
Dear Friends,  

The second quarter of the calendar year 
has concluded and investors continue to be 
distracted with macroeconomic influences 
such as the Greek economic tragedy and 
China’s efforts to prop up mainland share 
prices. The Greek situation rolled out with 
great drama as the very future of the euro 
zone with a common currency came into 
question. But never fear, the European 
Mandarins have managed to postpone 
Greece’s ultimate day-of-reckoning by 
allowing the bankrupt Greek government 
to add an additional $95 billion of debt 
onto its already unserviceable debt 
burden. Europeans are more worried that 
the exit of one euro zone member could 
lead to further member country 
departures and ultimately break up the 
dream of a united Europe. We believe that 
the Europeans have managed to bandage 
over the Greece issue but will eventually 
have to come up with a more serious 
course of action that would include write 
downs on sovereign Greek debt to a more 
manageable level. China, on the other 
hand, has given investors pause after sharp 
share losses led to trading halts and 
government share purchases in an effort to 
convince shareholders that Chinese 
equities weren’t over valued. China’s 
market interventions seem misguided and 
unlikely to restore long-term price 
stability. Chinese shares have risen 150% 
over the past year and a half and investors 
must expect a moderation in valuation at 
some point. Our primary concern is that 
price volatility in the mainland could lead 
to market selloffs throughout Asia and 
lower overseas sales by US manufacturers 
such as our large car makers. 

Even with US markets see-sawing 
through the second quarter of 2015, our 
outlook remains constructive for further 
equity gains this year and we think that 
any move by the Federal Reserve to raise 
short term interest rates will either be 
delayed into the next year or arrive in 
December with little effect on overall 
markets. The Fed is considered quite 
“dovish” having left interest rates low for 
six straight years, and there is little reason 
now to believe that rates will imminently 
sky rocket or lead to a recession. 

Below we will discuss the past quarter’s 
results in the stock, bond and commodity 
markets and review where the US and 
world economy stand after six years of 
positive, but somewhat lackluster 
growth. We’ll conclude with our 
thoughts going forward. Hoping your 
mind is on a good book while relaxing 
somewhere pleasant this summer.~ 
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KEY FACTS FOR 2015 

• Annual gift exclusion  
$14,000  

• Estate, gift and generation-
skipping tax exemption  
$5,430,000 

• Highest marginal estate tax     
rate 39.6% 

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

• SIMPLE IRA and 401(k) 
contribution limits  
$12,500, plus another  
$3,000 for those over fifty 

• 401(k) contribution limits  
$18,000, plus another  
$6,000 for those over fifty 

• SEP IRA contribution limits  
25% of compensation, max of 
$53,000 

• Top Federal tax rate is 39.6% 
on income over $413,201 
(single filers) 

Cordially,  

Kathy Wimmer, CFA, CIC 
President 
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SECOND QUARTER 2015 

Equity markets rallied to all-time 
highs in the second quarter only to fall 
back marginally for the three months 
ended June 30, 2015. Much of 
investors’ consternation arose from 
the aforementioned debacle in Greece 
and China’s ham-handed attempt to 
prevent equity declines by 
manipulating markets through central 
bank purchases of free-falling shares 
and trading halts. As we have 
previously written, Greece’s debt 
drama has little to no effect on US 
shares or the European economy as a 
whole but will end up being a “tax” on 
the European Common Market. The 
unserviceable debt will eventually lead 
to “haircuts”, i.e., the writing down 
or forgiveness of Greek debt or 
ultimately a payment default by the 
Greek government. The large 
majority of Greek debt is held by the 
European Central Bank and the 
European Stability Mechanism (ESB). 
There is little exposure in private 
markets to Greece’s external debt 
although some hedge funds have 
bought Greek debt at sizable discounts 
with the idea that the European 
institutions will bail out their risky 
gambles. European banks do hold 
some exposure to Greek banks 
through interbank relationships that 
have been sizably scaled back in recent 
years. Greek deposit holders are the 
most prone to future losses as 
Greece’s banks are seriously 
undercapitalized and in need of raising 
new shares. 

During the second quarter, China 
served up a plate of market 
indigestion as it took missteps in its 
ongoing effort to transform the 
Chinese economy from an export-
driven juggernaut to a mature 
consumer-led force. China has the 
second largest gross domestic product 

in the world (slightly trailing the 
United States) and is the second 
largest trading partner to the US. 
Simply put: China matters! Chinese 
leaders have long held that rapid 
economic growth is the best antidote 
to political demands from China’s 
citizenry. The central government has 
long delivered breakneck economic 
gains with annual GDP increases in 
the double digits in this century’s first 
decade. However, rapid GDP growth 
has subsided since the Great Financial 
Crisis and as China’s economy 
matured. Consequently, in recent 
years the Chinese government has 
shot for 7% annual increases in GDP 
and has overfunded Chinese real estate 
and infrastructure development by 
encouraging leverage at the national, 
state and corporate level. 

As China became concerned with over 
leverage, it encouraged individual 
investors to wage bets on equities as a 
means to allow corporations to pay 
down indebtedness with shareholder 
equity. It is now the novice Chinese 
investor who has inflated domestic 
equity markets beyond reason and 
who is now at risk of suffering 
substantial losses should share prices 
reflect their true underlying value. 
Since the central government does not 
want to take the blame for potential 
consumer losses, it has now halted 
certain shares from trading and 
instructed the central bank and local 
governments to purchase shares as a 
means of propping up prices and 
forestalling the market’s price 
discovery mechanism. This is simply 
“rigging” the market and belies the 
central government’s insecurity with 
its citizenry. It’s also bad policy as it 
steps back from China’s stated desire 
to “open” its markets by instead 
introducing artificial, short-term 

interventions that are doomed to 
failure in the long run. 

Unlike Greece, China has great 
foreign reserves and the wherewithal 
to intervene in the market in the short 
run. In the long run, China must 
accept that markets seek equilibrium 
and the pricing mechanism is the only 
viable means to value share prices. 
China’s stock market missteps do 
affect multinational corporations who 
have invested in China, seeking to sell 
their wares to a growing middle class. 
However, any whiff that the stock 
market is “rigged” could lead to panic 
selling in the market, potential bank 
runs and loss of confidence in the 
central bank’s ability to manage the 
economy. Aside from the derivative 
risk of owning shares in corporations 
in companies that have extensive ties 
to China, a US or world investor has 
little to no direct exposure to China’s 
over-leveraged and over-valued 
companies as “A” shares are prohibited 
from foreign ownership.  

Consequently, we feel that US 
investors have overreacted to both the 
Greek and Chinese situations and the 
likelihood of contagion spreading 
from their travails to the US or 
Europe is unlikely. Nevertheless, 
investor sentiment drives market 
moves on a daily basis and the nimble 
investor should look for opportunities 
when markets move too quickly or are 
oversold. 

The broad based S&P 500 index of 
blue chip stocks drifted 0.3% lower 
(not including dividends) during the 
second quarter signaling the 
aforementioned concerns and perhaps 
a hope that markets might consolidate 
their gains after a six year run-up 
before finding its next leg up. 
Healthcare continued to lead the 

Continued on Page 3 
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market, with consumer discretionary, 
technology and telecoms also showing 
strength. Healthcare share price 
advances were aided by mergers and 
acquisitions in the health insurance 
market and by expensive new 
therapies being offered by large 
pharmaceutical companies and 
biotechs. Energy continued to be a 
market laggard with a worldwide 
oversupply of crude oil as Saudi 
Arabia and Iraq produced record 
production, ignoring OPEC’s stated 
quota of thirty million barrels by a 
large margin. Surprisingly, with the 
US oil rig count down by more than 
50% year over year, US production 
remained steady, defying fears that oil 
output would plummet amid low 
prices. Utilities also took a stumble as 
investors fretted about potential 
interest rate hikes by the Federal 
Reserve having an adverse effect on 
utilities’ dividends. 

Earnings growth, while not robust, 
but aided by share buybacks, remained 
positive in the second quarter of 
2015. According to S&P Capital IQ, 9 
out of 10 S&P sectors are now 
projected to a positive earnings 
growth in Q2 with healthcare (14%) 
and telecommunications (12.2%) 
leading.” Six years into the recovery 
from the Great Recession, it is 
encouraging to see earnings growth 
which helps support increased 
corporate dividends and share 
buybacks and ultimately equity 
appreciation. 

Smaller capitalized shares also fared 
well in the second quarter as demand 
for their products is mostly 
domestically driven and not generally 
subject to foreign demand or volatile 
currency markets. 

Commodities continued their decline 
during the second quarter as China’s 
appetite for coal, iron ore and 
petroleum appears to be sated. Gold 
remains on a long decline as investors 
prefer income-generating 
investments, while inflation continues 
to be well below central banks’ 
targeted levels. 

US GDP rose 2.3% on an annualized 
basis during the second quarter after 
the first quarter’s estimate was revised 
up to 0.8% from the previously 
reported decline of 0.2% in the first 
three months. This is a positive sign 
that the first quarter’s lackluster 
performance was mostly a result of 
the west coast work stoppage by 
longshoremen and a brutal winter in 
much of the states. While the second 
quarter’s results continue to lag what 
one expects after a normal recession, 
many experts (see Reinhart and 
Rogoff) believe that the Great 
Recession of 2008 was uniquely credit 
driven and the subsequent climb out 
of the economic lows is also unique as 
far as recessions go. 

Total nonfarm payroll employment 
increased by 223,000 in June while 
the unemployment rate declined to 
5.3 percent according to the Bureau of 
Labor Statistics. Job gains occurred in 
professional and business services, 
healthcare, retail trade, financial 
activities, and in transportation and 
warehousing. Positive developments 
in employment lead to greater 
consumption as evidenced in housing 
and auto sales. Housing continues on 
its long-term upward trajectory with 
June single family home sales tallying 
482,000, beating the consensus 
forecast of 408,000 by 18.1%. With 
June auto sales up 4% from the 
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previous month, the annualized rate 
of car sales increased 17.46 million 
compared to 13.2 million car sales in 
the depths of the 2008 recession. 
Utility vehicles continue to lead sales 
indicating small businesses are 
investing in work vehicles, consumers 
have money to spend and banks have 
a willingness to finance purchases. 
The US consumer continues to pay 
down indebtedness as the personal 
savings rate for June remained a 
healthy 4.8% according to the Bureau 
of Economic Analysis. 

Although the IMF has called on the 
Federal Reserve to delay raising 
interest rates until 2016, minutes 
from the Fed’s Open Market 
Committee indicate that the central 
bank is leaning towards raising rates 
either this September or December. 
The relative strength of the US dollar 
will most likely restrain the Fed from 
any aggressive moves to raise rates 
fast or in large increments. A stronger 
dollar makes US exports more 
expensive and imports less costly. 
While the rest of the world is on an 
odyssey of lowering interest rates, the 
US is looking to “normalize” 
monetary policy by raising short-term 
rates from the “zero bound”, which 
should benefit savers as well as 
financial institutions that would see an 
increase in their net interest 
margin.~ 
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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. 

 LOOKING FORWARD 

Stock valuations and economic growth are 
a function of savings, credit availability, 
productivity, demographics, innovation 
and finally, investor expectations or 
sentiment. Our review above indicates 
that US consumers have   a healthy 
personal savings rate, banks are 
underwriting the sale of new cars and 
homes, technology and biotechnology  are 
leading productivity and innovation, and 
consumers and the economy are growing 
and have the confidence to make major 
purchases. We remain constructive for the 
prospects for equity markets and the US 
economy for the balance of the year.~ 


