
Less than 10 days later, with the price of a barrel of oil even 
lower, the Dow had gained almost 1,000 points and surpassed 
18,000 for the fi rst time ever. So what happened?

First, the Fed happened. At its last meeting of the year on Dec. 
16 and 17, the Federal Open Market Committee (FOMC) and 
its Chairwoman Janet Yellen made it clear that the Fed would 
remain “patient” about raising its benchmark rate, igniting 
the turnaround. Then growth happened. On Tuesday, the 
Commerce Department said it was revising its reading for 
third-quarter growth from 3.9% all the way to 5%, the best 
showing in 11 years. As a result, during last week’s so-called 
“Santa Claus rally,” the Dow reached record highs on all four 
days while the laggardly S&P 500 only turned the trick three 
times. At the same time, the bond market had sold off  due to 
the Fed’s acknowledgement that the initiation of its tightening 
of monetary policy is on the near, not distant, horizon. 

GDP surges
The revision of third-quarter growth, coming on the heels of a 
4.6% expansion in the second quarter, was especially welcome 
because not only did consumer spending, capital spending 
and exports increase from the previous quarter, but business 
investment was robust – businesses have been perceived as 
holding back until the turnaround took hold in earnest. For the 
fi rst three quarters of 2014, growth was 2.5%, not bad given the 

fact that GDP contracted 2.1% during the weather-plagued fi rst 
quarter.  

More woes for Russia
The ruble’s freefall has been halted by steps 
taken by Russia’s central bank, such as 
dramatically raising its benchmark 
rate from 10.5% to 17% and 
cashing in foreign 
reserves. 

On Dec. 16, with investors having decided that the price of oil was falling 
too far and too fast, the Dow had tumbled to 17,068.87 and was on the 
brink of falling below the 17,000-point mark fi rst passed in July.

Talk about holiday good cheer.
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Key Market Data
Week ending… 12/19/2014 12/26/2014 Change

S&P 500 Index 2,070.65 2,088.77 +0.88%

MSCI EAFE Index 1,782.04 1,789.92 +0.44%

BarCap U.S. Aggregate 
Bond Index

1,911.42 1,907.87 -0.18%

10-Year Treasury 
Note Rate

2.178% 2.250% +7.2      
basis pts.

Trending

• Oil falls to $54.73 a barrel. 

• Russian bank bailout means budget defi cit.

• Japan to increase stimulus spending.
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President Vladimir Putin has also assured his countrymen that 
the crisis would pass, but there’s no sign of a respite anytime 
soon. Last week, Aleksei Kudrin, a close associate of Mr. Putin’s 
and a former fi nance minister, said the country was on the 
brink of a “full-blown economic crisis” and called for improved 
relations with Europe and the United States. And then the 
government announced that it would spend $2.5 billion to 
rescue Trust Bank, far above the initial estimate of $530 million, 
and that the cost of keeping Russian banks afl oat, an estimated 
$20 billion, will create a budget defi cit of $10 billion for 2014, 
around 0.7% of GDP. Meanwhile, S&P placed Russia’s BBB- 
credit rating on “negative” watch pending a mid-January review, 
after which its debt could be lowered to below investment 
grade. And as if all of that wasn’t enough, Ukraine’s Parliament 
voted to join NATO at the same time that that nation and the 
U.S. are moving to economically isolate Crimea, annexed by 
Russia back in March.   

Saudi Arabia to stand pat
In news that will not please Mr. Putin, Saudi Arabia, the world’s 
largest petroleum producer, said it wouldn’t lower its output 
to halt the plunging price of oil, even if OPEC did. A Saudi 
spokesman said the plummeting price was the result of oil 
speculators. 

More stimulus for Japan
Japan’s Prime Minister Shinzo Abe, with a larger majority in 
Parliament thanks to the results of the recent “snap” election, 
is moving to inject ¥3.5 trillion ($29 billion) into the economy, 
which recently fell back into recession. 

Greece on the brink, again
In Greece today, the third and fi nal vote by Parliament to come 
up with a new coalition president failed to produce a winner, 
so Parliament will be dissolved within 10 days and there will 
then be a general election within 30 days. Greece’s eurozone 
creditors are concerned that it will usher into power the anti-
austerity Syriza party, which has pledged to renegotiate the 
terms of the nation’s bailout.    

Home sales slow
The National Association of Realtors said that new home 
sales fell 6.1% in November to their slowest pace since May, 
dropping to an annualized rate of 4.93 million compared to 
5.26 million in October. Sales were up 2.1% from last November 
but are seen as slowing because of higher home prices, fewer 
distressed sales and slow income growth. The NAR estimates 
that 4.94 million homes will be sold this year, down from 5.09 
million in 2013. On the plus side, November’s median price of 
$203,500 was up year over year for the 33rd month in a row 
and represented a gain of 5% from last November.

In other economic news, the Commerce Department reported 
that personal spending rose 0.6% in November, while 
October’s fi gure was revised up from 0.2% to 0.3%. Personal 
income increased 0.4% after October’s 0.3%. The Commerce 
Department also said that durable goods orders, notoriously 
variable, fell 0.7% – they rose 0.3% in October and were down 
0.7% in September. Durable goods orders less transportation 
fell -0.4% compared to a revised decline of -1% in October. 
The fi nal Thomson Reuters/University of Michigan consumer 
confi dence reading was 93.6, off  slightly from the preliminary 
93.8. Even so, the reading was at its highest level since January 
2007, before the Great Recession began. Finally, the Labor 
Department announced that fi rst-time jobless claims fell 9,000 
to 280,000 while the four-week average dropped 8,500 to 
290,250 – it has fallen 16% in the last year. 

A look ahead
This will be another short and slow week, with the equity 
and bond markets closed on Thursday for New Year’s Day 
and trading volumes typically low in the last week of the year. 
There will be a few releases, however, including the latest on 
pending home sales, construction spending, the S&P/Case-
Shiller home price index, the Institute for Supply Management’s 
manufacturing index and Markit’s manufacturing purchasing 
managers’ index.  

All of us at Northwestern Mutual wish you a happy and healthy 
new year. 

MARKET COMMENTARY FOR THE WEEK OF DECEMBER 29, 2014



MARKET COMMENTARY FOR THE WEEK OF DECEMBER 29, 2014

61-1200 Not Available for fi eld order.

Northwestern Mutual is the marketing name for The Northwestern Mutual Life Insurance Company, Milwaukee, 

WI (NM) (life and disability insurance, annuities) and its subsidiaries. Northwestern Mutual Wealth Management 

Company®, Milwaukee, WI, (investment management, trust services, and fee-based fi nancial planning) subsidiary 

of NM, limited purpose federal savings bank. Northwestern Mutual Investment Services, LLC, (securities) 

subsidiary of NM, broker-dealer, registered investment adviser, member FINRA and SIPC. 

The opinions expressed are those of Northwestern Mutual as of the date stated on this report and are subject 

to change. There is no guarantee that the forecasts made will come to pass. This material does not constitute 

investment advice and is not intended as an endorsement of any specifi c investment or security. Information and 

opinions are derived from proprietary and non-proprietary sources. Sources may include Bloomberg, Morningstar, 

FactSet and Standard & Poors.  

Please remember that all investments carry some level of risk, including the potential loss of principal invested. 

Indexes and/or benchmarks are unmanaged and cannot be invested in directly. Returns represent past 

performance, are not a guarantee of future performance and are not indicative of any specifi c investment. 

Diversifi cation and strategic asset allocation do not assure profi t or protect against loss. Although stocks have 

historically outperformed bonds, they also have historically been more volatile. Investors should carefully consider 

their ability to invest during volatile periods in the market. The securities of small capitalization companies are 

subject to higher volatility than larger, more established companies and may be less liquid. With fi xed income 

securities, such as bonds, interest rates and bond prices tend to move in opposite directions. When interest rates 

fall, bond prices typically rise and conversely when interest rates rise, bond prices typically fall.  This also holds true 

for bond mutual funds.  When interest rates are at low levels there is risk that a sustained rise in interest rates may 

cause losses to the price of bonds or market value of bond funds that you own. At maturity, however, the issuer 

of the bond is obligated to return the principal to the investor. The longer the maturity of a bond or of bonds held 

in a bond fund, the greater the degree of a price or market value change resulting from a change in interest rates 

(also known as duration risk). Bond funds continuously replace the bonds they hold as they mature and thus do not 

usually have maturity dates, and are not obligated to return the investor’s principal. Additionally, high yield bonds 

and bond funds that invest in high yield bonds present greater credit risk than investment grade bonds. Bond and 

bond fund investors should carefully consider risks such as: interest rate risk, credit risk, liquidity risk and infl ation 

risk before investing in a particular bond or bond fund. 

All index references and performance calculations are based on information provided through Bloomberg. 

Bloomberg is a provider of real-time and archived fi nancial and market data, pricing, trading, analytics and news.

Standard and Poor’s 500 Index® (S&P 500®) is a capitalization-weighted index of 500 stocks. The index is designed 

to measure performance of the broad domestic economy through changes in the aggregate market value of 500 

stocks representing all major industries.

Standard & Poor’s off ers sector indices on the S&P 500 based upon the Global Industry Classifi cation Standard 

(GICS®). This standard is jointly maintained by Standard & Poor’s and MSCI. Each stock is classifi ed into one 

of 10 sectors, 24 industry groups, 67 industries and 147 sub-industries according to their largest source of 

revenue. Standard & Poor’s and MSCI jointly determine all classifi cations. The 10 sectors are Consumer 

Discretionary, Consumer Staples, Energy, Financials, Health Care, Industrials, Information Technology, Materials, 

Telecommunication Services and Utilities.

The MSCI EAFE Index measure international equity performance. It comprises the MSCI country indices that 

represent developed markets outside of North America: Europe, Australasia and the Far East.

Barclays Capital US Aggregate Bond Index  is a benchmark index composed of US securities in Treasury, 

Government-Related, Corporate, and Securitized sectors. It includes securities that are of investment-grade quality 

or better, have at least one year to maturity, and have an outstanding par value of at least $250 million.

The 10-year Treasury Note Rate is the yield on U.S. Government-issued 10-year debt.

NYMEX Crude Future is the futures price of a barrel of oil on the New York Mercantile Exchange.

The Federal Open Market Committee (FOMC), held within the Federal Reserve System, is charged with overseeing  

the nation’s open market operations (i.e., the Fed’s buying and selling of U.S. Treasury securities) and making key  

decisions about interest rates and the growth of the U.S. money supply.

S&P’s credit ratings express the agency’s opinion about the ability and willingness of an issuer, such as a corporation 

or state or city government, to meet its fi nancial obligations in full and on time. Ratings are expressed as letter 

grades that range ‘AAA’ to ‘D” to communicate the agency’s opinion of relative level of credit risk.

The National Association of Realtors (NAR) is a real estate trade association involved in all aspects of the residential 

and commercial real estate industries. NAR also functions as a self-regulatory organization for real estate brokerage.

The University of Michigan Consumer Sentiment Index is a consumer confi dence index published monthly by the 

University of Michigan and Thomson Reuters. At least 500 telephone interviews are conducted each month of a 

United States sample. 50 core questions are asked.


