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THIRD QUARTER 

“THE LOWER STOCKS GO, THE MORE I 
BUY.” -WARREN BUFFETT

After three years of rising stock prices and 
unprecedented monetary easing, markets 
have started to slide. While market corrections 
are generally associated with creating fear 
in investors, they also present buying 
opportunities. Investors like us at the Bank 
of New Hampshire are referred to as the 
‘buy side’ of the market while Wall Street is 
called the ‘sell side.’ In retrospect, it makes 
perfect sense I ended up on the buy side: 
I love to shop, and there are quite a few 
similarities between weekend shopping 
and looking for good assets. For instance, 
you have to know your inventory, analyze 
how items have and will hold up over time 
when subjected to various scenarios, and 
make sure the pricing is correct.

Whether on Wall Street or Main Street, 
finding a great bargain can be a huge 
score. It was very apparent, however, that 
there was a critical difference; unlike Macy’s 
where shoppers hurl themselves at 
merchandise on a good sale day, consumers 
in the stock market fall over each other to 
sell rather than buy when prices go down. 

Behavioral studies indicate that social 
pressure makes people move towards the 
same action, and in the case of stocks, 
most moves are made due to fear. Fear 
motivates investors to sell when markets 
go down, and fear motivates them to buy 
once the market gets high. Warren Buffett 
famously said, “Look at market fluctuations 
as your friend rather than your enemy: 
profit from folly rather than participate in 
it.” Given recent fluctuations, where are we in 
this cycle? Should we sell? Is it too early to buy? 

 

3RD QUARTER RESULTS

Stocks, commodities and currency funds 
have all suffered heavy losses, and bond 
gains are muted at best. It hasn’t been 

the best of 
quarters. The 
S&P 500 Index 
is down 6.9% 
since June 30, 
but there were 
only four days 

when it moved down by greater than 2%. 
On the flip side, there were 3 days it rallied 
over 2%. The MSCI All Country World Index 
is down 6.6% so far this year, and Bank 
of America’s global debt index had only 
gained 1%. 

Confidence in our ongoing economic 
recovery waned as the threat of a Chinese 
slowdown mounted. China, once only 
recognized for its high production and 
export rate, has more recently become 
known for its growing sophisticated middle 
class who were hungry for ‘things.’ Coupled 
with a stock market crash in Shanghai and a 
devaluation of the Chinese yuan, Chinese 
consumers recoiled, and not 
even the heavy hands of the 
Chinese government could 
persuade them to act 
otherwise. The situation 
in Greece added to global 
investor fear while the rest 
of the Eurozone suffered 
slower growth across the 
board. Analysts have cut 
their 2015 global growth 
estimates from 3.5% to 3% 
leading some to believe that 
the European Central Bank 

and Bank of Japan will consider extending 
their stimulus programs. It’s good to keep in 
mind that 3% is still positive.

Earlier this year, a strong dollar impacted 
the bottom line of domestic corporations 
doing business overseas when they 
eventually swapped local currency profits 
back to dollars. Second quarter corporate 
earnings declined 1.7%, but the dollar has 
corrected itself and should help to improve 
the earnings outlook as we move into this 
next quarter. Earnings will be a key 
component of which direction the market 
will take. Some companies have ratcheted 
down their estimates, but it’s still too early 
to tell where we will land. It’s not all doom 
and gloom out there as the US economy is 
still grinding upwards.

 
WHAT’S AHEAD?

The last recession created a pretty deep 
chasm, and we’re still crawling out of it. 
This is particularly evident when looking 
at how economic releases have flip-
flopped from month to month. On the 
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    bright side, second quarter Gross Domestic 
Product (which measures goods and services 
produced and is a highly-ranked barometer of 
the economy) was just revised up to a 3.9% 
increase compared to last month’s revision 
of a 2.3% increase. There isn’t the evidence 
to suggest that investors should be overly 
optimistic for this next quarter, but a soft 
economic backdrop does not necessarily 
lead to recession. To be sure, an argument 
can be made for either side of the fence, 
but that has generally always been the 
case. We’ve barely averted a government 
shutdown and both the national debt and 
budget deficit are high. There are certainly 
head winds overseas and at home. However, 
while the indicators may not be showing 
a clear path one way or the other, they 
are generally positive. Likewise, there is no 
particular crisis such as the tech or housing 
bubble to propel us into recession. 

As of this writing, investor sentiment is 
bearish, meaning they don’t like the  
market, and it could be difficult to push 
prices back up through certain resistant 
market levels once those prices have 
dropped as significantly as they have. However, 
given the ongoing market gyrations, 
other statistics suggest that the current 
drop is merely a correction happening in 
the continuing bull market, and this can 
lead us to expect a brighter outlook for 
future returns. As with earnings, it is too 
early in the cycle to make bold predictions, 
but it appears we can expect some upside 
potential and positive returns leading into 
2016. 

The much anticipated news of these last 
few months has centered around the 
Federal Reserve’s decision on whether to 
raise rates or not. My colleague, Charlie 
Mathews, will be focusing on the Fed in his 
piece which follows, but it bears mention-
ing that it has had a profound effect on all 
markets. Most of any Fed move is already 
priced into the bond market, but bonds 
moved significantly for other reasons. 
While short rates remained stable, the 
ten-year treasury moved from a yield of 
2.43% on July 1 to 2.06% at quarter end. 
Money flowed into the safety of bonds 
when equity markets faltered. U.S. bonds 
also offer much higher yields than other 
developed nations and so have experienced 
strong international demand. Meanwhile 
high yield bonds, whose yield widened over 

100 basis points, traded in sync with equities 
which is generally the case.  

“LOOK AT MARKET FLUCTUATIONS AS 
YOUR FRIEND RATHER THAN YOUR  
ENEMY” - WARREN BUFFETT

In weekend shopping at the mall, fashions 
may come and go, but the best value is 
still a good-quality, classic look. And if you 
like the look at full price, you should love it 
when discounted. Trends on Wall Street will 
also come and go, but maintaining a well 
thought out course will always serve 
investors the best. Social pressure to get in 
with the pack may work in many instances 
but not always in the marketplace. As your 
advisors, we will work with you to set a 
clear financial plan with appropriate goals. 
We are here to prevent unguided, emotional 
decisions based on market noise and only 
ask that your focus rest on the longer 
term – the investment cycle, not the news 
cycle - and to perhaps find pleasure in 
the possibility of purchasing a good stock 
whose price has gone down. 

Dona Murray 
VP / Investment Officer

 
THE FED REMAINS HESITANT

While the U.S. economy has continued 
on its modest growth trajectory over the 
course of this year, the Federal Reserve 
continues to be reluctant to push short 
term interest rates higher as they decided 
against taking action at last week’s meeting. This 
“do no harm” posture reflects concerns 
about global growth and the absence of 
any tangible acceleration on the inflation 
front. Recent weakness in China has kept 
commodity prices in check and has  
presented significant headwinds for many 
of the resource rich emerging markets. 
Ongoing sluggishness in the Eurozone,  
suggests the possibility of further European 

Central Bank 
(ECB) stimulus 
the result of 
which might 
be further 
strengthening in 
the dollar. We 
believe that this 
is the Fed’s core 

concern as a stronger dollar would restrain 
exports and have a negative effect on large 

multinational companies. Action to increase 
rates at a time when the ECB is likely to 
continue to increase liquidity would have 
introduced more risk to the economic 
equation than the Fed is comfortable with 
and there should be no rush to normalize 
rates given the lack of inflation present.

This is good news for borrowers and bad 
news for savers as short term interest rates 
are likely to remain near current levels 
longer than had been previously expected. 
As much as the Fed would like to return 
rates to more normal levels, they have 
missed a window of opportunity to do this 
in recent months and will now wait until 
the December meeting or March 2016 
to get this process underway. When they 
ultimately move will depend on the pace of 
corporate earnings growth and how much 
weakness gets imported from China and the 
emerging markets. We will begin to garner 
further intelligence on this as we get into 
October and third quarter earnings 
season moves into full swing. 

Even though equity markets have been 
volatile in recent weeks, the Fed’s decision not 
to take action should be viewed as more 
supportive than not. It is designed to 
preserve the progress that has been made  
toward economic recovery over the past  
several years. There will continue to be 
concerns about global demand in the months 
ahead, but the Fed has built in as great a 
margin of safety as possible to a domestic 
economy that has been very resilient in recent 
months. While this margin of safety exists, 
the days of quantitative easing are now long 
over so we will need to see some organic 
sales growth and solid earnings reports 
in the coming weeks to get the market 
back on track. A more challenging global 
environment means emphasizing companies 
that have characteristics that will offer 
investors a margin of safety. Some of these 
characteristics might include competitive 
advantage within industry, the ability to 
increase profitability and to add free cash 
flow to the balance sheet. Disciplined security 
selection will leave investors favorably 
positioned regardless of the choppiness in the 
market heading into 2016.
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