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THIRD QUARTER
THE QUARTER IN REVIEW

“Alex, I’ll begin the Double Jeopardy round 
with ‘Great Expectations’ for $400 please.”

“The answer is: the 2014 Boston Red  
Sox, the 1st four games of the New  
England Patriots, and 3rd quarter stock  
market performance.”

“What are three things that I thought would 
be interesting to watch, but turned out to  
be duds?”

As to the Red Sox and Patriots, my comments  
would not be fit to print. But, perhaps I’m 
being too hard on the markets. Sure, returns 
were lackluster, but there was a lot for the 
markets to digest. 

In July, the unemployment rate fell to 6.1%, 
the lowest it has been since 2008. It didn’t 
deviate much all summer and economists 
expect 6.1% again for September. The US 
and European Union announced new  
sanctions against Russia. The Israel and 
Hamas conflict escalated and Flight MH17 
was shot down over the Ukraine. Also, 
Argentina defaulted on its debt for the  
third time in 25 years. 

In August, the United 
Nations World Health 
Organization declared 
the West African Ebola 
outbreak an international 
concern. Also, the US 
military commenced an 

air campaign in northern Iraq to stem the 
spread of ISIS control over the region.

In September, the Commerce Department 
revised their estimate of 2nd quarter GDP 
growth to 4.6%, a strong rebound from the 
-2.1% growth in the first quarter. Estimates 
are for growth to cool over the second half 
of the year at a 3% pace. The US formed a 

coalition with several Middle Eastern  
countries to intensify air strikes against 
ISIS bases and training camps. Also Alibaba 
Group Holding went public, raising a record 
$21.8 billion and is now worth more than 
Amazon and eBay combined.

Why We Diversify

In looking back, there was quite a bit of  
information for the markets to digest. 
Despite the steady flow of positive and 
negative events, the S&P 500 was the clear, 
although mild, winner. The index of large 
cap stocks posted a third quarter return of 
1.13%, 8.33% year-to-date. At the beginning  
of the year we said high single digit to low 
double digit returns would most likely occur, 
and so far that is where we are.

Mid-cap stocks lost ground during the  
last quarter with a -3.99% return, 3.19% 
year-to-date. Small cap stocks were even 
worse, posting a third quarter loss of -6.72%  
and a year-to-date loss of -3.73%. Both mid 
and small stocks outperformed large cap 
stocks last year, and it is not surprising that 
investors are pulling some money out in 
favor of less risky assets.

Foreign markets are faring much worse. 
International stocks returned -5.73% for  
the quarter and -0.81% year-to-date. 
Emerging markets did slightly better,  
returning -3.38% for the quarter and  
a gain of 2.56% year-to-date.

The Fed and Interest Rates

The Fed maintained its plan to reduce 
monthly bond purchases, announcing a  
$10 billion reduction in September leaving 
the final $15 billion reduction to occur in 
October. For now, Janet Yellen continues to 
assure the markets that rates will not rise 
for a “considerable time.” The Federal Funds 
Target Rate remained at 0.25% and is not 

expected to change any earlier than  
the summer of 2015. Current market  
expectations indicate that the Fed will 
complete its tightening cycle somewhere 
between mid 2015 and late 2017.

Throughout all of these Fed “word games,” 
bonds, as measured by the Barclays  
Aggregate Index, returned 0.27% last  
quarter and 4.04% year-to-date. Yields  
on the 10-year treasury declined 4 basis 
points ending at 2.48%. While yields in  
fixed income may not seem attractive, it is 
important to remember that bonds can play 
a crucial role in reducing portfolio volatility. 
A properly laddered portfolio means  
bonds will be maturing and available for 
reinvestment as rates rise in the future.

Buy Investments, Not Headlines

The Red Sox and Patriots have a lot of work 
to do if they want to get their organizations 
back on track. In New England, we have 
become a bit spoiled, expecting Super  
Bowl and World Series appearances every 
year. This is unrealistic given the various 
conditions and risks that must be managed 
to create a successful team. Contracts, trades 
and injuries, among other variables, ensure 
that teams will experience periods of  
success and failure. 

The same is true for the markets. Wars, 
political unrest, policy changes, and natural 
disasters, all have the ability to disrupt the 
markets for a period of time. Just like  
expectations of yearly playoff appearances 
are unreasonable, so are expectations of 
yearly market gains. Investing in quality 
companies is a long-term commitment that 
requires the ability to look past short-term 
headlines.

Take Apple as an example. They sold 10 
million iPhone 6s in the first weekend. A 
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few days later, an operating system bug and 
report that phones were bending took 3% 
off the stock price. This didn’t change our 
long-term view of Apple. They will fix the 
bugs, and phones are bending due to people 
sitting on them, which is not the smartest 
way to treat an electronic device. Reuters 
reported yesterday that the Chinese  
government has approved the sale of 
iPhone 6s in China where the three  
state-owned wireless companies have  
over a billion subscribers.

In the long run, Apple continues to be an  
attractive investment. If I could only have 
that confidence in our New England  
sports teams!

Michael J. St. Onge, VP / Investment Officer

APPROACHING YEAR-END

When the leaves start  
falling, I know there’s a  
lot of clean-up just  
around the corner:  
Snipping, bagging, raking, 
and mulching. It’s also the 
time to start tidying up 
accounts for year end. During the year  
we meet to review your assets and talk 
about any changes which may affect your 
investment objectives and goals. A large 
part of our job is monitoring your accounts 
on a continual basis. 

Review

At this time of year, we do an additional  
type of review to make sure you are 
positioned for the end of the year and to 
take advantage of available tax strategies. 
This planning will help keep your wealth 
management and estate planning goals 
on target. Starting this process in the fall 
gives us time to speak to you or your tax 
professional if necessary and to implement 
strategies well before the December crunch. 

We’ve had a few good years in the market 
and some of you may have capital gains 
due to the rebalancing of your portfolio 
or if changes were made in stock choices. 
However, we also look for opportunities to 
harvest losses (if it makes financial sense) in 
order to offset those gains. These losses can 
also be used to offset up to $3000 of your 
ordinary income. 

Buy or Sell?

The decision whether to buy or sell or take 
additional gains or losses is made on an 

account-by-account basis and is particular 
to your individual situation. Mutual funds 
may make capital gains distributions, and 
we pay particular attention to buying or 
selling funds the closer it gets to their  
distribution date. We may delay fund  
purchases so you avoid paying taxes  
on funds which you have not owned  
during their appreciation. 

Charitable Giving

Fall is also a good time to start planning 
optional deductions like charitable  
giving. There are multiple ways to  
make tax-advantaged giving a part  
of your wealth strategy. One of the best 
ways is to give appreciated stock rather 
than cash. Suppose you want to gift a  
charity $3000 and you choose a stock  
that has a cost basis of $1000. You could  

sell that stock to donate the  
cash and get your $3000 tax 
write-off. The good news is that 
this gift would only cost you 
$1000, your initial investment.  
But you would also have to pay 
capital gains taxes on the $2000 

that it appreciated and most people pay for 
this out of the $3000. This means that the 
charity gets less than the $3000 you had 
intended. However, if you donate the stock 
in kind to the charity, you get the $3000 
tax deduction, it will still only cost you your 
$1000 initial investment, and the charity 
gets the full $3000. You won’t have paid 
any taxes since you didn’t sell it, and they 
are a nonprofit which pays no tax on capital 
gains. One survey showed that only about 
26% of people take advantage of giving  
appreciated assets while 93% use cash  
or checks. It’s a win-win-win and yet  
very under utilized.

You may also take advantage of depreciated  
assets. Suppose you originally bought $3000 
worth of stock, and it is only worth $1000 
now. If you donated the stock to charity, 
your tax deduction is limited to the current 
value, meaning the $1000. However, if you 
sell the stock, you may use the $2000 loss 
against capital gains you have realized 
elsewhere or against up to $3000 of your 
ordinary income. Then you can donate the 
cash from the sale ($1000) and take the 
charitable tax deduction.

Maximize Contributions

If you have an IRA with a required  
minimum distribution (RMD), it’s best to  

keep that money in the account during the  
year so it is growing tax-deferred. However, 
make sure to take your RMD by year end  
or the IRS will assess a 50% penalty. If we 
manage your IRAs, we track your distributions  
to make sure that won’t happen. 

If you have a 401k, IRA, SEP or Health  
Savings Account make sure to maximize 
your contributions and leverage any  
corporate match program. If your tax  
status has changed to a lower bracket and  
it makes sense to convert an IRA (or 401k)  
to a Roth, make sure you’ve put enough 
cash aside to pay the taxes that will be 
due: you’ll want to keep all of that money 
growing in the new Roth tax-free account. 
Furthermore, if you are not 59 ½, you may 
face penalties for early withdrawal. 

Tax Considerations

If you are approaching the applicable estate 
tax exemption amount (currently $5.340m), 
you might consider taking advantage of  
the $14,000 annual gift exclusion. It is an 
effective way to transfer wealth without  
affecting the lifetime exemption limit.

We can manage your 
assets more effectively 
if we know information 
such as your tax rate 
or if you’ll be realizing 
losses or gains from 
other sources (like the 
sale of a business or home). It is also  
important to know if you have a loss  
carry-over from previous years. These are all 
things that can affect our decisions. If you 
have a tax specialist, you should let them 
know about changes in marital status or 
your number of dependents. Tax laws  
are ever-changing, and if it seems too 
complex to do alone, think about seeking 
professional tax assistance.

Taxes can be a big drain on your investments. 
Proper year-end planning can help you keep 
more of your investment return and pay  
less to the government. Everyone’s situation  
is unique, and it’s important to consult 
financial professionals to determine the  
appropriate strategy for your circumstances. 
If there are changes that you think we 
should know about, please give us a call  
so we make the best possible choices for 
your accounts as we approach year end. 

Dona G. Murray, VP / Investment Officer
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