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Markets fluctuate, but end the Week flat
Following a couple weeks of gains, markets took a breather last week. Although 
there was quite a bit of back-and-forth movement as investors reacted to some 
mixed economic data and earnings reports, stocks ended the week pretty much 
where they began. the Dow Jones Industrial Average dropped 0.3% to 16,103, the 
s&P 500 Index declined 0.1% to 1,836, and the nasdaq composite rose 0.5% to 
4,263. Fixed income markets were also mostly unchanged for the week, with the 
yield on the 10-year treasury falling marginally from 2.74% to 2.73%.

Low Inflation Gives the fed breathing room
one of the most noted bits of economic data released last week was January’s 
consumer Price Index reading. the data showed inflation remains well contained, 
with both the headline and core numbers coming in at only 1.6% on a year-over-
year basis. we would point to two primary factors keeping inflation both lower and 
less volatile than it has been in the past. First, companies are unwilling or unable 
to raise prices in an environment where sluggish wage growth has consumers 
struggling. second, rising U.s. oil production has helped to dampen the usual 
volatility in oil prices. Although oil prices are higher today than they were a decade 
ago, increased production in the United states has translated into less volatility in 
energy-related inflation.

low and less volatile inflation is good for the economy and for financial markets, 
since it means the Federal reserve is under no immediate pressure to raise interest 
rates. we do expect the central bank to continue its tapering program, which will 
make monetary conditions marginally less accommodative, but we anticipate the 
Fed will keep rates near zero through 2014 and into 2015. low short-term rates 
provide the dual benefit of supporting equity valuations and also helping to keep 
long-term treasury rates from rising too aggressively.

equity Volatility Is returning to Its Long-Term average
while inflation volatility is down, the opposite is true in equity markets. the VIX 
Index, a measure of U.s. stock market volatility, has fallen a bit since it spiked in 
early February, but is higher than it was at the start of the year.

Given the prevailing economic uncertainty, the likelihood of continued Fed tapering 
and a still-fragile environment in emerging markets, we expect the relatively higher 
levels of equity market volatility to persist. to be clear, we are not forecasting 
unusually high levels of volatility; rather, we anticipate volatility will continue to 
rise from what have been unusually low levels. specifically, we expect the VIX to 

russ koesterich, managing Director, is 
Blackrock’s Global chief Investment 
strategist, as well as Global chief 
Investment strategist for Blackrock’s 
ishares business. mr. koesterich was 
previously Global Head of Investment 
strategy for active equities and a senior 
portfolio manager in the U.s. market 
neutral Group. Prior to joining the firm in 
2005, he was chief north American 
strategist for state street Bank.

Low short-term rates 

provide the dual benefit of 

supporting equity valuations 

and also helping to keep 

long-term Treasury rates 

from rising too aggressively.

http://www2.blackrock.com/us/individual-investors/insight-education/featured-insight/point-of-view-with-the-global-allocation-team
http://www2.blackrock.com/us/individual-investors/insight-education/featured-insight/point-of-view-with-the-global-allocation-team
http://www2.blackrock.com/us/individual-investors/insight-education/featured-insight/point-of-view-with-rick-rieder-and-bob-miller
http://www2.blackrock.com/us/individual-investors/insight-education/featured-insight/point-of-view-with-rick-rieder-and-bob-miller
http://www.blackrockblog.com/2014/02/21/reasons-frontier-em-equities-created-equal/
http://www.blackrockblog.com/2014/02/21/reasons-frontier-em-equities-created-equal/
http://www.blackrockblog.com/2014/02/21/reasons-frontier-em-equities-created-equal/
http://www2.blackrock.com/us/individual-investors/insight-education/featured-insight/investment-directions
http://www2.blackrock.com/us/individual-investors/insight-education/featured-insight/investment-directions


This material is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or 
solicitation to buy or sell any securities or to adopt any investment strategy. The opinions expressed are as of February 24, 2014, and 
may change as subsequent conditions vary. The information and opinions contained in this material are derived from proprietary and 
nonproprietary sources deemed by BlackRock to be reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy. 
Past performance is no guarantee of future results. There is no guarantee that any forecasts made will come to pass. Reliance upon 
information in this material is at the sole discretion of the reader. Investment involves risks. International investing involves additional 
risks, including risks related to foreign currency, limited liquidity, less government regulation and the possibility of substantial volatility 
due to adverse political, economic or other developments. The two main risks related to fixed income investing are interest rate risk 
and credit risk. Typically, when interest rates rise, there is a corresponding decline in the market value of bonds. Credit risk refers to 
the possibility that the issuer of the bond will not be able to make principal and interest payments. Index performance is shown for 
illustrative purposes only. You cannot invest directly in an index. . 

fOr MOre INfOrMaTION: www.blackrock.com

©2014 BlackRock, Inc. All Rights Reserved. BLACKROCK, BLACKROCK SOLUTIONS, iSHARES, and  
SO WHAT DO I DO WITH MY MONEY are registered trademarks of BlackRock, Inc. or its subsidiaries in  
the United States and elsewhere. All other trademarks are those of their respective owners.

FOR INTERNAL STATE FARM USE ONLY. Contains information that may not be disclosed outside State Farm without authorization.

Prepared by Blackrock Investments, llc, member FInrA. 

690A-AC-0214 / USR-3539

Not fDIC Insured • May Lose Value • No bank Guarantee

Visit www.blackrock.com 

For additional information, or to subscribe to weekly updates to this piece.

head from its current level of just under 15 back toward its long-term average of 
around 20.

Merger and acquisition activity Continues to accelerate
Another notable trend we’ll point to this week is the rising levels of corporate deal 
activity. the time warner/comcast deal announced earlier this month was 
followed last week by 2014’s largest deal yet when Actavis agreed to acquire rival 
pharmaceutical company Forest labs for $25 billion. last week also brought news 
that Facebook would be acquiring the maker of the popular chat app whatsApp.

this increase in m&A activity should not come as a surprise. with slow economic 
growth and fewer opportunities for companies to grow their businesses organically, 
it makes sense for companies to deploy cash or to leverage rich stock valuations to 
essentially “buy growth.” the increase in m&A activity also may be a precursor to 
another potential change in corporate behavior: rising capital spending. In general, 
we would say higher levels of deal activity (and possibly higher spending levels) are 
positives, since they tend to act as tailwinds for equity markets.
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