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We thought a review of first-half returns plus some thoughts 

regarding the interplay of several market factors would be 

useful to investors. We believe the two major takeaways from 

this Paradigm are to remind investors of the merits of diversi-

fication and to reiterate our belief that valuations matter. 

  

Why highlight diversification and valuation?  Consensus opin-

ion forecasts slow growth and believes in a starting point of 

reasonable to slightly above average valuation levels. In such 

an environment there can be a tendency for each new piece of 

information to garner a heightened response relative to its long 

term importance.  Put another way, is it news or noise? There-

fore, reminding investors about the importance of diversifica-

tion and valuation levels may help in navigating the current 

environment. 

  

Review of first-half returns 

2015 first-half returns for several major market indices were as 

follows: 

 Barclays U.S. Aggregate Bond             -0.1% 

 S&P 500              1.2 

 Russell 2000             4.7 

 MSCI EAFE Foreign Developed                5.5 

  

The Barclays U.S. Aggregate Bond index is essentially flat 

through mid-year.  Interest rates have increased marginally, 

causing prices to decline.  Virtually all of the price decline has 

been made up by interest payments on the bonds.   

  

The S&P 500’s total return was 1.2%.  Of this, 1% was from 

dividends and 0.2% was from price appreciation.  Throughout 

the six months, earnings estimates have declined, leaving the 

index at mid-year trading at 17.5 times 2015 estimated earn-

ings. 

  

The Russell 2000, which is a U.S. small capitalization stock 

index, and the MSCI EAFE Foreign Developed index posted 

solid first-half returns, although for different reasons.  Small 

companies earn a higher percentage of their earnings from the 

U.S.  Given that our growth rate compares well with other de-

veloped countries, investors are willing to pay a higher valua-

tion level (P/E) ratio for those earnings.  For foreign stocks, the 

fact that in 2014 they were down 5% while the S&P 500 was up 

14% is probably the major reason for this year’s performance. 

 

From a valuation perspective, then, at mid-year we don't see 

any asset classes in bubble territory, but we don’t see any ex-

ceedingly cheap asset classes either.  We believe this should 

cause investors to favor diversification and shun big bets. 

  

Various market factors 

The Federal Reserve minutes from its June Federal Open Mar-

ket Committee revealed their continued concern over the slow 

pace of economic growth. This lack of growth may push back 

when they raise interest rates.  However, the Federal Reserve 

Chair, Janet Yellen, expects a rate hike this year.  Though the 

markets are expecting a rate increase at some point, market vol-

atility surrounding an actual rate hike is likely. 

  

It is expected that the Greece debt crisis will be resolved in 

some manner. Greece is less than 0.5% of the world economy 

and all parties have had five years to adapt to the situation. This 

doesn’t mean, though, that markets won’t continue to be vola-

tile as the process unfolds. 

  

The Chinese stock market’s 32% decline from June 12 through 

July 8 weighed on other markets.  However, the Chinese mar-

ket had a major run up prior to the decline, leaving the market 

up 5% for the year through June 12.  Given China’s importance 

in the global economy, their massive markets swings will con-

tinue to influence our markets, probably to an outsized amount. 

 

Interplay of market factors 

Here is one example of the interplay of factors. During the first 

part of July the news on interest rates, Greece and China caused 

bond prices to increase and stock prices to decrease.  The result 

was that on July 8, the year-to-date return for the Barclays and 

the S&P 500 were identical at 0.5%.  

 

Investors tied to the news flow likely did not review their port-

folio’s diversification or ask about the valuation levels for the 

various asset classes.  Our job is to process news, review port-

folios, and advise clients if adjustments to their portfolio are 

warranted. 

 

Embrace diversification and be mindful of valuation levels. 

These factors are key to achieving solid long-term perfor-

mance.  The noise surrounding these factors should be 

acknowledged and then placed in its proper place. 

The information above is compiled from various news and research sources, The above information is from sources believed to be reliable, but accuracy is not guaranteed. 
The above is not investment advice and should not be acted upon without first consulting your Investment Advisor, and/or CPA and/or Attorney to determine the specific 
impact to your situation. 


