
program, known as Quantitative Easing, in 
November. Normally when a large source 
of demand is eliminated from the picture, 
prices tend to fall.  So much for Econ 101!

Oil certainly didn’t fare as well after 
opening the year at over $100 per barrel. 
As of December 31st, the price of 
“black gold” had fallen to $53.27. While 
an unambiguous positive for the US 
consumer, plummeting oil is no longer an 
unambiguous positive for the economy at 
large. The Energy sector has contributed 
disproportionately to the job gains we have 
enjoyed in recent years, and these jobs are 
considered to be relatively high-paying. 
Still, lower gas prices should continue 
to benefit those most in need of some 
financial relief: low- to moderate-income 
consumers.   

Another economic trend of dubious 
benefit is the ongoing surge in the US 
dollar. As I write, the dollar has risen 
over 14% against a basket of six major 
foreign currencies since the beginning of 
2013. The dollar’s rise reflects a superior 
economic outlook in the US relative to 
other developed economies.  It also reflects 
the fact that our central bank is closer to 
unwinding its unprecedented monetary 
expansion while Europe, Japan and others 
may be just beginning.  However, a surging 
dollar makes US exports, which account 
for some 13% of our GDP, less attractive.  
Weaker exports will be an ongoing drag on 
economic growth in the US.  In addition, 
capital flight from emerging economies 

View From A Farr
•	Fed	Funds	remain	at	0.25%.

•	1-year	Treasury	bill	closed	the	year	at	
0.44%.

•	10-year	Treasury	note	closed	at	2.17%.

•	Investor	psychology	is	positive.

•	Earnings	are	expected	to	be	higher.

•	The	S&P	500	produced	a	total	return	
of 13.69% for the year.

•	Volatility	was	considerable,	but	most	of	
it was the positive variety.

•	Expectations	for	2015	are	cautiously	
optimistic.

 

“ Too much of a good thing can be 
wonderful!”  
- Mae West

 

It was another great year for stocks. The 
Dow Jones Industrial Average produced 
a	 total	 return	 of	 10.0%,	 while	 the	 S&P	
500 and Russell 1000 Growth indices 
yielded total returns of 13.7% and 13.1%, 
respectively.		2014’s	gains	brought	the	S&P	
500’s two-year return (including dividends) 
to over 50%!  As they say in New Orleans, 
“Laissez les bon temps rouler!”  

It was another good year for bonds as well. 
The	 10-year	 Treasury	 note	 fell	 in	 yield	
(rose in price) from 2.99% to 2.17%.  Bond 
prices	rose	despite	the	fact	that	the	Federal	
Reserve discontinued its economic support 
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(and into the US) could cause some nasty 
repercussions if left unchecked.   

On the political front, mid-term elections 
were stunningly in the Republicans’ favor.  
In emphatic fashion, voters voiced their 
discontent with either the country’s present 
direction or the inability of lawmakers to 
compromise in their efforts to address 
formidable challenges (or both). Our sense 
is that we haven’t seen the last of Wild 
West showdowns.     

Stay Focused!
The news headlines were full of major 
stories to the point of being overwhelming.  
Investors had so much news to digest that it 
was very hard to form a cogent investment 
response. Russia invaded Ukraine (sort of ) 
while its own economy collapsed, and Putin 
stayed as popular as ever. North Korea, 
ISIS, and Al Qaeda battled for the baddest 
bad-guy distinction. The ECB remained 
paralyzed even as Greece made its fourth 
annual appearance in headlines. China’s 
economic growth slowed.  Japan slipped into 
yet another recession. Janet Yellen became 
the	 first	 woman	 to	 head	 the	 FED.	There	
were	 riots	 in	 Ferguson,	 Missouri,	 massive	
data breaches by several different companies, 
and marijuana was legalized in 4 states with 

more to come. Not to mention Ebola, Dow 
18,000, missing airliners and more!   

Stock Prices

If you find these good news/bad news 
contradictions confusing, you are not alone. 
Our	 explanation	 has	 been	 the	 Federal	
Reserve and central banks around the 
world have continued to print money and 
flood the world with liquidity. At each 
attempt to end Quantitative Easing in 
the US, markets swooned.  The October 
swoon was thwarted just as it approached 
“correction” territory (-10%) by St. Louis 
Fed	 President	 Jim	 Bullard	 who	 merely	
suggested	 that	 the	 Fed	 may	 have	 to	 do	
more.  (I will have the honor of sharing 
the podium with President Bullard on 
February	 3rd	 at	 University	 of	 Delaware’s	
Annual	Economic	Forecast.		Please	come!)	
Markets received another boost in early 
December	when	the	language	in	the	Fed’s	
statement included the word “patience.”  
We have long posited that markets have 
been	 unhealthily	 dependent	 on	 Federal	
Reserve	 intervention.	 If	 the	 Fed	 indeed	
increases rates at some point in 2015, 
it is likely markets will see a pull-back.  
However,	we	remain	unconvinced	of	a	Fed	
follow-through.

Among the truest of market axioms is 
that markets fluctuate. As true as it may 
be, markets have not fluctuated too much 
from their relentless upward trajectory 
from Dow 6,700 in March 2009 to over 
18,000 in 2014. Just because the market 
hasn’t gone down doesn’t mean that it 
won’t. In fact, it’s normal for markets to 
go	down	from	time	to	time.		The	S&P	500	
made 53 new highs last year and gained 
over 13.5%.  We are well past our ability to 
“buy low.” But, it may be too early to call 
a market top.

In the fall of 1996 the Dow had just risen 
past 6,000 for the first time, and then 
Federal	Reserve	Chairman	Alan	Greenspan	
suggested markets were experiencing 
“irrational exuberance.” Greenspan was 
saying stocks were expensive, and he wasn’t 
wrong.  Though stocks were expensive they 
became more so.  The Dow hit 8,000 eight 
months later and rose through January, 
2000 to almost 11,500.  If we can agree 
that Alan Greenspan is at least as bright 
as the average investor, and that he would 
have lost by selling in 1996, then perhaps 
we can further agree that market timing 
can’t be done consistently with any degree 
of precision. 

Margins, Margins, Margins  
(In a Jan Brady voice)
Our largest concern with regard to stock 
valuations is that profit margins remain 
some 50% above long-term averages. We 
have been singing this tune for quite some 
time now, yet there has been no reversion 
to the mean. Debt-induced spending 
has continued, while low labor costs, idle 
production capacity, investment deferrals, 
low interest rates, lower tax rates, and 
lower commodity prices have all remained 

If you find these good news/bad news 
contradictions confusing, you are not 
alone. Our explanation has been the 
Federal	Reserve	and	central	banks	around	
the world have continued to print money 
and flood the world with liquidity. 
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accretive to corporate margins as well.  At 
the same time, record stock buybacks have 
juiced corprate earnings-per-share.   

But most, if not all of these things are 
cyclical.  They rise and fall like the tides.  
As investors, it is important to recognize 
these fundamental challenges and look for 
companies that offer the best insulation, if 
not immunization, from them. It has been a 
major focus in our investing as our posture 
is ever defensive. It is always better to focus 
on growing what you have than trying to 
earn back what you’ve lost by assuming too 
much risk.

Protecting against down markets is a 
crucial goal. Eschewing market hype and 
herd ebullience is essential to remaining 
disciplined. Emotion is the foe of the long-
term investor. People seem to understand 
the importance of battling their fear when 

The growth rates of the 2Q and 3Q are not 
surprising given the 2.1% weather-affected 
drop in the 1Q. We expect that when all 
the numbers are in, GDP growth for full-
year 2014 will come in only modestly better 
than the 2.0%-2.5% trend since the end of 
the recession.  In 2015 we expect more of 
the same.  While the labor market appears 
to be making a full recovery, a closer look 
reveals that labor participation rates remain 
very low, part-time jobs are replacing full-
time jobs, and incomes remain stagnant.  
At the same time, the costs of necessities 
like health care, housing, education, food, 
and saving for retirement have gone up, and 
credit remains relatively tight.  In short, the 
middle class continues to get squeezed.

We believe strongly that the process of 
deleveraging has yet to run its course.  We also 
believe that the answer to the problem of too 
much debt is not the encouragement of more 
debt.  While some will point to the modest 
decrease in consumer debt as real progress, it 
must be recognized that the decrease has been 
more than offset by large increases in federal 
government	 debt.	Taxpayers	 will	 eventually	
have to pay the bill.

While the recent economic trends in the 
US have been modestly better, growth is 
slowing around the world. China’s growth 
rate is slowing to rates not seen since 1999, 
Japan is in recession, and Europe has stalled. 
The United States has gone from the least 
bad house on a bad block to a pretty decent 
house	on	a	bad	block.		Twelve	years	ago	the	
US accounted for about a third of global 
GDP, and that percentage has fallen to 
about 22%.  This is important because our 
ability to carry the world (or take it asunder) 
has lessened. The old idea of economic 
decoupling - that what happened around the 
world wouldn’t affect the US or vice versa - is 
no longer valid.  The global economic fabric 
is intertwined and interdependent. 

markets are falling, but it is just as important 
to fight joyful enthusiasm when markets 
are rising. Bulls make money. Bears make 
money. Hogs get slaughtered. 

Economy
There are many positive signs in the US.  
Gross Domestic Product (GDP) for the 
3rd quarter was up 5% on an annualized 
basis compared to the 2nd quarter (adjusted 
for inflation).  The Unemployment rate fell 
to 5.8%, and there are now, finally, more 
people working in the US than at the 
previous economic peak in 2007 (although 
the US population has grown by some 15 
million over that time). Manufacturing 
activity has been picking up, housing prices 
have rebounded, credit is becoming more 
available, and confidence is improving.  
What’s not to like?

“Restoring Our 
American Dream”
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Captain Elmon A. Miller, Jr. 
We were very sad to say goodbye to our great longtime friend and co-founder Captain Sunny 
Miller who passed away in early December.  He will be missed tremendously by all who knew him. 
The following is an excerpt from The Washington Post.

Captain ELMON A. MILLER, JR. “Sunny” Captain Miller died peacefully on Wednesday, 
December	10,	2014.	Born	April	16,	1918	in	Norfolk,	VA,	he	was	the	son	of	Elmon	Adams	Miller	
and	Violet	Alexander	Miller.	He	was	a	childhood	resident	of	the	Greenway	Farm	in	Leesburg,	
VA	which	his	 grandfather	 John	H.	Alexander,	 a	member	 of	Colonel	Mosby’s	 43rd	Battalion,	
purchased soon after the Civil War. He spent his formative years in the District of Columbia 
graduating	from	Central	High	School	followed	by	the	University	of	Virginia.	He	answered	the	
national call to duty in 1940 and joined the US Navy as a naval aviator, which evolved into a 25-
year career, flying combat missions in WWII and Korea, retiring at the rank of Captain in 1965.

After his retirement from the US Navy, Captain Miller began a second career in the financial 
services	industry.	He	first	worked	at	Mackall	&	Coe,	then	Johnston	&	Lemon	and	a	twelve-year	stint	with	Alex.	Brown	&	Sons.	In	
1996,	Captain	Miller	co-founded	the	investment	firm	Farr	Miller	&	Washington.	He	worked	at	FM&W	as	an	emeritus	member	of	the	
investment committee until his death. Captain Miller will be remembered for his southern social charm, his unshakably calm demeanor, 
his quiet leadership, and a level of integrity and character that was remarkable even among our Nation’s Greatest Generation.

© Farr, Miller & Washington. All Rights Reserved.

Want to learn more about  
Farr, Miller & Washington? Visit www.farrmiller.com, e-mail us at invest@farrmiller.com or call (202) 530-5600.

Farr’s View
In our view, the notion that there is some point of “escape velocity” 
for the US economy is a fallacious idea.  The 2.0%-2.5% GDP 
growth we have achieved since the recession ended has been heavily 
dependent on ultra-low interest rates, high levels of government 
spending, and inadequate levels of consumer saving. While low gas 
prices will certainly help in the near term, any increase in interest 
rates will likely put a ceiling on the growth we can expect. This needs 
to	happen,	but	it	won’t	be	pleasant.		Financial	assets	as	well	as	the	
economy	at	large	have	been	supported	by	the	Federal	Reserve.	When	
the	Fed	eventually	removes	accommodation,	rates	will	rise,	markets	
will fall, economic growth will suffer, and the world will not end.

Shouldn’t we sell?  Yes and no.  Yes, sell those things that have 
become too expensive, risky, or violate your sell discipline.  Don’t 
think for a minute that you will successfully sell at the top or have 
any idea when you should buy back.  How eager were you to buy in 
March of 2009 when the Dow was at 6,700? 

Investing is for patient optimists: they believe things will be bigger 
and better at some point hence and are willing to wait.  Over the 
years they have been well rewarded.  On the set at CNBC last 

week a friend quipped, “Buy, hold, and be rich when you’re old.”  
I loved it!  In short, times have been great, but we believe tougher 
times are ahead. They will pass painfully, and better days lie beyond.  
Be disciplined, dispassionate, and optimistic.  This is a great country 
and a great business.  Be of strong heart.

Shares In View 

Farr,	Miller	&	Washington	is	a	“buy-to-hold”	investment	manager,	
which means we make each investment with the intent to hold the 
position for a period of 3-5 years. Nevertheless, in each of the past 
ten Decembers I have selected and invested (personally) in ten of 
the stocks we follow with the intention of holding for just one year. 
These are companies that I find especially attractive in light of their 
valuations or their potential to benefit from economic developments. 
I hold these positions for the following year, and then I reinvest in 
the new list.  They are not recommendations to buy or sell.  We 
may be buying and or selling in portfolios under our discretionary 
management.  If you have questions about the appropriateness of 
these issues for your investment strategy, please call us.  The list, 
including a brief description of each company, can be found at our 
web site, www.farrmiller.com.


