
Market Update, June (2nd Quarter) 2014 

 
Stocks had another strong month in June, helping global equities to gains of more than 5% 
during the second quarter of 2014.  In fact, just about everything was up.  Broad measures 
for stocks, bonds and commodities have all advanced year-to-date, something that hasn’t 
happened in over 20 years.  

Most investors expected interest rates would rise in 2014, but bond yields have significantly 
declined.  The 10-year U.S. Treasury, which yielded about 3% at the end of 2013, declined to 
2.76% by March 31, and ended the second quarter at 2.5 percent.  

Aggressive monetary policy by the world’s major central banks continues to be the 
catalyst to this, five years and counting, bull market.  The European Central Bank and Bank 
of Japan have notably stepped up their stimulus efforts.  While the U.S. Fed is reducing bond 
purchases, they have vowed to keep interest rates low for at least another 12 months.  

Increasing stock market and real estate values have propelled aggregate U.S. household 
wealth to record highs.  Job growth, however, remains weak.  It took 76 months to recover all 
the jobs lost in the great recession, but the U.S. working age population has increased by 
more than 15 million over this period.  Further, the majority of gains have been in lower 
paying jobs.  

Economic growth (GDP) was revised down for the first quarter to an astonishing 2.9% 
decline.  Since 2009, economic growth has been about 2% on average, which is below longer-
term averages (approximately 3%) and considerably below normal recovery levels.  You might 
say, we look good on paper … but that doesn’t necessarily pay the bills. 
  

Balance sheet wealth is sustainable only when it comes from earned success, not 
government fiat.  There are no short-cuts through Fed-engineered balance-sheet 
wealth creation.  The sooner and more predictably the Fed exits its 
extraordinary monetary accommodation, the sooner businesses can get back to 
business and labor can get back to work.  The real difference (between 2% 
growth and 3% growth in the U.S. economy) is one between a balance-sheet 
economy that helps the well-to-do and an income-statement recovery that 
advances the interests of all Americans. 

Kevin Warsh/Stanley Druckenmiller – WSJ 6/20/2014 

Stock prices are ultimately a function of corporate profits.  The question is whether 
economic growth can sustain corporate profit growth.  While stock valuations are at 
relatively high levels, the markets have been steady … even in the face of political 
turmoil and violence in the Middle East and Ukraine.  Prognosticators are 
questioning if low market volatility is a product of economic stability or investor 
complacency. 

 



Economists generally anticipate a rebound from the dismal first quarter GDP results.  Low 
interest rates, low unemployment, a declining Federal budget deficit, and a stronger housing 
market could also support rising stock prices. 
  

 

We expect market volatility to pick up, and believe that investors should be cautious.  As 
always, anticipate cash flow requirements, remain diversified, and stay properly allocated to 
policy.      
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