
Market Update, June (2nd Quarter) 2015 

After reaching record levels in May, stocks lost ground in June and ended the quarter 
pretty much where they started.  For the year, U.S. and foreign stocks remain in 
positive territory by approximately 2% and 4%, respectively.  U.S. stocks have 
generally been hurt by lower oil prices and a stronger dollar, while European and 
Japanese shares have benefited from monetary stimulus … otherwise known as 
quantitative easing. 

Bond prices saw sharp quarterly declines due to rising yields.  The 10-year U.S. 
treasury saw its yield rise to 2.3% from 1.9% at the beginning of the quarter, while 
German yields jumped to 0.74% from 0.18 percent.  Overall, global bond investments 
are down more than 1% for the quarter and 3% year-to-date.  

Investor optimism has generally been a function of low interest rates, modest 
economic growth, and the prospects for corporate earnings.  The Fed’s zero-based 
interest rate policy has certainly helped bolster stock valuations.  When the Fed 
eventually raises rates, there is a legitimate concern that stocks and other risk assets 
will take a hit.   
  

The stock markets have shifted to neutral while bonds have gone into 
reverse, and investors expect the rest of 2015 to be a bumpy ride. 

Dan Strumpf, WSJ – June 30, 2015 
  

The last week in June was dominated by the debt crisis in Greece.  After rejecting 
economic reforms and defaulting on a debt payment to the International Monetary 
Fund, concerns about a Greek exit from the Eurozone have escalated.  While a return 
to the drachma would almost certainly be a Greek Tragedy, the prospects for 
contagion to the struggling Eurozone periphery (such as Spain, Portugal, and Italy) are 
also a material economic concern.   

China had its own financial problems at the close of the quarter.  Its stock market, 
which had advanced by 110% from November to mid-June, experienced a sudden 20% 
drop.  Anecdotal evidence suggests that the retail investor was late to the party and 
is suffering considerable losses due to the wide use of leverage. (Margin debt has 
more than tripled in a year, and margin debt levels now stand at about 9% of 
tradable stocks … the highest of any market in history!)  While the Chinese 
government has intervened with unprecedented measures to shore up market values, 
confidence in Beijing’s ability to “control” the economy is in question.  
  

China – a riddle wrapped in a mystery, inside an enigma.  It is 
the mystery meat of economic sandwiches – you never know what’s in 
there.   

Bill Gross (legendary bond investor), Janus Capital – 6/30/15 



Let’s keep things in perspective: For those of you keeping score, Greece is responsible 
for about 1% of the Eurozone’s GDP, while China has been the major contributor to 
overall global growth. 

Next up … Puerto Rico, which just announced that it can’t manage its more than $70 
billion debt level.  The economy has contracted over the past decade and sports an 
amazingly low 40% labor participation rate. 
  

The debt is not payable. There is no other option.  I would love to have an easier 
option. This is not politics, this is math. 

Governor Alejandro Garcia Padilla, Puerto Rico – NYT 6/29/15  
  

A doctorate in economics is not required to recognize that the problems in Greece, 
China and Puerto Rico (and virtually everywhere else) are all debt related.  As I have 
said many times, we are a world awash in debt.  Debt concerns for the entire 
Eurozone, as well as Japan, have been well documented in the media.  The next shoe 
to drop could be in the U.S., as states attempt to balance budgets in the face of rising 
pension and health-care costs.   

 

Stock valuations are high or at best fairly priced … it’s hard to reasonably argue that 
stocks are undervalued. That said, stocks are the only game in town for producing 
real (after inflation) returns. 

What’s an investor to do? 

• Diversify: Make sure you are globally diversified with broad exposure across 
industry sectors. 

  
• Stay balanced: Keep to plan by making sure that allocations are within 

targets.  This will create a disciplined approach to easing up on winners and 
adding to losers ... which translates into buying low and selling high. 

 
• Control risk: Portfolios should be designed to control risk over longer-term market 

cycles.  Also, cash reserves should be set at levels that cover near-term needs as 
well as unanticipated bumps in the road. 

 

Admittedly, there is a lot going on in our global economy.  It’s important to stay 
informed, but disciplined investors do not react to the daily noise.  We’ve been 
through these rough patches before, and we will see them again.  If you have 
properly taken care of all the things that you can control … relax and enjoy the 
summer. 

Daniel G. Corrigan, CPA/PFS, CFP® 
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