
Add in the political showdown on Capitol Hill that gave 
Americans an idea of what politics will be like come January, 
and it’s little wonder that the six–week winning streaks for both 
the Dow and S&P 500 came to an abrupt end.  

Oil’s slippery slope
The national average for a gallon of gas is now $2.60, according 
to AAA, down $1.10 from this year’s high back in April, but last 
week the plummeting price at the pump began to seem like 
too much of a good thing. On Wednesday, OPEC lowered its 
production projection for 2015 by about 300,000 barrels a 
day to 28.9 million – that’s 1.15 million a day less than OPEC’s 
members pumped last month – and below the 30-million barrel 
target reaffi  rmed at a meeting just three weeks ago. Then on 
Friday, the International Energy Agency cut its forecast for 
global crude demand in 2015 by 230,000 barrels a day, the fi fth 
downward revision in the last six months, because of reduced 
production and a weaker global economy, sending the price of a 
barrel of crude down to $57.80. At the same time, the IEA said, 
the production from non-OPEC nations continues to rise, and 
later that day the Energy Department backed that up, reporting 
that U.S. oil production would average 9.3 million barrels a day 
in 2015, up from 8.6 million this year. Investors pulled back 

because the lower price of oil, in addition to hurting the 
economies of countries such as Russia and Venezuela 
that are heavily dependent on oil revenues, 
has already led some energy companies to 
announce that they’ll cut back production 
and lay off  workers. The plunge in the 
price of crude is also hurting the 
high-yield bond market, 
especially the 
energy 

of oil has been seen as a boon to United States consumers and a spur 
to spending. But last week, as the price of a barrel of crude tumbled to a 
fi ve-year low, investors fl inched, concerned that it was a sign of a global 
slowdown, and on Friday, the Dow closed out its worst week in three 
years by shedding 315.51 points.

For months now, the plunging price 
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Key Market Data
Week ending… 12/5/2014 12/12/2014 Change

S&P 500 Index 2,075.37 2,002.33 -3.52%

MSCI EAFE Index 1,832.11 1,767.09 -3.55%

BarCap U.S. Aggregate 
Bond Index

1,902.92 1,916.65 +0.72%

10-Year Treasury 
Note Rate

2.306% 2.102% -20.4   
basis pts.

Trending

• The Dow tumbles 3.78%. 

• Crude oil falls 12.2%.

• Consumer confi dence hits a seven-year high.
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sector, which comprises about 17% of it, with yields and the 
spread relative to Treasuries having both climbed to yearly highs. 

A rancorous showdown in the 
Senate
Late Saturday night, the Senate voted 56 to 40 to pass a $1.1 
trillion budget that will keep most of the government funded 
until the end of the fi scal year on Sept. 30. (The House had 
passed the bill on Thursday.) The vote in the Senate was held 
up by an eff ort to overturn the president’s executive order 
and remained in doubt despite the endorsement of President 
Obama and Senate Majority Leader Harry Reid (D, Nevada). 
In fact, 21 democrats voted against it because of provisions 
added by the House republicans, including an increase in the 
size of political contributions and less restrictive rules for banks 
using risky fi nancial instruments such as derivatives. “The 
fi ght foreshadows two years of legislative battles defi ned by 
tensions not just between the two parties but within them,” 
The Wall Street Journal reported.

The Fed moves to shrink banks
On Tuesday, the Federal Reserve proposed a new rule requiring 
America’s largest banks to reduce risk by holding an additional 
$21 billion in capital. The Fed’s Chairwoman Janet Yellen said 
the rule “would encourage such fi rms to reduce their systemic 
footprint and lessen the threat that their failure could pose to 
overall fi nancial stability.”

Retail sales soar
Despite the sharp drop in gas prices, retail sales in November 
were well above expectations, rising 0.7% from the month 
before and 5.1% from a year earlier, and indication that the 
gloom about the holiday spending season may have been 
premature. As a bonus, retail sales for both September and 
October were revised upward. 

In another indication of the power of oil, the producer price 
index dipped 0.2% in November and was up just 1.4% over 
the past year, well below the Federal Reserve’s target of 2% 

for infl ation. Core PPI, excluding food and gas, was fl at for the 
month and rose 1.8% from a year earlier. And lower oil prices, along 
with a healthier job market, pushed consumer sentiment to an 
eight-year high, with the University of Michigan/Thomson Reuters 
index climbing to 93.8 in December from 88.8 in November.  

In other economic news, the NFIB’s Small Business Optimism 
Index jumped 2 points to 98.1, just below its historical average 
before the recession. Wholesale inventories were up 0.4% in 
October, up 6.8% from a year ago, while business inventories 
increased 0.2%. And fi rst-time jobless claims dipped 3,000 to 
294,000 as the four-week moving average rose 250 to 299,250.

Greece gets an extension 
Eurozone fi nance ministers extended the life of Greece’s 
fi nancial rescue by two months after Greece failed to agree 
to implement economic reforms demanded by the eurozone. 
Without the extension, Greece’s lifeline of bailout money would 
have ended on Dec. 31.   

Japan’s elections
In the midst of a recession, Japanese voters went to the polls 
yesterday with Prime Minister Shinzo Abe saying the elections 
would be seen as a referendum on his policies. Early returns 
indicated that voters would increase his party’s ruling majority, 
albeit reluctantly, according to exit polls.   

China’s slowdown
China’s trade surplus hit a record $54.47 billion in November 
after an unexpected decline in imports on lower crude oil and 
other commodity prices – the forecast was for an 8% increase. 
And industrial output, the main monthly metric of growth, 
slowed to 7.2%, down from 7.7% the month before and also 
short of the forecast of 7.5%.

A look ahead
The Fed will have its last meeting of the year on Tuesday 
and Wednesday, with the expectation that it will leave 
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its benchmark rate unchanged, but given the recent 
improvements in the job market, may signal an impending 
increase. After the meeting, Ms. Yellen will conduct a press 
conference. In addition, there will be updates on industrial 
production and capacity utilization, building permits and 
housing starts, Markit’s U.S. manufacturing, services, and 
composite purchasing managers’ indexes, and the consumer 
price index.


