
Monthly Market Outlook 

 

Larger cap stocks that have businesses globally and have exposure to the strong dollar aren’t 

doing that well. Stocks that are smaller, and do mostly domestic business are doing better. 

 

Oil stocks are a drag on the markets because of their poor earnings outlook. 

 

The other problem that the market is having is the prospect that interest rates will probably go up 

later this year. The market goes down when economic news is good that may mean the Fed may 

raise rates sooner versus later. When the economic news is bad, the market rallies as the market 

believes the Fed will not raise rates because rising rates may damage the economy. 

 

I’m an old pro, and been through many rate increases. Most rate increases are due to an 

overheating economy and rising inflationary pressures. This rate increase has more to 

normalizing rates. Rates normally reflect inflation, and for the last 6 years, rates don’t reflect 

inflation. Rising rates are normally more disruptive to the markets than it is to the economy. 

Rates need to go up and we need to adjust to it, even though it may be painful for the markets, 

and interest sensitive assets.  

 

Also, when I started as a stock broker in 1980, interest rates were about 15% and reached close 

to 20% during the first few years when I started. So going from less than 1% to perhaps 3% by 

2017 shouldn’t be a big deal, the economy should be able to handle it. The market and economy 

needs to get off its meds, easy monetary policy. 

 

Bullish Case  
 

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

consumer. This should also help keep inflation low. Oil prices will probably move higher 

by summer, or by the end of the year. 

 

 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. 

 

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

expected to continue in 2015. There are signs that this trend is slowing, especially 

buybacks. 

 

 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. 

 

 We are starting to see some green shoots in Europe and Japan. 

 

 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. 

 

Bearish Case 

 

The bearish case includes: 

 

 Earnings forecasts are coming down, especially for energy companies, and for companies 

that have significant sales internationally as the strong dollar makes U.S. goods more 

expensive. Also, when a foreign currency is weaker than the dollar, the conversion to the 

dollar will create a loss. A weak trading partner’s currency will buy fewer dollars and our 

goods and services. 

 

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

markets in the past, but less to the economy. 

 

 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 would 

have a big impact. Last year’s grey swan event was the Saudis not supporting oil prices, 

low probability but high impact. 
 

Earnings Forecasts for the S & P 500 and the Dow 30 

 

Last’s month’s Dow 30 earnings forecast were expected to be down about 3.7% this year from 

2014.  



 

With Apple replacing AT & T, the Dow30 forecast will only be down -.42%. Below is the latest 

forecast for the Dow 30: 

 

 
Source: Barron’s, Thomson Reuters 

 



 

Barron’s did not have the new earnings forecast for the Dow 30, so I looked up the consensus 

earnings estimate for Apple and replaced it with A T & T. The replacement does make a 

difference for the prospects for the Dow 30. 

 

If you add all the earnings estimates for the Dow 30 for 2015, the sum is 174.57. If you multiple 

that by a normal multiple the Dow would be a lot less. Dow’s price and earnings has a divisor 

(see divisor, the second to bottom row). If you divide the earnings estimate for 2015 by the 

divisor you get 1,121.08, the adjusted earnings estimate. 

 

I counted 11 companies that have estimated down earnings for 2015. I highlighted in red three 

companies that have earnings falling more than 25%, and two company’s estimates are expected 

to fall more than 5%. 

 

I highlighted four companies estimated earnings growth better than 10%, but all of them have 

P/Es more than 20. You can pay that much for earnings if their earnings have in the past and are 

expected to grow at double digit rates in the future. If I were to recommend these companies I 

would need to determine if these growth rates and P/Es are sustainable. 

 

Over 40% of the companies in the S & P 500 have international operations, and so the S & P is 

also vulnerable to the strength in the dollar. At the end of last year, the earnings estimates for the 

S & P 500 were about 134, it has declined to about 126. Energy accounts for about 70% of the 

decline. 

Below is a chart that shows the correlation between forward 12 month earnings per share and 

price appreciation changes for the S & P: 



 

You can use this information to also help you determine when the markets might be overvalued 

and undervalued.  

From 2005 to 2007 the market was moving higher than the growth in earnings expectations, the 

markets were getting ahead of themselves.  

The markets were not reflecting the expected growth in earnings from 2010 to 2013.  

Notice that in 3/31/10 earnings estimates were close to 100 and the S & P was around 1,400 

giving it a forward P/E of only 14, the market was undervalued. Compare that to today when the 

earnings estimates are around 125 and the S & P is around 2,100, giving it a forward P/E of 16.8. 

This would be fine if earnings were growing at historical normal rates, but earnings estimates 

have been coming down. 

I wouldn’t be surprised to see the S & P and Dow 30 continue to move sideways for a few 

quarters. Both indexes have essentially been going sideways since November. Below is a chart 

for the S & P: 

 

 

 

 



 

Source: www.erlangerchartroom.com 

The S & P almost broke out this year, but it could not stay above resistance, the 2090 area. The S 

& P is basically where it was last November. 

The S & P and Dow 30 may follow what the Russell 2000 (symbol RUT) went through last year: 

 

Source: www.erlangerchartroom.com 



The RUT is made up of small-cap stocks. The smaller companies in this index have less 

exporting internationally and exposure to the strong dollar. Also, only about 2.8% of the index 

are energy stocks.  

The RUT went sideways for about one year, but finally broke above long-term resistance last 

month, and it has stayed above resistance. Normally when this happens, the old resistance 

become support, and a new resistance will be made. 

Last year the P/E multiple of the RUT was over 20 and its growth rate was about 7%, the index 

was overvalued. The price movement reflected the overvaluation. Now that RUT’s P/E is below 

20, and investors are looking for less international, dollar exposure RUT looks more appealing. 

One of the reasons why I don’t follow the RUT is that I can’t find a good consensus earnings 

estimate on a monthly or quarterly basis. When in doubt stay out.  

Again, the S & P and Dow 30 could look like the RUT’s consolidation pattern last year where it 

went sideways for more than a year. 

It’s possible that the S & P and Dow 30 could move higher, but that would mean that investors 

are paying more for earnings, and are assuming more risk by investing in overvalued indexes. 

Market Forecast 

Below is my current forecast for the S & P and Dow 30: 

 

The Dow 30 is close to fair value. The S & P has a total return, including dividends, of about 

5.5%. 

Because the market is late in the cycle, because of the prospects of interest increases, lower 

earnings, a strong dollar and valuations, investors need to be more cautious. 

Below are some of the strategies I will be using in this more volatile and riskier environment: 

 The average holding period for Baby Boomer recommendations is about 2.69 years. As 

we get late in the cycle we will probably hold new recommendations for a shorter period 

of time.  

 We’re always looking for good companies to invest in that get into short-term trouble. 

Last year we invested in Target, TJX, and Smuckers. All three stocks recovered.  I have 

serval stocks that fit this description on my radar. 



 We normally recommend large stocks that pay dividends. Normally these type of stocks 

have lower betas, risk, and volatility. 

 Invest in companies that have solid fundamentals: low debt, moderate to low P/Es, 

earnings and dividend growth. 

 The baby boomer portfolio has had invested capital close to $100,000. As stocks get 

more expensive and dividends are less, we have reduced our invested capital to about 

$44,000. If we get a correction of more than 10%, or a bear market, we will be able to 

take advantage of lower prices. 

I should have a new recommendation out toward the end of the month. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


