
Here at WWM, we hope everyone 

is back in the swing of things after 

a wonderful holiday season!  This 

Newsletter discusses: 

 2014 economic stories  

 2014 asset class returns 

 Why we don’t try to predict 

the winners for 2015 

 Capital gains (taxable 

accounts)  
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2014 Economic Stories 
 

The U.S. economic stories shaped much of the investment markets in 2014.  

The U.S. established itself as rather insulated in an inter-connected world.  

The economy grew, the stock market increased, real estate continued to 

recover, the minimum wage increased in many states, and unemployment 

decreased.  Rather unbelievably, oil prices and interest rates continued to drop 

putting more money in consumers’ pockets and raising their confidence. 

 

Continued . . . 



Technology continues to change our lives.  According to Statista, the 

number of smartphone users in the U.S. jumped to 164 million.  On the 

flip side, hackers breached institutions for personal data and (in the case 

of Sony) shut down a movie for political reasons. 

Outside the U.S., Japan has entered a recession, and Europe seems close.  

Russia invaded a sovereign nation, and the Middle East continues to be a 

horrible war zone and terrorism haven.  The economies of China and 

Russia have slowed significantly.  Africa’s Ebola outbreak emphasizes 

how difficult containing the spread of a virus can be (even one that is not 

easily transmitted). 

2014 Asset Class Returns 

In short, large U.S. Stocks (and U.S. Real Estate) outpaced other 

investment groups in 2014.  According to JP Morgan Asset Management, 

here are the returns of major asset classes for 2014: 

Years like 2014 (and others in the last few years) often make investors 

forget why we don’t rely solely on US Stocks for our investment strategy.  

In retrospect, it may seem easy at the beginning of the year to choose 

which investments will do better than others.   



NOT Predicting the Winners in 2015 

Choosing the right asset classes seems rewarding as well.  Numerous 

studies support that more than 90% of investment returns are driven by asset 

allocation.  In other words, returns depend much more on the choice of asset 

class than the individual securities within that asset class.  For example, in 

2014, a year when Large US Stocks increased 15% and Small US Stocks 

increased only 6%, the very best small stock managers can’t generate 

returns that come close to what the large stocks did. 

Only one of 792 actively-managed Small-Cap US Stock Blend Mutual 

Funds beat the S&P 500’s return in 2014.  That’s barely over one-tenth of 

1% (it’s actually 0.126%).  (Incidentally, that same company has another 

fund with higher fees that did not beat the S&P 500 last year).  It is no 

stretch to conclude that given a choice between large and small stocks in 

2014, the more large stocks owned, the better an investor performed (even if 

the small stocks were managed by a star manager). 

So why do we not try to predict which investments will do better than others 

at the beginning of each year?  Or react to market forces as they occur 

throughout the year?  Because of the difficulty inherent in such predictions. 

For example, from 2000 through 2014, U.S. Stocks (green squares in chart) 

and Non-U.S. Stocks (weird orangey-brown squares) performed better about 

the same number of calendar years: 

U.S. Stocks outperformed Non-U.S. Stocks over some periods and vice 

versa.  Since we cannot predict which asset class will outperform in 2015, 

we want to invest in both to reduce the risk of large losses (diversification). 



How do we know that one cannot predict which asset class will 

outperform?  Let’s use this simple example.  In the last ten years (from 

2005 through 2014), the U.S. Market (the S&P 500 Index) increased 

110% (or about 7.7% a year).  A $100,000 investment in 2005 grew to 

$209,592.  During that time, the U.S. Market declined only one 

calendar year:  in 2008, it declined 37%.  If an investor simply avoided 

the solitary negative year during that time, her investments would have 

increased 232% (or about 12.8% a year).  Avoiding 2008 would have 

grown a $100,000 investment in 2000 to $332,686.  It seems easy 

enough:  we aren’t even talking about getting out at the high and in at 

the low point – we are just avoiding those calendar years that U.S. 

Stocks declined. 

Doubling an investment in ten years is achievable (maybe even 

expected given historical market returns).  But tripling an investment in 

ten years (as would happen if one avoided 2008) would be spectacular.  

For instance, of the 3,467 Large U.S. Stock mutual funds in 

Morningstar’s database with a ten-year history, only four funds (all 

from the same company) achieved returns of greater than 12.8% a year 

for the last ten years.  In other words, only 0.115% (just over one in one 

thousand) mutual funds beat the return that would have been achieved 

by simply avoiding the -37% drop of 2008.  We are aware of no 

“market timer” who claims to have achieved such returns. 

Achieving returns similar to those attained by avoiding negative years is 

exceptionally difficult.  Accordingly, all the noisy predictions about 

what the stock market will do in 2015 are just that:  predictions.  

Unknowable factors and unforeseen events will shape the market.  

While today it may appear that the U.S. will do better than other areas, 

no one knows.  And even the loudest, most confident pundits aren’t 

betting the farm on their predictions. 



Capital Gains 

This discussion about capital gains and capital gains taxes is relative 

only to taxable investment accounts.  This discussion does not apply to 

investments held in tax-deferred retirement accounts (like 401(k)’s and 

IRA’s) because no capital gains taxes are recognized in tax-deferred 

accounts.    

Capital gains are those gains that an investor recognizes for making 

money selling an investment.  For example, if Mary buys a stock for 

$20.00 and sells it for $24.00, Mary must recognize and pay capital 

gains tax on her $4 gain.  If Mary doesn’t sell her stock, she does not 

recognize or pay taxes on the gain. 

If Mary owns a mutual fund, however, she often must recognize a 

capital gain even if she does not sell her mutual fund.  Mutual funds are 

required to pay out capital gains they recognize over the course of the 

year.  If a mutual fund sold a stock for a gain in 2014, it must pass that 

gain on to the fund’s investors by year end.  Outside of retirement 

accounts, capital gains distributions by mutual funds trigger capital 

gains taxes of 15% to 23.9%.   

Investors can avoid capital gains distributions if they sell their mutual 

funds prior to the “record date” of the fund’s capital gain distribution, 

which is almost always in December.  However, if you purchased the 

mutual fund at a price lower than it is today, you will recognize a gain 

on the sale of the mutual fund and pay capital gains taxes on that gain.   

Additionally, any capital gain that is reinvested in the fund increases the 

fund’s cost basis.  When calculating capital gains, one subtracts the 

investment’s cost basis from the investment’s current value. 

Accordingly, an increase in cost basis should reduce future capital gains 

and capital gains taxes.   
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In 2014, many mutual funds paid significant capital gains:  many 

distributions will be in the double digits.  Often a fund will hold 

(rather than sell) stocks so they do not recognize capital gains.  

However, an actively-managed fund’s investment strategy typically 

outweighs tax considerations:  a fund manager will likely sell an out-

of-favor stock than hold it to avoid recognizing a taxable gain.  That 

said, funds that have held stocks for a while and have been rated 

highly on tax-efficiency often have built up capital gains that can be 

recognized all at once. 

Finally, keep in mind that capital gains taxes recently become more 

complicated.  As always, short term capital gains (generated by 

selling an asset within a year of its purchase) are taxed at one’s 

ordinary income tax rate.  Long term capital gains taxes are taxed at 

15% up to certain points.  If the Modified Adjusted Gross income for 

married couple filing jointly exceeds $250,000, the long-term capital 

gains tax rate bumps up to 20%.  For those married filing jointly 

couples whose MAGI exceeds $457,601, capital gains are taxed at 

23.8%.  The latter two increases are brought to you by the Affordable 

Care Act. 

We found with most of our clients, their capital gains issues did not 

warrant manipulating their portfolios to offset gains with any losses.  

We are happy to review capital gains with you, or you can speak with 

your tax or investment advisor to see if you might be able to avoid 

some of the higher capital gains tax rates in 2015. 


