
The U.S. dollar was 
up against every 

one of the 31 major 
currencies worldwide.

Oil started the year at 
98.42 (WTI), hit a high 

of 107 in June, and 
ended nearly 50% off 

its high.

The U.S. equity markets 
were among the top 
performing markets 

worldwide.

The 10 Yr Tsy began the 
year at 3%  & ended at 

2.20%, & w/ the highest 
yield of any of the 

developed countries.

Gross Domestic 
Production (GDP) 

grew at an annualized 
rate of 5% in the final 

reported quarter.

Facts Behind 2014 Figures

GDP%$
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The steep drop in 
oil prices led to risk 
aversion among the 
international markets 
as volatility increased 
and assets sought 
the stability and 

transparency of U.S. markets. Considered to 
have the healthiest economy and financial 
markets currently, the U.S. is also reaping 
the benefits of lower oil and gasoline prices.

Russia is experiencing a run on assets, as mass 
capital and assets are leaving the country in 
search of security and preservation of wealth. 
The massive devaluation of the Russian 
currency, the ruble, has prompted Russian 
citizens to panic buying of cars, washing 
machines, and computers hoping to maintain 
the value of their money in items rather than 
Russian rubles. Net capital outflows out of 
Russia are estimated to have surpassed $134 
billion in 2014, more than double of what left 
the country in 2013.  A looming recession 
is also hindering any economic progress in 
Russia, as the ruble’s downward valuation is 
now affecting employment and businesses.

The U.S. economy grew at the fastest pace 
in more than a decade, as Gross Domestic 
Product (GDP) expanded at a 5% annualized 
rate for the third quarter of 2014. GDP 
data is compiled by the U.S. Commerce 
Department and released on a quarterly basis. 
It is one of the most critical data components 
used by economists in determining the health 
of the economy.

The number of Americans filing for 
unemployment continues to fall, as more 
employers are hiring at the strongest pace 
since 1999. The Federal Reserve sees the 
strengthening labor market as the catalyst for 
inflation, led by higher wages.

U.S. manufacturing output in the United 
States recorded its largest increase in nine 
months, led by automobile and machinery 
production. Utilization rates, a measure of 
how efficiently companies are using their 
resources, surpassed a key threshold of 80 
in December. Manufacturing accounted for 
about 12% of the nation’s economic growth 
in 2014, half of the 25% it represented in the 
1960s. Some economists and analysts see this 
as a growth opportunity as manufacturing 
returns to levels not seen in decades.

The Fed’s most recent Beige Book Report 
sees U.S. economic expansion as broad based, 
measuring labor and economic improvements 
in all 12 districts of the Federal Reserve 
System. The Federal Reserve sees a benefit 
in consumer demand and business demand 
strengthening together.

The output of utilities and automobiles 
grew to levels not seen in decades as cheap 
energy and low utility costs encourage foreign 
manufacturers to enter the U.S. markets and 
take advantage of affordable American labor. 
European auto makers with operations in the 
U.S. are benefiting as well from a weakened 
euro. Several large European car makers 
that manufacture cars in the U.S. export 
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Economic CommentaryHappy
New Year!

by James Pafundi

We hope your holidays were filled with 
joyous times and the making of good 
memories. We can’t believe we are 
already at the start of 2015! We are very 
grateful for all your support last year, 
as well as the continued confidence and 
trust you place with us.

With the beginning of the new year and 
all that is to come, we will also quickly 
approach everyone’s favorite time of 
the year: tax time. With that being said, 
we  wanted to devote a piece of this 
newsletter to information on when you 
can expect to start receiving your tax 
documents.

For most fund companies, Tax Form 
1099 will be postmarked by January 
31st, including American Funds and 
SEI Private Trust Company. LPL 
Financial’s projected mailing date is 
February 2nd, however please keep in 
mind that these are projected dates and 
subject to change.

In addition, American Funds is offering 
investors the option to access their tax 
documents online, a brand new feature 
for 2015. To sign up for online access, 
log on to the American Funds website, 
access the profile/settings tab, and 
under communication preferences, you 
will be given the option to sign up.

As tax season gets underway, if you 
have any questions regarding the 
mailing schedule for tax documents, 
please call our office at (360) 425-
0100 option 2, and Brittany will be 
glad to provide the most up-to-date 
information we have.

Here’s to a fabulous and prosperous 2015! 

~ Cheers
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The
Fed
Effect?

U.S. Stock Prices Rise More Slowly as 

Federal Reserve Balance Sheet Expands 

More Slowly.  Level of Federal Reserve 

Assets Has 97% Correlation with S&P 

500 since March 2009.

Despite the succession of record highs on many 
major U.S. stock market averages in 2014, some 
investors are disappointed that the market did 
not perform as well as it did in 2013.  The S&P 
500 increased 11.4% in 2014, only about a third 
of the gain of 29.6% in 2013 (these percentages 
do not include dividends).

I think one reason why stock prices did not rise 
as rapidly in 2014 is that the Federal Reserve did 
not expand its balance sheet at the same rate. In 
2014, Federal assets increased 12.1% through 

December 24th, less than one-third of 2013’s 
increase of 38.7% in the same time period.

I believe the Fed’s money printing has been 
the key factor in driving stock prices higher 
in recent years. Since the bear market low in 
March 2009, the correlation between the level 
of the Fed’s assets and the S&P 500 has been 
97%.  While correlation is not causation, such 
a high correlation strongly suggests the Fed’s 
liquidity has been a major support.

So will the Fed continue expanding its 
balance sheet in 2015? Yes.  While the Fed 
has ended their outright purchases of bonds 
under QE3, they have stated they will be 
rolling over the interest earned on their $4.5 
Trillion, which equates to approximately $100 
Billion into additional bond buying.  In order 
for the Federal Balance Sheet to contract, 
they would have to sell bonds to a greater 
extent than interest earned.

The economic forecasts set forth in the 

communication may not develop as predicted 

and there can be no guarantee that strategies 

promoted will be successful. The opinions 

voiced in this material are for general 

information only and are not intended to 

provide specific advice or recommendations

for any individual. 

them internationally, directly from 
ports in the U.S., yet sell autos in more 
affordable euros worldwide.

The U.S. government and corporate 
bond markets outperformed the 
majority of the world’s stock markets 
in 2014, validating a continued flight 
to stability throughout the year. The 
decoupling of U.S. growth from other 
developed economies, also known as 
divergence, was the scenario going 
into 2015 where the U.S. is in better 
economic and financial shape than most 
other countries.

Deflation worries in Europe and slowing 
economic conditions continued into 
2015, prompting a revisit to the Euro 
Crisis as Greece struggled with political 
issues and the possibility of an exit from 
the euro.

The International Energy Association 
(IEA) is forecasting weaker oil 
consumption in 2015, leading to 
increasing worldwide inventories and 
continued low prices. When oil hit a 
high of $107 a barrel in June 2014, not 
many thought that it would have fallen 
by half by year end.

Sources:
Commerce Dept., Federal Reserve Beige 
Book, Eurostat, Bloomberg

Economic Commentary cont’d



Roast Beef Sandwiches
with arugula, swiss cheese and horseradish

by Gina Pafundi

 • 2-4 pounds of beef chuck roast
 • 1 box beef broth (more if needed)
 • ½ jar of pepperoncini and the juice 
 • 3 heaping tablespoons of Italian seasonings
 • 1 tsp salt
 • 1 tsp pepper
 
 For the sandwiches:

 • Sub or ciabatta rolls
 • Swiss cheese
 • Arugula
 • Horseradish (optional)

Winter brings with it the desire for a good comfort food recipe. This recipe is easy and great 
for a work night or lazy weekend, and since it cooks in the crock pot, you can start it overnight 
or in the morning so that it cooks all day. With the leftover beef you could even make a 
vegetable beef soup or a lentil soup; it’s an easy, delicious recipe that keeps on giving!

In a large crock pot, combine 
the beef chuck, beef broth, 
pepperoncini, and seasonings, 
and set the crock pot on the 
eight hour setting. Once 
finished, the cooked beef should 
be tender and come apart easily.

For the sandwiches, butter the 
sandwich rolls and broil them to 
toast, then  add Swiss cheese so it 
melts on the bun. Add shredded 
beef, arugula, and horseradish, 
and serve the sandwich with au 
jus on the side for dipping. I will 
often serve this recipe with green 
beans, a salad, or french fries to 
round out the meal. ~ Enjoy!
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What’s CookingBook
Corner
by James Pafundi

The Rise and Fall of the Third Reich
by William L. Shirer.

Recently, with the Russian/Putin/Ukraine 
fiasco, many of our nation’s thought 
leaders have likened Putin to Hitler.  I 
realized that I knew very little about Hitler 
and even less about Putin, so I decided to 
read a few books on the subject.  

A few years ago, I read “Berlin Diaries,” 
published in 1946 and written by William 
Shirer.  I found it fascinating to read 
about Nazi Germany from an American 
CBS news correspondent who lived in 
Berlin from 1934 to 1940.  Every evening, 
after having been approved by the Nazi 
propaganda ministry, he would give 
a heavily redacted news report to the 
American people of German current 
events.  All the while he was keeping 
a personal diary of his day-to-day 
experiences, which he was able to smuggle 
out of the country when he left.  

Much later, in 1960, after the release of the 
secret Nazi papers and transcripts from 
the Nuremberg Trials, William Shire wrote 
“The Rise and Fall of the Third Reich.”  In 
this extensive work, Shirer puts forth the 
idea that the German people, due to their 
history, were predisposed to following a 
strong leader like Hitler. 

This idea is hotly debated amongst 
academics and I am not sure if I agree 
or not, but the most interesting takeaway 
from the book, in my opinion, was 
something completely different: Did you 
know that at an early point in the Nazi 
party, high ranking members tried to unite 
with the Communist Party?  

Cont’d on Page 4

by Gina Pafundi
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In 2006, Gina and I spent a few weeks in 
South America with her mother’s side of the 
family.  As a side trip, we flew to Peru to hike 
the famous “Inca Trail.” Our guided, three 
day, twenty-eight mile hike ended with our 
7:00 A.M.  arrival at the sun gates of Machu 
Picchu.  Our guide was an expert on all areas 
of interest: historical, architectural, cultural, 
flora, and fauna, and his frequent, informative 
stops throughout the hike were a welcomed 
distraction from the sometimes deep 
breathing as we traversed some of the most 
spectacular views I have ever seen.  

Our porters, who carried all of our heavy gear, 
certainly made it a wonderful way to enjoy 
our environment.  Not only did they carry the 
heavy loads, but they also prepared meals and 
provided  us with a large bowl of hot water to 
wash ourselves each morning before we hit 
the trail.  

One of the most challenging sections of the 
hike was “dead woman’s pass,” a 13,840 ft 
pass fourteen  miles in.  The pass is so named 
not because of an unfortunate demise of an 

individual of the feminine variety, but because 
it looks like supine woman. To be honest, 
through the sweat in my eyes and my labored 
breathing, it didn’t look anything like that to 
me. To me, it looked like a long way to the top!  

One of the best parts of our hike was the 
ability to experience ruins that most people 
will never see. The ruins along the trail were 
holy locations, with each subsequent ruin 
becoming more holy to the Inca people, 
finally culminating at Machu Picchu.  Once 
we passed through the sun gates and headed 
down to the city, we were surprised to be met 
by an angry llama.  Thankfully, he was more 
bark than bite, and after a few snorts and 
some stomping of his feet, the animal handler 
caught up with him and chased him back 
down the trail. Our guide remarked that he 
was part of the native welcoming committee. 
(All the other natives we met of the two legged 
variety were quite nice!)
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Nazis (National Socialist Workers Party) 
started asking themselves why they, and 
the communists, weren’t working together.  
Weren’t they all for the worker?  

This never came to pass, as Hitler had a 
hatred of the Slavic people and could not 
stomach the idea of working with Stalin. 
Had he no hatred, historical outcomes 
could have been very different. 

So, is Putin the modern day Hitler? With 
the review of next issue’s book, we’ll see how 
similar they are.

Hiking The Famous “Inca Trail”
By James Pafundi

Machu
Picchu


