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SECOND QUARTER
A SLUGGISH START     

Since the end of the 2008-2009 Recession, 
the S&P500 Index has provided six years of 
positive returns, some of them extraordinarily 
high.  Preparing for 2015, analysts, investors 
and economists couldn’t help but wonder 
where the markets would go from there.  
Predictions were muted, calling for low 
double-digit US equity returns and rising 
treasury yields (on the expectation that the 
Federal Reserve would raise short-term bor-
rowing rates).   Reminiscent of last year, we 
were immediately hit with economic setbacks: 
severe winter weather, West Coast port strikes 
disrupting the flow of trade, pressure on the 
energy sector with the continuation of falling 
oil prices and a skyrocketing dollar.  

The Commerce Department just released their 
third and final estimate for the first quarter’s 
GDP (Gross Domestic Product) which measures 
the value of goods and services produced in 
the US.  It shows these setbacks, coming in at 
a seasonally-adjusted annual rate of -0.2%, 
better than the second estimate of -0.7%, 
but far worse than fourth quarter 2014 GDP 
which had accelerated 2.2%.   Economists 
were forecasting about 2% to 3% growth, 
and the markets gyrated around the negative 
economic indicators being released. 

 

This second quarter has had its own set of 
concerns.  Weak oil prices led to energy-related 
job losses and a decrease in capital spending.  
Durable goods ordered have been declining for 
several months.  Meanwhile, the strong dollar 
made imports cheaper while soft foreign 
economies kept export prices constrained.  A 
strong dollar and weak exports has led to 
a decline in both industrial production and 
manufacturing output (both down 0.2% in 
May).  Gasoline prices are up 46% so far this 
year (18% this quarter), but it hasn’t translated 
into a meaningful change at the rigs or shale 
deposits. 

 
SHOWING SIGNS OF IMPROVEMENT 

On the brighter side, the Euro rebounded from 
some of its first quarter weakness as Europe 
showed signs of improvement.  A reverse in oil 
and dollar trends has strengthened some key 
economic areas.   Employment data has been 
fairly static to slightly better.  Payroll numbers, 
the most recent ADP release, as well as the 
change in household employment all show 
progress.   The unemployment rate is currently 
5.3%, down from around 10% during the 
recession.  As discussed in previous newsletters, 
this does not reflect the number of people 
underemployed or who have dropped out of 
the workforce.  This number is closer to 11% 
but still better than it had been.  Retail sales 
have really popped since January, moving 
from -0.9% to +1.2%.  Mortgage applications 
have whipsawed all year, but home sales have 
improved to their highest level since 2009 
and are up over 9% year-over-year.   Personal 
income has been relatively flat with wages  
increasing only slightly; but consumer  
confidence is high, and spending has upticked. 
 

OVERSEAS

China has been a focus for much of the 
quarter.  The Shanghai Composite has fallen 
5.2% and its one-month losses are over 16%. 
Growth has slowed from a recent (2000-2010) 
norm of 10-12% to about 7%.  That higher 
pace was unsustainable, but Chinese  
policymakers will be using all of their tools to 
keep growth from weakening further.  Puerto 
Rico has led the headlines for several years as 
they have struggled to balance their debt.  A 
$1.9B obligation was just paid, but it’s unlikely 
that they can continue given their burdens.  
Puerto Rico is a commonwealth and not 
allowed to file bankruptcy.   Congress has said 
it will not bail them out, so the future can’t be 
determined.  It is likely to have little impact on 
the market overall as most of the uncertainty 
is already priced in.

Greece has fronted news headlines for years 
now, but really pushed to the foreground these 
past few months.  In April the International 
Monetary Fund stated that they would not 
be extending any leniency for Greece’s €1.6B 
June debt payment which they just missed.   
Greece voted on July 5 against accepting an 
international creditor proposal that included 
severe austerity reforms.   It is still unknown 
whether they will remain in the Euro or change 
back to the Drachma. Greece is less than 2% 
of the Eurozone economy, but the European 
Central Banks want to keep the Eurozone 
together.   Other nations have already hinted 
at their dissatisfaction with the ECB.  A run 
for the exit by others could lead to a severe 
financial crisis for the 19-nation alliance. 
As far as broader implications, most private 
exposure to Greek debt has been greatly 
reduced, and while any exit from the Euro 
would create a stretch of volatility, it should 
have limited market impact over the longer 
term.

    Real GDP growth is measured at seasonally adjusted annual rates.
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Even with all of the turmoil, the MSCI EAFE 
(Europe, Australasia and the Far East) Index 
expanded about 5.5% this year, the FTSE 
All-World ex-USA about 2.6%, and even 
emerging markets are up 3.8%. 

EQUITY RETURNS END POSITIVE

US Stocks traded in a tight range between 
+3% to -3% during the first half of the year, 
and June was a very tough month with all 
but small-cap stocks having negative returns.  
However, the first half of the year  has ended 
in the black with total returns for the S&P500 
(large-cap stocks) at +1.2% while both the 
S&P400 (mid-cap) and S&P600 (small cap)  
indexes outperformed at +4.2%.  Growth 
stocks outpaced value stocks by a large 
spread(490 to 700 basis points).  Looking at 
year-to-date economic sectors, healthcare 
stocks returned 9.6%, followed by Consumer 
Discretionary at 7.6%.  Utilities lagged at - 
11%, and not surprising, energy was down  
5%.  Of note is that large-cap stocks have 
returned about 56% since the October 2007 
peak and about 250% since the market low  
in March 2009.  

THE FEDERAL RESERVE AND FIXED INCOME

The minutes from the latest Federal Open 
Market Committee meeting stated that 
economic activity has been “expanding 
moderately,” but there would not be a move to 
raise the short (federal funds) rate.  The areas 
watched most closely are employment and 
inflation.  Employment, discussed above has 
been steady to a slight improvement.  Inflation 
continues to run below the committee’s 
longer-run objective (2%).  The Consumer 
Price Index rose 0.4% in May over April, its 
largest monthly increase since February 2013.  
The Fed is on track to raise rates later this 
year, but they will need to see more decisive 
evidence of economic growth and inflationary 
expansion.   Another wildcard is the upcoming 
election: the Fed might want to act sooner 
rather than later so they don’t appear biased.

The Fed has been very transparent about their 
intentions, and a rate increase has very nearly 
been priced into the markets.  For most of 
the first quarter, the 10-year treasury, a good 
measure of overall rates, ranged between 
1.80% and 2%, with a low of 1.68% on January 30.  
For the second quarter, the 10-year steadily 
rose from 1.90% to a high of 2.49% reached 
on June 26.  The Barclays’s Aggregate Bond  
Index ended down 1.5% so far this year.   
Short rates did better, up slightly. Going  

forward we might expect the 10-year to trade 
in a range that might approach 3% depend-
ing on the Fed’s action and whether overseas 
money flows to US treasuries in a flight to 
safety.   

BUMPS AHEAD

Consensus suggests that the economy will 
expand at a 2% to 3% annual pace for 
the rest of the year.  Company earnings 
are generally positive, Europe will figure 
itself out, US stocks remain resilient, and 
bonds will continue to return a muted yield.  
While volatility is likely to continue and 
even increase, it’s all the more important to 
stick to a sound, disciplined, and diversified 
investment strategy.    

Dona Murray, VP / Investment Officer  
 
EVERYONE BENEFITS FROM COACHING 
When watching professional sports, one 
thing you may notice is coaching. The coach’s 
job is to help guide the players, so they follow 
the game plan that was established for a 
particular opponent. In baseball, if a pitcher is 
struggling, the pitching coach will pay him a 
visit on the mound.

The coach will remind the pitcher of their 
game plan, for example, 
what pitches will they use 
to attack the batter and 
end the inning. Referring 
back to the game plan can 
help calm him and give him 
confidence. 

We cannot control or predict market volatility. 
But we can control how we react to it. Just 
like the pitcher going through a difficult 
inning, you need to remember the prepara-
tion and strategy you have in place. This is 
not easy. As humans, our emotions are very 
powerful and can cause us to react irrationally 
in times of uncertainty.

Surely you remember the financial crisis in 
2008/2009? At the height of the crisis, when 
fear was rampant, many investorssold out of 
the equity markets and either stayed in cash 
or purchased bonds. Emotions took over and 
dictated action, rather than financial plans 
that had been put in place. How did those 
people fare? 

As shown in Figure 1, from The Vanguard 
Group, an investor who sold all of their  
equities for cash at the bottom of the market 
(March 9, 2009) would have seen a $100,000 

investment be worth $71,000 by March 31, 
2014. The investor who sold their equities and 
purchased bonds would have had $90,000. 
The investor, who maintained their balanced 
objective, would have seen their portfolio 
grow to $141,000.  
 

Maintaining this balanced objective, would 
have required selling appreciated assets to buy 
assets that are below target weight. In this 
case, bonds would be sold and equities  
purchased. Doing so keeps the target weights 
and ensures that you are buying low and 
selling high. Most people want to do the 
opposite, sell during a panic (sell low) and buy 
during elevated markets (buy high). 

The same holds true during strong bull markets. 
Some investors are not keen on the idea of 
selling rapidly appreciating equities to buy 
“boring” bonds. But holding to this discipline, 
and maintaining the asset allocation put in 
place based on your specific situation, will 
help smoothen out the short-term volatility 
of the markets. 
When it comes to investments, having a good 
coach can add significant value over time. This 
person will help you specify your goals, risk 
profile and time horizon. Using this information, 
your “financial coach” will construct a  
well-planned portfolio to help you achieve 
your financial goals.

If the most talented athletes in sports can 
benefit from coaching, so can investors. At 
Bank of New Hampshire, our Wealth Management 
team wants to be your coach. We will assist you in 
developing your plan and staying disciplined 
through volatile markets. Investors who stay 
disciplined through short-term volatility are 
rewarded when markets resume their long-
term trends.

Michael J. St. Onge, VP / Investment Officer
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