
Market Update, July 2015 

July was a solid month for U.S. stock and bond investors, with stocks advancing about 
2% and bond values rising due to declining interest rates.  Foreign investments ended 
the month basically unchanged.  But while everything appears rather quiet on the 
surface, plenty of action continues behind the scenes.  

Here is a brief update from the economic front: 

• Commodity prices continued to tumble, with oil prices down 21% in July. 
• The Labor Department reported that wage growth in the second quarter of 

2015 was the lowest since records began in 1982. 
• The yield on the 10-year U.S. treasury bond saw its biggest monthly decline 

since January. 
• Chinese stocks declined more than 14%, posting their worst monthly loss in 

nearly six years. 
• U.S. economic growth for the first quarter (GDP) was revised upward from 

negative (-.02) to positive (+0.6) percent. 
• Second quarter GDP growth was estimated at 2.3 percent … below “consensus 

expectations” of 2.9 percent. 
 

The government also revised historical GDP levels for the past three years (2012-2014) 
down to 2% from the 2.3% original estimate.  In other words, the weakest expansion in 
70 years was even worse than we thought.  Still, 2% growth may be slow, but it is 
steady.  

As a reminder, there are only 3 ways to increase GDP growth: 

    1. Increase the number of workers 
    2. Increase the number of hours they work 
    3. Increase the amount they can produce 

Therefore, going forward, we need to either increase the working population or 
increase productivity if we want to accelerate economic growth.  

All eyes are on the Fed, as markets debate whether they will raise interest rates in 
September … or possibly December … or maybe not until early 2016.   

When central banks reduced interest rates and/or purchased bonds (quantitative 
easing), they were trying to boost asset prices and lower the cost of money.  The 
overall idea was to increase business spending.  But that didn’t happen.  Yes, asset 
prices went higher (stocks and real estate), but companies borrowed to buy back their 
own stock instead of investing in plant and equipment.  As the negative 
consequences of zero-based interest rates have become more apparent, some are 
even calling it a massive misallocation of capital.   

So, even with weak wage growth, modest inflation, and an anemic global economy, 
the Fed may feel compelled to start normalizing interest rates. 



Happy 50th birthday to Medicare.  When the program started in 1965, half of 
Americans over 65 had no health insurance.  Now only about 2% are not covered. 

It should come as no surprise that Medicare spending per-capita increases almost 
every year after age 65.  The Kaiser Foundation recently calculated that the number 
of Medicare beneficiaries age 80 or above will increase from 11.3 million in 2010 to 
30.9 million by 2050.  Everyone knows (both Democrats and Republicans) that 
demographics will overwhelm this great program if we do not plan accordingly. 

One final observation … 

Fidelity Investments, one of the largest providers of 401k retirement savings plans, 
recently found that 27% of plan participants from ages 55-59 had stock allocations at 
least 10% higher than its recommended levels.  It has been over six years since the 
market lows of early 2009.  The anecdotal evidence is that employees have not been 
“rebalancing” their portfolios after the big run up in stock prices. 

 

Consider the following quote from Jason Hue of Research Affiliates: 

Diversification is a strategy of maximum regret because some part of the 
investor’s portfolio is always underperforming its benchmark.  For most 
investors, staying diversified is like trying to get a five-year-old 
preschooler to eat broccoli – it’s just plain yucky despite all the well-
meaning, repeated pleadings of advisors and parents, respectively. 
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