
Market Update, May 2015 

Despite mixed economic data and the uncertainty surrounding interest rates, U.S. 
stocks ended May modestly higher.  Foreign stocks were in slightly negative territory 
for the month, amid concerns surrounding Greece’s finances and the possibility of 
their exit from the euro.  Bonds lost ground against the headwind of rising interest 
rates.  

First quarter U.S. GDP shrank by 0.7% … revised down from the initial estimate that 
had growth at a modest 0.2% rate.  Severe winter weather, plunging oil prices and a 
strong dollar were considered to be the primary reasons for the sluggish first quarter.  

High debt levels, demographics, and the accumulation of reserves by central banks 
may be restricting overall economic growth. 
  

The global economy is experiencing a shortage of demand.  We believe 
that structural changes in most developed market countries will cause the 
demand shortage to persist.  The primary demographic impact of an 
aging baby-boom generation will be slower population growth and slower 
productivity growth, which will reduce GDP growth and keep real interest 
rates low.  And the ongoing deleveraging from high debt ratios will 
continue to exert downward pressure on current demand. 

Shane Shepherd, Research Affiliates – 5/21/15 

  

Although the overall economy is weak, payroll growth remains strong and core 
inflation is trending higher. This may force the Fed to raise interest rates, whether 
they want to or not.  Most “experts” are expecting the first uptick to occur in the fall 
of this year.  

Nobel prize-winning economist Robert Shiller is concerned that low interest rates are 
actually fueling housing and stock market “bubbles”. 
  

There is a tendency for central banks to ignore speculative bubbles until 
it’s too late.  It may already be too late.  Stock markets in the U.S. are 
quite high and prices in the real estate market are getting high. 

Robert Shiller, Yale Professor of Economics – 6/1/15 

  

While high-dividend paying stocks have done well in this low-interest rate 
environment, concerns over rising interest rates are apparently starting to curb 
investors’ enthusiasm.  According to Morningstar, managers have pulled $3.5 billion 
from REITs and utilities funds so far this year. 
  



 
  

Economists are predicting a rebound after a dismal first quarter, but the outlook is 
still somewhat muted.  Keep in mind that stock valuations remain expensive 
(especially in the U.S.), corporate earnings are at peak levels, and the Fed’s easy 
money policy is coming to a close.   

What should you do?  Stay humble and diversified … and have some cash in 
reserve.  Try not to get too caught up in all the “market noise” and enjoy the 
upcoming summer months.  
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