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Wild Rides or Wild Guesses?
“The experts said 2014 would be wild. They were right. They think 2015 will be wilder.” So
said the Wall Street Journal as the New Year got underway. But were the experts really right
about last year? You be the judge.1
One of the best performing asset classes in
2014 was government bonds. With inflation
and expectations for future inflation low,
yields on many longer-dated bonds fell
toward record lows throughout the year.
Yields fall as prices rise.

UK government bonds also had their best
year since 2011. Gilts returned 14% as the
Bank of England kept interest rates at record
lows. The 10-year bond ended the year at
1.76%, down from 3% in January and again
at odds with expectations of a rise.

For example, the return for investors in US
Treasuries that mature in 10 years or more
was above 20% last year, eclipsing the gains
in shorter-dated bonds and in equities. The
10-year bond ended the year at just above
2%.

In Australia, Bloomberg in February found
11 institutions predicting the central bank
would raise its benchmark rate. It turned
out cash rates remained unchanged all year
and Australian government bond yields fell
from above 4% to below 3%.3

Yet a year before, the consensus forecast
from economists polled by Bloomberg was
for Treasury yields to rise rapidly in 2014 to
3.44%. Likewise, the yield on the 30-year
bond ended at 2.75%, defying economists’
forecasts of 4.25%.2

It wasn’t just the bond market that
confounded forecasters in 2014. Economists
surveyed by the Wall Street Journal in
January 2014 expected oil to end the year
at about $US95 a barrel, up from $US92.
But oil prices collapsed 46% over 2014,
the steepest decline in six years to end just
above $50 a barrel.4

Wild Rides or Wild Guesses?
The US share market fooled some analysts
as well. The consensus forecast for the S&P
500 from a Bloomberg poll of 20 analysts
was for a modest 5.5% gain in 2014. The
market ended up by more than 11% or
nearly 14% including dividends.
In Australia, analysts got it the other way
around, predicting a much better year for
local shares than eventuated. In January, a
Sydney Morning Herald poll said the local
benchmark S&P/ASX 200 index was tipped
to “rocket” 8.5% to more than 5900 by
the end of the year. As it turned out, the
price-only index gained just over 1%.5
But even if you had picked bond and equity
movements in 2014, you also had to manage
currency risk. And it was an extraordinary
year for the US dollar, which posted its best
year in nearly a decade. Bloomberg data
showed the greenback climbed against all
of its major peers last year.
A year before, there was a consensus view
that the US dollar would strengthen. But
few picked the extent. The mean estimate
in a poll of 46 analysts by Bloomberg in
late 2013 was for the US dollar to rally 7%
against the euro in 2014. As it turned out,
the US currency put on 12%. Against the
commodity-driven Australian dollar, the US
dollar gained 8.3%.6
Why did so many forecasts go awry in 2014?
The simple answer is things happened.
Inflation was much lower than many
expected. The slump in commodity prices,
particularly for oil and bulk commodities
like iron ore and coal, surprised many. This
hurt the resource-heavy Australian market
in a relative sense.
Geopolitically, it was a turbulent year,
though the actual effect on markets was
hard to discern. The militant group Islamic
State rampaged through Syria and northern
Iraq, triggering US-led military reprisals.
War broke out in Gaza between Israel and
Hamas. Relations between Russia and the

West deteriorated over the Ukraine. The
Ebola virus ravaged parts of West Africa,
raising global health concerns.
Economically, the US recovery accelerated.
Growth in the third quarter reached its
quickest pace in 11 years and the Federal
Reserve wound up its asset buying program
in anticipation of an eventual increase in
official interest rates this year.
Europe, in stark contrast, continued to
struggle economically. The single currency
zone grappled with the threat of deflation,
triggering market expectations by year end
of radical policy action by the European
Central Bank.
Japan’s recovery showed signs of stalling
toward the end of the year, triggering
promises of another near-$30 billion
stimulus package by Prime Minister Shinzo
Abe’s re-elected coalition government.
China, too, flagged more stimulus as
industrial activity there slowed and the
property market weakened. December
quarter growth was estimated at 7.3%,
undershooting the official 7.5% target and
marking the weakest annual expansion in
24 years.
Even so, Chinese stocks climbed toward
5-year highs to end up more than 50% for
the year and topping the league table for
international stock markets in 2014.
So were the forecasters right after all? Was
2014 a “wild” year? The short answer to
that question is another question: compared
to what? Ask yourself when haven’t markets
had something to worry about? When has
there ever not been uncertainty?
The world is a big and ever-changing place.
Economies wax and wane. There is always
geopolitical conflict somewhere. “News”,
which is journalistically defined as both
noteworthy and unexpected events, is
always happening.

Wild Rides or Wild Guesses?
The prices of securities respond to news. To
accurately and consistently predict prices,
then, you need to be able to anticipate
everything that might influence them. And
the fact is no-one has been shown to be
able to do that (at least no-one human).
So the task for investors as each and every
year begins is to take every forecast with a
large grain of salt. At best, these forecasts
are assumptions. They’re based on a whole
lot of other variables going according to
plan. We saw how bonds confounded
forecasters last year. So investors who
avoided them missed an excellent return.

events before they happened, you would
still have to predict how the market would
react. And, as we have seen, that is not
always obvious. What matters ultimately
for individuals as investors is what is going
on in their own lives and whether their
portfolios are sufficiently diversified to get
them to where they want to go. There will
always be parts of the market that do better
than others. The challenge is we don’t know
which. And you probably aren’t sufficiently
diversified if nothing in your portfolio stank.
Ultimately, wild rides aren’t made easier
with wild guesses.

We saw how the US equity market
continued to reach new highs despite some
expectations of more modest gains and how
Chinese stocks defied gloomy economic
numbers. We noted how oil prices slumped
despite rising unrest in the Middle East. And
we saw how the strength of the US dollar
surprised many. The news is important, for
sure. But even if you had a crystal ball to see
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MASECO Private Wealth is a wealth management firm specialising in developing and implementing wealth planning and tax efficient wealth
management strategies for American Families living both inside and outside the United States and UK Families living in the US.
Having spent a combined total of over twenty years at one of the largest US banks looking after the needs of expatriate American clients,
the MASECO partners identified a gap in the provision of sound, practical and creative advice for US expatriate and inpatriate clients from
the UK.
We decided to use the expertise we gained at large institutions to create a partnership that bridges this gap and provides a first class service
within a wealth management firm – without the often conflicting demands of ownership by a large institution.
With this philosophy at its core, MASECO Private Wealth is focused, forward-thinking and, most importantly, puts its clients first.

All expressions of opinion are subject to change without notice and are
not intended to be a guarantee of future events. This document is for
information only and does not constitute a solicitation to buy or sell
securities nor does it purport to be a complete description of our investment policy, markets or any securities referred to in the material. Opinions
expressed herein are not intended to be a forecast of future events or a
guarantee of future results or investment advice and are subject to change
without notice or based on market and other conditions. Any reference to
model portfolios, which is used for internal purposes, is purely illustrative.
The value of investments and the income from them may fluctuate and can
fall as well as rise. Past performance is not a guarantee of future results.
You may not recover what you invest.
Although information in this document has been obtained from sources
believed to be reliable, MASECO LLP does not guarantee its accuracy or
completeness and accepts no liability for any direct or consequential losses
arising from its use. Throughout this publication where charts indicate that
a third party (parties) is the source, please note that the source references
the raw data received from such parties.

distortions or other disruptions due to various factors, including lack of liquidity, participation of speculators and government intervention.
The prices of real assets (for example, precious metals) tend to fluctuate
widely and unpredictably, and have historically experienced periods of flat
or declining prices. Prices are affected by global supply and demand, investors’ expectations with respect to the rate of inflation, currency exchange
rates, interest rates, investment and trading activities of hedge funds and
commodity funds, and global or regional political, economic or financial
events and situations.
REITs investing risks are similar to those associated with direct investments
in real estate: lack of liquidity, limited diversification and sensitivity to
economic factors such as interest rate changes and market recessions.
The indices are unmanaged, are shown for illustrative purposes only
and do not represent the performance of any specific investment. Index
returns do not include expenses, fees or sales charges, which would lower
performance.

MASECO LLP and its affiliates do not provide tax or legal advice and levels
and bases of taxation can change. To the extent that this material or any
attachment concerns tax matters, it is not intended to be used and cannot
be used by a taxpayer for the purpose of avoiding penalties that may
be imposed by law. Any such taxpayer should seek advice based on the
taxpayer’s particular circumstances from an independent tax advisor.

International investing entails greater risk, as well as greater potential
rewards compared to investing in your local stock market. These risks
include political and economic uncertainties of foreign countries as well
as the risk of currency fluctuations. These risks are magnified in countries
with emerging markets, since these countries may have relatively unstable
governments and less established markets and economics.

Neither asset allocation nor diversification assures a profit or protects
against a loss in declining financial markets. Currency fluctuations may
increase or decrease the returns of any investment.

Investing in smaller companies involves risks not associated with more
established companies, such as business risk, significant stock price
fluctuations and illiquidity.

Bonds are affected by a number of risks, including fluctuations in interest
rates, credit risk and prepayment risk. In general, as prevailing interest
rates rise, fixed income securities prices will fall. Bonds face credit risk if
a decline in an issuer’s credit rating, or creditworthiness, causes a bond’s
price to decline. High yield bonds are subject to additional risks such as
increased risk of default and greater volatility because of the lower credit
quality of the issues.

Interest on municipal bonds is generally exempt from US federal income
tax; however, some bonds may be subject to the alternative minimum tax
(AMT). Typically, state tax exemption applies if securities are issued within
one’s state of residence; if applicable, local exemption applies for issues
within one’s city of residence.

Bonds rated below investment grade may have speculative characteristics
and present significant risks beyond those of other securities, including
greater credit risk and price volatility in the secondary market. Investors
should be careful to consider these risks alongside their individual
circumstances, objectives and risk tolerance before investing in high
yield bonds. High yield bonds should comprise only a limited portion of a
balanced portfolio.
Finally, bonds can be subject to prepayment risk. When interest rates fall,
an issuer may choose to borrow money at a lower interest rate, while
paying off its previously issued bonds. As a consequence, underlying bonds
will lose the interest payments from the investment and will be forced to
reinvest in a market where prevailing interest rates are lower than when
the initial investment was made.
Alternative investments referenced in this report are speculative and
entail significant risks that can include losses due to leveraging or other
speculative investment practices, lack of liquidity, volatility of returns on
transferring interests in the fund, potential lack of diversification, absence
of information regarding valuations and pricing, complex tax structures and
delays in tax reporting, less regulation and higher fees than mutual funds
and advisor risk.
Investing in commodities entails significant risks. Commodity prices may be
affected by a variety of factors at any time, including but not limited to (i)
changes in supply and demand relationships, (ii) governmental programs
and policies, (iii) national and international political and economic events,
war and terrorist events, (iv) changes in interest and exchange rates, (v)
trading activities in commodities and related contracts, (vi) pestilence,
technological change and weather, and (vii) the price volatility of a
commodity. In addition, the commodities markets are subject to temporary

The initial interest rate on an inflation-linked security may be lower than
that of a fixed rate security of the same maturity because investors expect
to receive additional income due to future increases in CPI. However, there
can be no assurance that these increases in CPI will occur.
Changes in exchange rates may have an adverse effect on the value, price
or income of foreign currency denominated securities.
Investments or investment services referred to may not be suitable for all
recipients.
In the UK, certain services are available through MASECO LLP (trading as
MASECO Private Wealth and MASECO Institutional) which is registered in
England and Wales, number OC337650, with registered offices at Burleigh
House, 357 Strand, London, WC2R 0HS, telephone +44 (0)20 7043 0455,
email enquiries@masecopw.com. MASECO LLP is authorised and regulated
by the Financial Conduct Authority for the conduct of investment business
in the UK. The Financial Conduct Authority does not regulate tax advice or
offshore investments. Messages and telephone calls to and from MASECO
Private Wealth may be monitored to ensure compliance with internal
policies and to protect our business.
MASECO LLP is a FINRA/SEC Registered Investment Advisor in the United
States of America.
US Treasury Department Circular 230 disclosure: To ensure compliance
with requirements imposed by the IRS, we inform you any US federal tax
advice contained in this communication (including any attachments) is not
intended or written to be used, and cannot be used, for the purpose of
(i) avoiding penalties under the Internal Revenue Code or (ii) promoting,
marketing or recommending to another party any transaction or matter
addressed herein.

