
KWAG Mid-July Update 
 
Good Evening! At this point, everyone should have received our 
quarterly newsletter and your quarterly statement. Please take the 
time to read the entire newsletter, as it provides our perspective on the 
markets, how we’re positioning our portfolios, and how we view both 
the challenges and opportunities going forward. In particular, we 
discuss the longer-term trends and why we manage our portfolios with 
those longer-term trends in mind. A number of people have already e-
mailed me over the weekend saying how much they enjoyed the 
educational content and the longer-term perspective. Thank you for 
your feedback…it means a lot! One of the more interesting short-term 
challenges we face (at KWAG) is the randomness of short-term market 
swings when we send out quarter-end statements.  
 
Random Dates 
For example, on June 23rd, 2015 the S&P500 index of large cap stocks 
was up 3.11%, while the Russell 2000 index of small cap stocks hit an 
all-time high and finished the day up 7.28%. I can remember talking to 
Brownie that day about how much I was looking forward to our 
quarter-end statements since our stock portfolios were up more than 
5% (on average) through June 23rd. I can remember thinking about how 
great it was that small cap companies were leading the way and how 
nicely our managers had performed versus each of their specific 
benchmarks. I even remarked to Brownie how unusually calm the 
markets were so far. Of course, that evening, Greece decided to reject 
the European Union’s most recent bailout and the Chinese market 
dropped 6% in one trading day. Our markets reacted violently to both 
sets of issues by going into a small tailspin. 
 
A week later, on June 30th, the S&P500 index was barely positive at 
0.20%, while the Russell 2000 index finished the quarter up 4.09%. 



Small caps were still leading the way, but the broader markets had 
given back more than 3% of their value over the course of five trading 
days. Instead of reporting average stock market returns just north of 
5%, our stock portfolios showed average returns just south of 2%. Ugh. 
And, when the portfolio returns included a relatively flat bond market 
through the end of the quarter, those 2% returns pulled even lower.  
 
It makes it look like nothing has happened to the financial markets 
and/or our portfolios during the first half of the calendar year. Of 
course, that’s simply not true. 
 
Less Random Dates 
The stock market has actually had a very nice run in the face of some 
very difficult short-term challenges. In fact, over the last three weeks, 
the broader markets have almost bounced back to where they were on 
the 23rd of June. As I write this update (on Monday afternoon), the 
S&P500 index is now up almost 4% year-to-date, and it sits only 2 
points below its all-time high! The small cap Russell 2000 index has not 
bounced back to its all-time high, but it’s still outperforming the 
S&P500 large cap index by more than 1% this year.  
 
Part of the reason we focus so much of our efforts on the long-term is 
because the returns are so much more consistent and much less 
random than they are from week to week. For example, if we go back 
exactly one year (from today), the S&P500 and the Russell 2000 indexes 
are both up more than 10%, which matches the longer-term averages. 
Over two years, both of the indexes are up more than 20%. And over 
three years both of the broader indexes are up more than 50%, with an 
average annual return of 18%. Finally, over five years, both indexes are 
up more than 100%, with an average annual return of more than 17%. 
Now that’s long-term consistency! That’s exactly why we make 
portfolio decisions based on the longer-term averages. We have no 
idea what’s going to happen from week to week, or month to 



month…but we have a very good idea what will happen over longer 
periods of time. 
 
Consistent Benefits 
Over longer periods of time, the stock market provides very consistent 
returns in the 9%-10% range. Over longer periods of time, small caps 
tend to beat large caps by a pretty decent margin. And, over longer 
periods of time, excellent managers tend to beat their benchmarks. 
This is why we build long-term portfolios that embrace active managers 
and significant small cap exposure. It works! Over shorter periods of 
time, I’m always bummed when the markets sell off just before the end 
of the quarter, mostly because I want our clients to always enjoy nice 
quarterly reports. I know how important those quarterly statements 
are to everyone. However, I remind myself that there are benefits to 
short-term sell offs. 
 
For example, for those of you who are regularly contributing to your 
accounts (dollar cost averaging), the dips allow you buy more shares 
while they are on sale! That’s a really good thing! How good? When we 
examine the accounts that are receiving monthly contributions versus 
those that aren’t, the difference in returns is almost 2%-3% this 
year...to the upside. Second, all of our managers use those short-term 
dips to rebalance their portfolios. At the end of the second quarter, 
over one-fifth or 20% of all large caps companies in the S&P500 were 
down more than 20% from their yearly high. That provides a great 
buying opportunity! Third, we use those normal short-term dips to pro-
actively adjust our portfolios by purchasing into areas of the market 
that are on sale. Over the last month, we have made a number of 
changes to our portfolios to take advantage of the recent volatility. 
Finally, your quarterly bill is calculated based on the quarter-end value. 
A lower quarter end value means a lower quarterly bill.  
 



Given those above facts, maybe you should be looking forward to more 
quarter-end dips…since they actually help you (and your portfolio) in 
four different ways over the long run!! Who knows…maybe we’ll get 
lucky and have another quarter-end dip three months from now!! 
 
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 
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Kiely Wealth Advisory Group, Inc. 
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