

 

When earnings, profits go down so does the market (early 2000s, 2008). When earnings, profits rise, (fortunately 

most of the time) the market goes up. 

 

Above we mentioned the strong dollar and the oil price collapse could impact earnings. Below is a recent 

earnings forecast for each company in the Dow 30: 

 



 
Source: Barron’s, Thomson Reuters 

 



The last column of the table are the forecasted growth rates for 2015. About 10 companies are expecting to grow 

about 10% or better. Most of the companies are forecasted to have about 5% growth or less.   

 

Notice that the oil companies’ earnings are down substantially. With oil companies’ earnings, the Dow 30 

earnings consensus growth for 2015 is about 4.42%. If we exclude the stocks that have negative earnings, the 

growth rate is around 7.85%.  

 

Normally stocks appreciate close to the growth in earnings. This means the overall Dow 30 may only appreciate 

about 4.4%. 

 

This year stock pickers may outperform ETFs and indexes. A better strategy for 2015 is to avoid indexes like the 

Dow 30, ETFs and focus on companies that have earnings growth, and the potential for upside. 

 

A strong case can be made for oil stocks, as many oil stocks have very valuable assets and are therefore asset and 

not earnings stories. 

 

The consensus earnings forecast for 2015 for the Dow 30 is 1,148.73. The 2015 earnings forecast for the S & P 

500 is 127.28.  

 

The questions now is how much do we pay for those earnings, in other words what P/E should we use. There are 

many multiples that investors could use: inflation adjusted, risk adjusted, growth, historical, industry to name a 

few. 

 

Below is a historical look at P/Es. 

 

 



 

P/Es contracted significantly in the bear markets of the early 2000s and 2008. The P/E is this market cycle has 

expanded to normal levels about 16. Let’s use 16.5, the median P/E since 1990, even though growth is expected 

to be lower in 2015 for the Dow. Because growth is slightly better for the S & P, we will use a 17 P/E for the S & 

P. 

 

Here is my 2015 forecast for the Dow 30 and S & P 500: 

 

 
 

The total return potential for the Dow 30 is about 9.61% (appreciation and dividends). 

 

The total return potential for the S & P 599 is about 8.69% (appreciation and dividends). 

 

We will update this forecast every month as earnings estimates, GDP growth rates, inflation and interest rates and 

risks change overtime. 

 

 

 

 

 


