
Dear Friends: 

After a rather frigid winter and spring 
for the economy (the much maligned 
“polar vortex”), growth prospects have 
turned sunnier, with a second quarter 
GDP growth rate of 4.0%, after a 
decline of 2.1% in the first quarter of 
the year. We had expected a pickup in 
growth in the second quarter, as harsh 
winter weather cut into home 
sales/construction and trips to the 
mall, while consumers dug deeper into 
their pockets to pay higher heating 
bills. The strong recovery in the 
second quarter should put to rest any 
concerns that the economy might be 
going into recession. Some suspect that 
the stellar 4% growth rate may be 
overstated and ultimately revised 
downward. We are optimistic that 
after five years of slow but steady 
economic expansion, the economy has 
reached “escape velocity.” This should 
allow increased personal and corporate 
expenditures to drive greater 
employment, better wages and 
increased corporate earnings. What’s 
not to like? 

 

The Federal Reserve has announced 
that it will cease its purchase of long-
term Treasurys and mortgage-backed 
securities this coming October. Unlike 
the “taper tantrum” of 2013, when 
investors were spooked by Federal 
Reserve Chairman Ben Bernanke’s 
hints at “tapering” the purchase of long 
term bonds, the current market has 
yawned at the actual drawdown of 
quantitative easing. The current Fed 

Chair, Janet Yellen, has indicated that 
the Federal Reserve will continue its 
near zero interest rate policy (NZIRP) 
well into 2015. This assures continued 
liquidity for investors. While the 
current level of stock prices is not 
inexpensive, the yields in the bond 
market are hardly attractive, which 
only adds further support to equities. 
Global tensions are disheartening and 
may give markets pause, but it is 
unlikely that geopolitical events will 
have a sustained negative effect on 
markets. In fact, geopolitical 
instabilities may offer an opportunity 
to “buy on the dip”. We are not overly 
concerned with the market pullback in 
the start of the third quarter. Stocks 
are thinly traded during the summer 
months and are slightly biased to the 
negative, as investors over-react to 
global events, rather than company and 
economic fundamentals. We hope you 
are having a rewarding summer and 
look forward to catching up with you. 
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• Annual gift exclusion  
$14,000  

• Estate, gift and generation-
skipping tax exemption  
$5,340,000 

• Highest marginal estate tax     
rate 40% 

• IRA contribution limits  
$5,500, plus another  
$1,000 for those over fifty 

• SIMPLE IRA and 401(k) 
contribution limits  
$12,000, plus another  
$2,500 for those over fifty 

• 401(k) contribution limits  
$17,500, plus another  
$5,500 for those over fifty 

• SEP IRA contribution limits  
25% of compensation, max of 
$52,000 

• Top Federal tax rate is 39.6% 
on income over $406,750 
(single filers) 

Cordially,  

Kathy Wimmer, CFA, CIC 
President 

Inside this issue:  

A LETTER FROM 
KATHY 

1 

SECOND QUARTER 
2014 

 

2 

THE PATH AHEAD 
 

4 

  

A LETTER FROM KATHY — SUMMER 2014  



PAGE 2 QUARTERLY REPORT 

SECOND QUARTER 2014 

The second quarter of 2014 continued 
the first quarter’s winning streak, with 
the broad-based Standard & Poor’s 500 
Index returning 4.7% to investors over 
the period, up 6.1% for the full first 
months of the year. High dividend-
paying stocks continued to be favored 
in the second quarter, as investors 
sought yield from equities in response 
to continued anemic returns in the 
bond market. Real Estate Investment 
Trusts (REITs) enjoyed a solid second 
quarter, with a total return of 7.1% 
including dividends. The top 
performing industry groups in the 
second quarter of this year were 
diamonds/gemstones and pipelines, 
with quarterly returns of 20.4% and 
14.6%, respectively. Wedding bells 
clearly rang loudly over the past few 
months with the continued movement 
towards marriage equality having 
released pent-up demand for sparklers 
for newlyweds. The strong 
performance of pipelines reflects the 
popularity of tax-advantaged Master 
Limited Partnerships (MLPs), which 
are known for their high yields and 
pay-outs of 90% of their retained 
earnings after capital expenses.  The 
worst performer in the second quarter 
of 2014 was the gaming business, 
down 2.4% as a result of Chinese 
nationals moving away from the tables 
in Macau and Las Vegas. 

 

The Nasdaq Composite index eked out 
a 1.2% gain during the second quarter 
of 2014, after Fed Chair Janet Yellen 
warned investors off of biotechs and 
social media companies in early May. 
Ms. Yellen’s negative comments had a 
transitory effect, as small cap stocks 
declined 10% at one point from a 
historical high set in March, yet rallied 

to end up by 1.7% for the second 
quarter, as measured by the Russell 
2000 index. 

 

 

 

 

 

 

While revenue growth for the S&P 500 
companies has been tepid throughout 
the recovery from the Global Financial 
Crisis, second quarter U.S. corporate 
revenues are currently tracking to gain 
4.3% for the period, due to a welcome 
increase in U.S. personal consumption. 
According to Thomson Reuters, 
corporate earnings are projected to 
grow by a robust 7.7% in the second 
quarter of the year. The return to solid 
revenue growth bodes well for 
increased corporate earnings and 
growing dividend streams. For much 
of the economic recovery, 
corporations have relied on cost 
cutting through reduced payroll and 
share buybacks to increase earnings per 
share. Consumption-based revenue 
growth is a far better value driver of 
stock appreciation. Employee layoffs 
may be of transitory benefit to overall 
productivity as understaffed 
corporations may not be able to ramp 
up sales with skilled workers should 
consumer demand increase. 
Downsizing also has negative economic 
repercussions on a macro scale as 
higher unemployment, lower income 
levels, and greater government benefit 
outlays for displaced workers impede 
consumption and, ultimately, 
economic growth. Finally, share 
buybacks are a form of “financial 

engineering” whereby a company uses 
its internally generated cash or issues 
debt to buy back outstanding shares in 
the company. This increases earnings 
per share (EPS) but has no effect on 
the numerator (earnings) and simply 
reduces the denominator (shares 
outstanding) to enhance the earnings 
ratio. Borrowing to buy back shares 
also bears the risk of overleveraging a 
company’s balance sheet and reduces 
earnings through the burden of 
increased interest costs. 

 

Despite ongoing conflicts in Nigeria, 
Libya, Syria and Iraq, crude oil prices 
inched up 0.4% to $105.65 per barrel 
at the end of the second quarter. There 
is an ongoing complacency among oil 
traders, who see the rapid growth of 
oil production in the Bakken formation 
of N. Dakota and the Eagle Ford 
development in Texas as adequate 
antidotes to Middle East turmoil. 
Indeed, the CBOE VIX index, which 
measures stock price volatility, was 
characterized as the “Valium index” 
during the second quarter, sliding to a 
historically low level by quarter end. 
The VIX is also known as the “investor 
fear gauge. “ It measures volatility over 
a projected 30 day period. Since the 
end of the second quarter in 2014, we 
have seen increased volatility, as 
measured by the VIX, as global 
tensions have risen. Some economists 
see the tapering of quantitative easing 
by the Federal Reserve as a source of 
higher volatility. With the decline in 
the US federal deficit, we think the 
withdrawal of the Fed’s purchases of 
long-term debt securities will have 
minimal effect on market volatility and 
only a gradual effect on interest rates 
over the long run. 

Continued on Page 3 
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The Federal Reserve is pursuing two 
separate policy goals, known as the 
“dual mandate,” whereby interest rate 
policy is set to maximize employment 
(current Fed goal is (5.2-5.5% 
unemployment), while keeping 
inflation below 2.0%. The Office for 
National Statistics reported that the 
Consumer Price Index (CPI) grew by 
1.9% on an annualized basis as of June 
2014, up from 1.5% in May, with 
food, clothing, non-alcoholic 
beverages and air transportation 
contributing to the increase. The 
higher reported inflation rate does not 
mean that the Federal Reserve is on the 
brink of abandoning its Near Zero 
Interest Rate Policy (NZIRP) and 
itching to hike up short term rates. 
Unemployment remains the Fed’s 
primary concern and is running at 
6.2% in July, having ratcheted up from 
6.1% in June, with a lackluster 
209,000 jobs being added in the latest 
month. The Fed has given itself a lot of 
wiggle room to adjust interest rates. It 
wrote in its July 30, 2014 minutes 
“that it likely will be appropriate to 
maintain the current target range for 
the Federal Funds rate for a 
considerable time…” 

 

After the dismal GDP report of a 2.1% 
decline for the first quarter, the Bureau 
of Economic Analysis (BEA) posted an 
“advance” estimate of GDP growth of 
4.0% during the second quarter of 
2014. This is a startling reversal of first 
quarter misfortune which had been 
attributed to weak consumption as 
shoppers and home buyers stayed 
home rather than venturing out into 
the aforementioned “polar vortex”. 
The BEA attributes the strong second 
quarter GDP growth to the following: 

“The increase in real GDP in the second 
quarter primarily reflected positive 
contributions from personal consumption 
expenditures (PCE), private inventory 
investment, exports, nonresidential fixed 
investment, state and local government 
spending, and residential fixed investment. 
Imports, which are a subtraction in the 
calculation of GDP, increased.” 

 

Another sign of accelerating growth in 
the economy comes from the Institute 
of Supply Management’s (ISM) July 
Purchasing Manager’s Index (PMI), 
which registered at 57.1%, compared 
to 55.3% in June. This reflected new 
order growth in manufacturing for the 
14th consecutive month. A PMI reading 
below 50.0 signals negative growth or 
recession. A reading above 55.0 is 
considered a sign of strong economic 
fundamentals. Of the eighteen 
manufacturing industries reporting 
growth in July, only wood products 
saw a decline. The July ISM Non 
Manufacturing Index (NMI) set a 
record rate of 62.4% for the 60th 
consecutive month at a faster rate.  
The NMI includes sixteen different 
industries including construction, 
finance and health care. Fifteen of the 
sixteen NMI industries saw growth in 
July with only utilities seeing a 
pullback. 

 

Housing remains a key economic 
driver in the United States. It is 
measured by various means, including 
new home construction and permits, 
new home sales, existing home sales 
and home price increases and declines. 
The latest S&P/Case-Shiller Home 
price index (20 metropolitan areas) 
showed a year-over-year gain of 9.3% 

SECOND QUARTER 2014 (CONTINUED FROM PAGE TWO) 

in home prices at the end of May. This 
is down from the 10.8% rise as 
reported in April. According to David 
M. Blitzer, Chairman of S&P Indices, 
“Housing has been turning in mixed 
economic numbers in the last few 
months. Prices and sales of existing 
homes have shown improvement while 
construction and sales of new homes 
continue to lag.” This is further 
confirmed by the July Census Bureau 
report in new housing starts, which 
declined for the second month in a 
row, to a seasonally adjusted annual 
rate of 893,000 units. This is the 
lowest level since November of 2012. 
The drop in housing starts is 
perplexing, as the traditionally strong 
South saw a 30% decrease in new 
starts from May. The Fed Chair 
reacted to the slowdown saying that 
the housing sector “has shown little 
recent progress” and remains 
disappointing. It is likely the Fed will 
therefore remain supportive to housing 
and be accommodative on interest 
rates in order to ensure continued 
affordability.~ 



Investment Counsel 
 

155 North Lake Avenue, Suite 440  
Pasadena, California 91101 

626-683-3150 

www.wimmerassociates.com 

Disclosure:  “Be careful about reading health books, you may die of a misprint.” Mark Twain   Keep that in mind as you read these 
articles.  We obtain data from sources we believe are reliable but they should not be relied upon for making life-changing decisions. 

We strive to optimize our clients’ financial well being by 
coordinating investment decisions with other professionals 

in the fields of taxation and estate planning. 

THE PATH AHEAD 

The first half of 2014 was marked by 
rising equity markets, historically low 
market volatility and stable interest 
rates. The second half of the year has 
seen a mild pullback in the stock 
market, a spot of volatility and ongoing 
support by the Federal Reserve to keep 
both short and long-term interest rates 
down.  
 
The U.S. Federal Reserve’s movement 
from accommodative monetary policy 
to neutrality, i.e., the tapering on long 
term debt purchases, could lead to a 
rise in long-term yields. We do not see 
the likelihood of long-term rates 
coming down over the next year and 
remain cautious in investing out on the 
yield curve. The Fed has signaled that 

the economy and especially, housing, 
need continued support. Therefore, 
short-term interest rates should stay 
near zero well into 2015. 

 
We attribute the July swoon in equity 
prices to a bit of a kneejerk investor 
reaction to geopolitical unrest. The 
reality is that global discord will have 
little negative effect on most U.S. 
corporate returns, with the possible 
exception of sanctions affecting major 
U.S. oil companies’ interests in Russia. 
Also, the historically low volume in 
summer trading is seasonally down. 
This reduced 2014 summer trading 
activity may overstate the magnitude of 
any stock market movements, whether 
positive or negative. 

There are a myriad of positive notes 
for the U.S.: increased U.S. 
employment, low U.S. natural gas 
prices, rising U.S. corporate earnings, 
growing U.S. energy independence, 
strengthening U.S. manufacturing, the 
continued deleveraging of the U.S. 
consumer and budding U.S. corporate 
loan growth. All augur well for a 
constructive outlook for U.S. equities. 
The U.S. economy, as measured by 
GDP, rebounded forcefully in the 
second quarter of 2014. There is no 
indication of a U.S. recession on the 
horizon. With some European 
economies now slipping back towards 
deflation, the U.S. clearly is the most 
attractive developed economy in the 
world.~ 


