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SECOND QUARTER

I wish I were a sports nut; everything is all 
about the World Cup right now. I’m sure 
economic newsletters chock full of witty 
fun-facts on the similarities between  
soccer matches and financial market are 
being written this very moment. I’m sorry 
to say that you won’t be reading them 
here. The extent of my World Cup knowledge  
is twofold: first, that we’re in it and second, 
that our coach didn’t have much conviction  
in our winning. Just as the U.S. coach 
might never have dreamed that he’d be 
where he is now, most financial strategists 
never dreamed that our markets would be 
on such a winning streak either.  

Having ended 2014 with a whopping  
32% total return on equities, no one  
ventured much further than suggesting 
we might end the year in positive territory.  
Furthermore, to attain those gains it was  
thought we’d have to suffer huge sell-offs 
as investors rebalanced portfolios to get 
 in line with their objectives. It was also 
thought that as the Federal Reserve 
changed policy away from “easy money”, 
it would dampen growth and sour the 
markets. No one foresaw week after week 
of new highs across the markets. Although 
trading has been choppier of late, the 
S&P500 returned 2.1% this month, 5.2% 
this quarter, and 7.1% year-to-date.  
Mid-cap stocks enjoyed 4.1%, 4.3% and 
7.5% respectively, while small stocks made 
up ground from a tumbling start to a 4.7% 
return for the month, 2.1% for the quarter 
and 3.2% so far this year.  Interestingly, 
all three market caps have performed the 
same for the last 12 months, up about 
25%. These are great numbers given  
where we thought we might be.

Negative overseas political events had 

turned investors more bearish, and  
economic sectors have bounced around. 
The Russian advance into the Ukraine,  
violence in Iraq and outbursts re-erupting 
in Afghanistan have taken a toll on investor 
sentiment. We can see their biggest impact  
on oil stocks. Even gold is up as investors 
look for a defensive play. Energy stocks, 
up 13% for the year, are only surpassed 
by utilities, which posted a hefty 18.7%. 
Energy also led for the month and the 
quarter, providing 5.1% ad 12.1 % returns. 
All ten sectors have posted positive returns 
this year, the only negative numbers this  
month are in telecom and consumer staples.  
Performance like this was hardly projected 
as we entered 2014. 

Investors have also been surprised with the 
positive bond market performance. We’re 
ending the month with a 2.5% 10-year 
Treasury note. Treasuries returned over 3% 
and corporate bonds about 5% for the last 
six months. During that time, the Federal 
Reserve reaffirmed their commitment to a 
“highly accommodative monetary policy.”  
They lowered their 2014 growth outlook 
while increasing their outlook for 2015. 
They said they expect a continuation  
of slow, grinding economic growth and a 
rate hike is likely to occur in 2015.  In the 
meantime, they left short rates unchanged 
and continued to wind down their bond 
buying program from $85B to $35B a 
month. Normally, the winding down of 
easy money has a negative effect on 
the markets: many strategists thought 
stocks would plummet and interest rates 
would rise. That’s not what happened.  
The stock market rallied .5% and bond 
prices went up, forcing their interest rate 
(yield) to drop. The 10-year Treasury went 

from yielding 2.65% to 2.5%. As far as 
Fed policy, the only predictable thing is 
Chairperson Yellen’s determination to wait 
for actual (not just anticipated) economic 
improvement before making a major 
policy change. 

The recent release of the final number for 
1st quarter Gross Domestic Product, a  
major benchmark for growth, happened 
after the Fed’s meeting. It was a stunner.  
In April, the first estimate for GDP came 
in at 0.1%, a low number. In May, this was 
revised down to -1.0%. In June, economists  
predicted that the final number would 
come in closer to –1.8%, but the Commerce  
Department released a significantly lower 
reading at -2.9%, the weakest quarterly 
U.S. growth figure in five years. Two main 
reasons for the decline are attributed to 
cuts in spending estimates for Obama’s 
Affordable Health Care Act and also  
a large drop in inventory growth. As 
consumption waned during the harsh 
winter, sales plummeted. The good news 
is that economic growth still advanced 
1.5% year-over-year. You might recall that 
it advanced to just under 2% in 2013. We 
could reach 3% growth for the next two 
quarters, but this ultimately rests on an 
uptick in employment and housing.  
Positive momentum also assumes that 
global economies and politics don’t  
implode and spill over into our own  
ultra-sensitive domestic recovery. 

Besides Fed policy and the lack of growth, 
bonds have also rallied because of a lack 
in supply; the government has decreased 
spending and doesn’t need to issue as 
many bonds to pay for services. The  
government ran a deficit of $1T to $1.4T  
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following 2008. Since then it has dwindled 
to $680B in 2013 and is estimated at $490B  
for 2014. Additionally, even at a paltry 
2.5%, US treasuries are yielding far better 
than the bonds of nations overseas.  Any 
bumps in oversea activities, like recent 
threats of war, spur a flight to quality  
in U.S bonds. It was expected that the 
10-year would trade in the range of 
2.75% - 3.25% during the last six months. 
As mentioned, it’s hovering at 2.5%. This 
only adds credence to our belief that we 
shouldn’t be attempting to ‘predict’ rates 
(or even their direction!!), but to manage  
the risk of interest rate swings which 
accompany the ownership of any fixed 
income product. 

The old adage says to ‘sell in May and go 
away.’ If you did, you missed some healthy 
stock appreciation. That’s led to a fairly 
overvalued market and means we need to 
dig even deeper for new picks. However, 
rather than seeking outperformance in 
short-term or lower-quality picks, we’ve 
decided to stick with our high quality 
choices. T Rowe Price did a study recently 
which concluded that the highest quality 
stocks outperform the overall market and 
also do better when the market falls buy 
more than 3%. Lower quality stocks may 
give the occasional ‘pop,’ but quality stocks 
perform the best over the long term. We 
continue to look for opportunities as  
economic and political climates change, 
but we intend on sticking to our discipline 
of investing in quality for the long term.  

On the subject of discipline, let’s talk World 
Cup. Confronting an opponent as stocked 
with talent as Belgium is yet another 
monumental test for Jurgen Klinsmann’s 
USA team. Though the Americans survived 
their “group of death,” they are now in the 
knockout round, where 1-0 losses can no 
longer be cheered, and the competition  
gets more intense by the game. Most 
people forget, but the 1930 World Cup 
is still the finest performance ever by an 
American team, where they ended up 
finishing third. I don’t doubt that these 
nifty facts piqued your interest, and okay, I 
admit, they are 100% plagiarized. Just rest 
assured that as you watch the games, I’ll 
be watching Bloomberg news and keeping 
your accounts in view. Enjoy your summer!

Dona G. Murray, VP / Investment Officer

MONITORING YOUR PORTFOLIO

Summer is finally here. Seriously, it is. After 
a spring that felt more like winter, we can 
look forward to enjoying all the beauty 
this state has to offer. All you have to do 
is jump in the car and head to the lakes, 
the beaches or the mountains. Of course, 
there’s always the risk that something 
could go wrong. You glance down at 
the dash board, for example, and see the 
dreaded check engine light.

Your car is trying to  
warn you. It is sending 
you a signal that the 
emission system is not 
working correctly and 
you should have it checked out. You can 
ignore it, put a piece of black electrical 
tape over it, and hope it goes away. Doing 
so, however, increases your chance of a 
bigger problem down the road. And this 
got me thinking; wouldn’t it be nice if we 
had a system that checked our investments  
to ensure everything was working properly?  
A “check portfolio” light, if you will.

If you are a Bank of New Hampshire 
Wealth Management client, you do have 
such a system. We are your monitoring  
system and “check portfolio” light. We 
review your portfolio to ensure that  
everything is as it should be just like your 
car’s computer system. Your portfolio is 
your vehicle to your financial goals and 
our job is to ensure it is running smoothly. 
Let’s take a look at some of the “systems” 
we monitor in your financial vehicle.

It all starts with asset allocation. Every  
portfolio review begins with a check of its 
asset allocation. Do you have the right mix 
of stocks, bonds and cash? We review your 
time horizon, risk tolerance and long-term 
goals. We discuss if you have any short 
term needs and if you have any assets 
outside of your portfolio with us. With  
this information we can determine what  
a prudent asset allocation would be.

Digging further into your portfolio, we  
monitor the actual investments. For fixed 
income, is the credit quality appropriate? 
Have any bonds been downgraded below 
investment grade? We review when the 
bonds you own are maturing, what we  
call your maturity ladder. When a bond 

matures or is called, we reinvest the 
proceeds back into the portfolio unless 
you have a specific need for the cash. We 
also make sure the individual bonds are 
appropriately weighted and diversified.

With equities, we review your sector  
allocation to ensure assets are allocated 
properly based on current economic  
conditions. We review the industries  
within each sector as well. Each individual 
stock we picked for your portfolio has 
passed our screening process. We have a 
target weight for each company and will 
make adjustments as needed.

If any one of these important “systems” 
deviates from the norm, that is a “check 
portfolio” light and we will analyze the  
situation and take action. The appropriate 
action involves rebalancing the portfolio  
to get the investments back where they  
belong. Sometimes it could involve just a  
few securities, other 
times more. Either  
way, the importance  
of rebalancing cannot  
be overstated. 

If the equity markets have a good run,  
and your portfolio becomes over weighted 
in equities, we will trim them back and 
invest the proceeds in fixed income.  
Conversely, if the equity market is selling 
off and equities become under weighted, 
we may sell a bond or take the next 
maturity and buy equities. These scenarios 
run contrary to what most people want 
to do. Our job is to help you maintain your 
investment discipline. By ignoring the 
day-to-day noise on CNBC and sticking 
to your investment plan you can achieve 
more favorable risk adjusted returns over 
the long-term. 

When you set off in your car, it’s  
impossible to foresee some of the things 
that can go wrong. But if you take care 
of it through proper maintenance, it will 
provide you with reliable transportation 
and help you reach your destination. 
The same holds true for your investment 
portfolio. Keep it properly maintained and 
it will help you to reach your long-term 
financial goals.

Michael J. St. Onge, VP / Investment Officer
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