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Everyone celebrates special days that are meaningful. Most of these 

special dates revolve around a wedding anniversary or a loved one’s 

birthday. Some of those days commemorate an important event. 

Yesterday, the financial industry celebrated one of those special days. 

Five years ago, on March 9th, 2009 the stock market hit rock bottom. To 

those of us in the industry, March 9th, 2009 represents the turning point 

where calmer heads prevailed and the financial markets began their 

journey back to normality. March 9th also reminds us that the financial 

markets can be extremely fickle in the short-run. 

 

Short-term Prognostications 

Every year, we provide our general thoughts (or our prognostications) 

on how we envision the economy and our financial markets are going 

to look over the next one, five and ten years. The truth is it’s impossible 

to predict short-term movements in the financial markets, mostly 

because short-term movements are driven by impossible to predict 

global (weather, political or structural) events. Of course, we also know 

approximately 70% of all daily stock trades are directly tied to 

computer programs. These computer programs are designed to take 

advantage of small disconnects in market prices, which means they are 

NOT concerned with any of the underlying fundamentals of our 

economy or the financial markets. 

 

So, unless you know how all the computer programs work and/or you 

can predict future global events with any degree of certainty, it’s 



virtually impossible to predict short-term financial market movements. 

Of course, this does not stop many investors from trying. 

 

Long-term Prognostications 

When you examine the financial markets over longer periods of time, it 

becomes much easier to predict their behavior. In fact, our financial 

markets are much more consistent over time than most investors 

realize. This is precisely why we build our well-diversified portfolios 

with the long-term in mind. We know there are going to be short-term 

surprises, but we also know we can take advantage of them if we 

diversify correctly and pro-actively rebalance our portfolios 

 

Now that we have provided the required caveats and general warnings, 

we’ll examine this year’s KWAG prognostications and predictions, with 

some general comments. Note: We decided to combine a few of our 

predictions to keep this update short and sweet. Please keep in mind, 

these prognostications are provided mostly for entertainment 

purposes. Enjoy. 

 

Ten Common Sense Prognostications 

1. Double-digit returns in the equity markets: Over the last five years, 

this prediction was NOT that difficult, since every logical measure of the 

stock market indicated it was significantly underpriced. We outlined 

these measurements in a number of our updates and newsletters over 

the last five years. However, after last year’s significant stock market 

run-up of 30%, we would argue that the stock market is now fairly 

priced. Thus, it’s difficult to say what will happen to the stock market 

over the next year. That said, longer term, we believe stock market 



investors will be more than amply rewarded, mostly because the same 

Macro-economic factors we have sighted in the past (i.e. Cheap capital, 

inexpensive labor, revolutionary technology, expanding capital markets, 

a growing global middle class and new energy resources) remain in 

place. 

 

2. Small and Mid-Cap Stocks will hit all-time highs: Small cap stocks, 

mid cap stocks and large cap stocks have all hit all-time highs - a 

number of times this year. In fact, all three hit all-time highs last week, 

led by large caps stocks, which closed at an all-time high on Friday.  

 

3. Above Average Stock Market Volatility: Over the last few years, we 

have experienced very little stock market volatility. Common sense tells 

us that this lack of market volatility cannot last forever. At the end of 

January, we experienced a nice normal market dip of 7.5% in small caps 

and 5% in large caps. We were frankly hoping for a bigger dip that we 

would have used to pro-actively rebalance our portfolios. At this point, 

investors should be expecting a normal dip between 10%-15%, and 20% 

would not be surprising. In fact, investors should expect a normal dip of 

10%-15%, every year.  

 

4. All Time Highs in S&P500 Profits and Cash Flows: This is not really a 

bold prediction. Today, corporate America sits on record profits and 

cash flows. If the economy expands – like every financial analyst 

expects it to – corporate America’s balance sheets will also expand. The 

good news is, we expect this expansion to continue for quite some 

time, as long as the Macro-economic factors mentioned above stay in 

place. 



 

5. U.S. Growth at 2%-2.5% and Global Growth at 4%-4.5%: Our 

predictions are actually lower than most. That said, we don’t think the 

lower growth rates will significantly affect corporate cash flows in any 

significantly negative way. The truth is the world economy is still 

working through the effects of the credit crisis five years ago. We 

believe this hangover will continue for a few more years. The good 

news is the growth of the economy will continue to help keep the 

deficit - as a percentage of GDP - on the right trajectory, downward. 

 

6. Interest Rates will Remain Lower Than Normal and Slowly Creep 

Up: Given our prediction of slow, but steady growth, we believe the Fed 

will keep interest rates lower than normal for much longer than most 

people believe. The FED has already stated they will leave interest rates 

low for at least the next two years. We believe this policy of low 

interest rates will stay in place even longer than that. Why? The 

benefits far outweigh any of the potential risks. 

 

7. Inflation will remain Muted for Quite Some Time: There are three 

main items that drive longer-term inflation: Bank Lending Activity, the 

Velocity of Money and Wages Prices. Bank lending activity acts as a 

money multiplier. The velocity of money measures how often money 

changes hands, and wage prices are driven by productivity and 

unemployment rates. At this point, all three indicators are fairly muted, 

which means the Federal Reserve can continue to buy government 

securities and keep interest rates low. When the FED observes a 

significant movement in any of these three economic variables, then 



they may have to alter their policies.  At this point, we believe all three 

variables – along with GDP growth – will be muted.  

 

8. Europe and the Euro will not collapse: As we have been saying for 

quite some time, Europe’s economy will slowly improve over time. 

However, there is no easy fix. The good news is their overall economy is 

moving in the right direction and the European Central Bank (ECB) is 

following our FED’s lead by using a number of the same innovative 

tools. Of course, the rest of the global economy - including China - 

continues to grow at reasonable rates. 

 

9. Ethics, Transparency, and Resiliency: Over the course of the last five 

years, there have been a number of regulatory changes to our economy 

that have resulted in more ethical behavior. In addition, there have 

been a number of laws enacted that have led to more transparency in 

global markets. Finally, global companies have shown an incredible 

ability to rebound and thrive in any economic environment. Today, we 

believe the transparent nature of our markets benefits everyone and it 

encourages risk taking, which is paramount in financial markets. 

However… 

 

10. Global Surprises: We should always plan for a number of global 

surprises (weather, political and structural) and short-term volatility. 

It’s the nature of our financial markets. At this point, all of our clients 

should know we have a rebalancing plan in place to take advantage of 

any short-term volatility. Instead of trying to predict which things will 

lead to short term volatility, we’d rather assume short-term volatility is 

going to happen at some point in the future, and have a pro-active plan 



in place to take advantage of it. This way, we don’t really have to 

concern ourselves with what causes short-term volatility, since we’ve 

already embraced the fact that it’s going to happen. 

 

Overall, we believe we are in the midst of a long-term bull market. And 

as long as the world economy continues to grow and embrace market 

driven economies, our portfolios will thrive. 

 

Thank You 

As usual, if you have any questions or concerns regarding our updates, 

your portfolio or any of our investment strategies, please feel free to 

contact us immediately. We always look forward to hearing from you 

and thank you for your continued confidence in our firm. The recent 

referrals are much appreciated. As you know, we remain 100% 

committed towards your financial well-being at all times. If you need 

anything or your goals or time horizons have changed, please do not 

hesitate to call or drop an e-mail to set up an appointment. We are 

here to serve your financial needs, whatever they may be.  Again, we 

thank you for your continued confidence in our firm and look forward 

to working together in 2014! 

 

-Joe & The Gang at KWAG 
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