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Good Afternoon! We hope this monthly update finds everyone in a 

patriotic mood and enjoying this blazing hot summer. I have to admit, I 

love Independence Day for a number of reasons. First, it’s the day we 

get to celebrate (and be thankful for) our country’s independence. We 

are all so fortunate to live and work in the greatest country on earth, 

the United States of America. Second, it gives us a chance to think 

about (and thank) those who fought for our independence. Recently, I 

was sent a little information by one of my good friends on the 56 men 

who signed the Declaration of Independence. If you have not done so, 

please look up their individual stories. They will really surprise you. 

Finally, it’s my favorite day of the year because it’s also my Mother’s 

birthday. She turned 76 years young last Saturday! Happy Birthday 

Mom!! This year, we celebrated our independence by taking our girls to 

their first major league baseball game and by visiting the Georgia 

Aquarium. There is nothing like baseball, hotdogs, apple pie and whale 

sharks!!  

 

The Markets 

With the first half of 2015 now in the books, it is clear there is a 

changing of the guard in the global markets. After several years of 

double-digit gains, the S&P 500 is lagging most of the other global 

equity markets, as the effect of lower oil prices and a stronger U.S. 

dollar have been too much for an improving domestic economy to 

offset. Through the first six months of the year, the S&P 500 is barely in 

positive territory. On the other hand, smaller-company stocks have 

benefitted from being less dependent on international customers and 



have returned more than 4% through June. Both large and small stock 

indexes were up an additional 3% on June 23rd, 2015. However, Greece 

put a scare into the global markets over the last week of the quarter, 

and essentially wiped out all of the second quarter gains in just three 

days. In addition, until the last week of the quarter, the S&P 500 was on 

pace for one of the least volatile quarters in years. 

 

The Economy 

Overall, there is no doubt that the U.S. economy is hitting on all 

cylinders. Jobs are being created at a rapid pace across all industries - 

including energy. Construction has seen a significant uptick, consumer 

confidence is up, and manufacturing has improved significantly. Wages 

are finally beginning to show signs of rising, something the Fed has 

been hoping to see for several years now. And, after a slow first quarter 

due to weather, the U.S. economy is expected to grow at a pace above 

the 3% level… which is an important milestone. We believe a robust 

U.S. economy will continue to benefit smaller companies going 

forward, because small firms do the majority of their business 

domestically. Large companies, on the other hand, tend to have 

significant multinational exposure and are therefore more reliant on 

Europe and Asia. This means a stronger dollar and weaker oil prices will 

act as a headwind for many larger companies.  

 

Our Consistent Message 

By any conventional measure, most analysts believe stocks are either 

fully valued or overvalued. If you examine any of the various price 

metrics, it is clear stock prices are at the upper end of the historical 

range. Whether you compare stock prices to current or expected 



earnings, or to current or expected cash flows, stocks appear richly 

valued. Of course, periods of over/under valuation can last for many 

years. Between 2009 and 2013, it was clear the stock market was 

significantly undervalued. Now, the pendulum appears to have swung 

the other way.  

 

The good news is, corporate America is incredibly healthy. Corporate 

balance sheets and income statements are strong and healthy. Labor 

productivity is high and technology is being leveraged to produce even 

greater gains. In addition, corporate America continues to hold record 

amounts of cash and has access to incredibly low-cost capital as a result 

of near record-low interest rates. As a result, if a significant pull back 

does occur, we believe it will be quick and actually healthy for the 

market overall. In fact, in an aging bull market a nice healthy dip is 

often a prerequisite to ushering in a new round of all-time market 

highs. 

 

The truth is, one could make a good case for either a 20% increase or a 

20% decrease at this point!! 

 

Global Questions? 

In general, we don’t believe Greek debt drama will have much of a real 

effect on the global economy, regardless of the volatility we’re seeing 

in the global markets at this point. First, Greece is a tiny piece of the 

overall European economy, with a GDP that is lower than the GDP of 

more than half of the states in the U.S. Second, a default was widely 

expected and largely priced into the market. No reasonable economist 

could look at the Greek financial situation and believe they could 



extract themselves from their dire predicament without either a 

massive default or massive debt restructuring and forgiveness (which is 

essentially the same thing as default). Third, the International 

Monetary Fund (IMF) and European Central Bank (ECB) have more than 

enough tools to offset a default, so there is little risk of contagion. 

Finally, in a similar situation, Argentina defaulted on their debt 2001 

and the macro effects were minimal. In fact, most of you probably 

forgot (or even knew) that it ever happened. We believe a Greek 

default will result in greater short-term volatility in the Global markets. 

For long-term investors, this volatility will provide lower “entry points” 

to invest in Europe and beyond. 

 

One area of concern that has not received much media exposure is the 

incredible sell-off in the Chinese stock market over the last month. In 

November, 2014 a new law went into effect that allowed Hong Kong 

capital to flow into China. The result was a 150% increase in the 

Chinese stock market in just the last nine months. That bubble has now 

burst and the market is now off 30% from its highs last month. Not 

surprisingly, this has created significant short-term volatility in the 

Asian markets. At this point, many believe investing in Asia is a lot like 

trying to catch a falling sword. Good luck… 

 

However, the biggest global story continues to revolve around 

quantitative easing efforts in Australia, Japan, Europe, China and a 

number of other smaller countries. Following the Federal Reserve’s 

lead, they are all driving interest rates down to encourage increased 

borrowing and spending. The net effect has led to increases in the 



world markets, with year-to-date developed markets up almost 6%, 

while emerging markets are up more than 3%.  

 

The Upcoming Newsletter 

We plan to send the quarterly newsletter and quarterly reports on or 

before Friday, July 17th. The newsletter will cover our thoughts on the 

stock market, bond market, economy, and an overview of our 

economic outlook going forward. We will place special emphasis on 

client questions to drive home a number of our core long-term 

beliefs.  We hope you enjoy the newsletter and find it informative and 

educational. As always, we look forward to your valued feedback.  

 

Thank You 

As usual, if you have any questions about this update, our newsletter, 

your accounts or our managers, please feel free to call or e-mail us at 

any time. The recent referrals are much appreciated and we thank you 

for your continued confidence in our firm and our services. If you need 

anything or your goals or time horizons have changed, please do not 

hesitate to call or drop an e-mail to set up an appointment. We are 

here to serve your financial needs, whatever they may be. 

 

Joe & The Gang at KWAG 

 

PS: The girls are now over 12 pounds and have gotten a clean bill of 

health from both their pediatrician and the development center at the 

Children’s Hospital. 
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