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FIRST QUARTER

As I sit in my office, about a week into spring,  
it’s 26 degrees outside. On the news this  
morning they were talking about computer 
models and trying to determine how much 
snow we may get this week from a developing 
storm. Last year at this time, I was riding my 
motorcycle to work. This year, it still sits in  
storage, silently waiting for warmer days.

These prolonged winters do more than instill  
us with cabin fever. The seemingly endless  
cold days and piles of snow have ways of  
infiltrating the economy. Towns, cities and  
states talk of depleted salt supplies and busted 
budgets trying to keep our roads passable. The 
somewhat warmer (above freezing) days and 
below freezing nights create frost heaves and  
pot holes that wreak havoc on our vehicles.  
And the persistent cold temperatures keep us 
inside reading and watching movies instead  
of venturing outside to dine, shop and play.

In the 4th quarter, our economy grew at a  
2.6% annualized rate. This is slightly better  
than earlier estimates, thanks in part to 
stronger than expected consumer spending. 
Government spending subtracted almost 1% 
from growth, in part due to the furlough last 
October. Weather can play a minor role as cold 
weather can keep shoppers home and snow 
storms can disrupt supply chains. A Bloomberg 
survey of 79 economists shows a median  
forecast of 1.8% growth for the first quarter 
this year. It’s reasonable to assume that colder 
temperatures and higher than normal snow  
fall stalled growth this first quarter.

The housing market is also said to be  
experiencing some winter blues. February  
saw purchases of new homes decline 3.3%  
as frigid temperatures continued. Sales of  
existing homes also declined, coming in 0.4% 
lower than the previous month. It’s easy to see 
how weather can impact a potential buyer’s 
desire to shop for homes and a home builder’s 
ability to work. But again, weather is only a 
small part of the story. Mortgage rates, while 

still historically low, have risen. A 30-year 
mortgage is averaging 4.35%, up almost 1% 
from a year earlier (Figure 1) and home prices 
have risen 7% according to a Federal Housing 
Finance Agency report. 

While, as of yet, there are no signs of spring, we 
are seeing signs that the economy is beginning 
to warm. Consumer confidence hit a 5 year 
high in March as people’s expectations  
concerning the business environment and job 
 prospects improved. January and February 
saw additions to payrolls grow by 129,000 
and 175,000 respectively. And the increase in 
unemployment from 6.6% to 6.7% was caused 
largely by the increase in people entering the 
job market. Both point to employers and job 
seekers who are feeling more confident about 
the economic expansion. Wages also increased, 
though very modestly, but at least they’re moving 
in the right direction. Job growth and income 
growth will help increase consumer spending 
which accounts for 70% of economic growth.

As for the markets, there was more than 
weather on the minds of investors this  
past quarter:

• In January, markets slumped over fears of a 
slowdown in China’s growth and political  
turmoil in emerging markets like Turkey and 
Argentina. The Fed also announced that it 
will continue tapering by reducing bond 
purchases another $10 billion per month. 
The S&P 500 lost 3.46% for the month.

• January’s fears crept into February and the  
S&P 500 was down 5.66% after the first  

trading day. But, improved corporate earnings  
and reassuring words from Janet Yellen 
helped the market rebound and by February 
24th the S&P 500 had a positive, though 
modest, 0.28% gain.

• The good feelings lasted about 2 weeks. On 
March 14th, concerns about China’s growth  
resurfaced and tensions heated up in the 
Ukraine. The S&P 500 gave up all of its 
gains for the year. A few days later reports 
indicated that Putin told his parliament that 
expansion will not occur beyond Crimea and 
US inflation was up only 1.1% year-over-year 
leaving the Fed able to concentrate on  
reducing unemployment and boosting 
growth. The markets rallied again and  
year-to-date the S&P 500 is up 1.8%.

Mid cap stocks are up over 2% year-to-date 
and have been ahead of large cap stocks the 
whole period. Small cap stocks are up over 1% 
but have been much more volatile, surpassing  
large caps in early March after trailing the  
first two months. International and emerging  
markets are down 2.2% and 4.64% respectively.  
Intermediate bonds have also experienced 
gains over 1%.

The ride so far this year has been choppy, and 
the markets have been somewhat range bound. 
The good news is that spring is here, and the 
weather will improve…..eventually…..I promise. 
Consumers will come out of hibernation, and 
the drag from factors like the government  
shut down and cold weather will subside.  
Any pent-up consumer demand should  
begin to flow through the economy. The  
job market should continue to improve,  
and all of this bodes well for the housing  
market. While we do not expect returns like  
we experienced last year, we do expect the 
market to eventually emerge from its present 
trading range and end in positive territory.

As always, it is important to keep your goals,  
risk tolerance and time horizons in mind, and  
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stay disciplined through periodic rebalancing  
of your portfolio as market conditions warrant. 
The short-term market gyrations caused by  
sensationalized news headlines will, over time,  
be but bumps in the road (Or maybe I should  
have said frost heaves in the road!).

Michael J. St. Onge, VP / Investment Officer

I used to work at a large investment  
company and spent time investing for  
mutual funds. Funds purchase and sell very 
large positions; perhaps not large in terms  
of percentage of the whole fund, but huge  
in terms of actual dollars. It was daunting  
at times. And it’s no wonder. Back then  
there weren’t as many checks and balances.   
This was before the invention of most  
technology that makes decision-making  
and trading so much more accessible.. 
However, as technology became more robust, 
security measures didn’t keep pace. It was 
before the implementation of  high levels of 
government regulation and internal oversight 
under which we currently operate. Most firms 
hadn’t thought about precautionary measures 
like dual controls which prevent errors as well 
as criminal activity. Firms weren’t required to 
make disclosures, and fees weren’t always  
transparent. Audits existed but not to  
the extent they are performed today. 

Part of my responsibility in my current  
position is to provide answers to the auditors’ 
questions. This has made me very aware of 
the manner in which audits are conducted as 
well as their outcome. It has also lent me the  
opportunity to work with my colleagues in 
creating the safest and most client-advantaged 
investment environment possible. As part of 
our department’s endeavor to share what we 
do, how and why, I thought this might be an 
insightful topic for the theme portion of  
our newsletter. 

Several audits are conducted annually, both 
internal and external. The Federal Deposit 
Insurance Corporation and state banking 
authorities make annual examinations and 
verification of all of the bank’s business.  
The bank has an audit department and  
hires an independent firm to analyze all of  
our finances and processes. These internal or  
self-imposed audits serve as another set of 
eyes. These exams are rigorous, taking  
several weeks or more; and Bank of New 
Hampshire continues 
to get excellent scores 
on all fronts. While all 
audits are performed 
to review finances, 
the ones at Bank of 
New Hampshire look 

at our process as well. They yield  
recommendations helpful in refining our 
business practices and insight into the ways 
which other banks approach similar issues.

Another way we manage security is through 
our adherence to best practices, methods that 
consistently show results superior to those 
achieved with other means, and that are used 
as a benchmark. The bank has a multitude  
of policies along with a formal investment 
policy, and the wealth department has its  
own formal set of Policies and Procedures. 
These departmental policies govern everything 
we do. They ensure that multiple professionals 
are constantly and consistently monitoring 
all accounts. They regulate everything from 
self-dealing to custody arrangements; from 
how real estate is held to the brokers we may 
use and how we vote proxies. You most likely 
heard these described when you first hired us, 
and we think they are important enough to 
tell you about again. 

The Administrative Review Committee (ARC)  
is charged with ensuring the department 
meets its fiduciary responsibilities by  
overseeing all administrative and legal duties. 
The members include Trust and Relationship 
Officers, the head of operations, administrators, 
 as well as the head of the department. Items 
checked include account documentation, 
authorization of trades and distributions, 
and determining if appropriate co-fiduciary 
approvals have been obtained. We verify that 
trusts are fulfilling their obligation to the 
creator of the Trust and for each generation 
according to the document and law. Every 
account is well known to this committee, and 
multiple checks and balances within the group 
create a standard where error and omission 
would immediately be noticed and acted upon. 

The Investment Policy Committee (IPC) was 
formed to oversee all aspects of the investment 
 philosophy, policy and process. IPC maintains 
the quality of investments made on behalf 
of accounts by setting appropriate guidelines 
and standards to fulfill fiduciary responsibilities. 
The members of this group include all  
Investment Officers, the head of Retirement 
Plan Services, a member of the operations 
team, as well as the head of the wealth  
department. Their duties include analyzing  
stock and mutual fund selections, examining 
asset allocation and risk parameters, and 

monitoring fixed income credit changes to 
name a few. This group also reviews each 
account to ensure it is compliant with 
its stated objective and has appropriate 
investments for its risk tolerance. 

Our client service standards are rigorous 

and disciplined, and each committee meets 
twice a month in order to comply with laws, 
policies and procedures. The bank has an  
established Trust Committee consisting of 
members of the bank’s Board of Directors 
which meets quarterly to review the  
department’s activities and has direct oversight 
into everything we do. The Trust Committee is 
extremely important in providing an additional 
layer of formal supervisory examination and  
control. Finally, our Policies and Procedures 
are presented annually to the Trust Committee 
as well as the full bank Board.

We have multiple reports and daily functions 
that require us to evaluate accounts for cash 
and asset allocation. We have written service 
standards that we adhere to, and a client 
satisfaction survey is conducted annually by 
an independent resource. In our most recent 
survey, Bank of New Hampshire achieved a 
client satisfaction level of greater than 98%. 
We have dual controls in place to prevent 
errors and provide security, and our head of 
operations is in charge of compliance. We’ve 
found that it is also important to incorporate 
our clients into this process. We send reminders 
if we haven’t seen you in awhile so we may 
schedule an appointment to review your  
objectives, assets and performance. These 
functions require that multiple people including  
yourself are viewing your account weekly, and 
most times daily. 

Formal procedures, and checks and balances 
are common sense. Regulation is a balancing 
act between allowing flexibility to accomplish 
 your goals but not to the extent that it 
hampers efficiency. While it’s certainly more 
rigorous, there are many benefits that have 
occurred because of increased regulation. 

Similar in culture to Bank of New Hampshire, 
my previous employer had exemplary codes 
of ethic and business etiquette. That’s one 
of the reasons I was drawn to Bank of New 
Hampshire. It is large enough to have the  
resources providing fail-safe methods and 
small enough that it’s a true community.  
We don’t work in a large abyss, anonymous  
to our colleagues or clients. We are compelled 
to do the best we can and to improve  
when possible. We pride ourselves on  
our transparency and educating you on our 
methods of investing. We continue to work 
with our auditors, both internal and external, 
to create a safe and sound environment for 
growing your assets. We think it’s important 
that you know about our business conformity 
and continuity and how it works for you.

Dona G. Murray, VP / Investment Officer
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