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THE STOCK MARKET CRUISE TO NOWHERE 
 
As we have noted in earlier missives, equity prices have risen for six consecutive years 
through 2014. However, it has been difficult to achieve gains of any note this year. While 
the averages went to record highs during April and May, the Dow Jones Industrials were 
down 0.9% and the Standard & Poor’s 500 Index was virtually unchanged for the six 
months of 2015. Only the NASDAQ Composite sustained a respectable gain of 5.3%. 
 
Despite the fact that the U. S. economy ranks among the strongest of any industrialized 
nation in the world, most overseas financial markets have out-paced our own through the 
first half of the year. One reason for this occurrence has been the strength of the dollar 
vis-à-vis foreign currencies. The strength of the dollar has adversely affected export 
demand for our products and services as well as the value of foreign sales and earnings 
when converted to dollar terms. 
 
Stock price valuations have risen in recent years. The S & P 500 stocks currently sell at a 
multiple of 18 times earnings, a figure that compares with the 10-year average of 15.7X. 
While that multiple is not considered to be extreme, the rate of earnings growth…a key 
factor in supporting stock prices…is slowing down. Second quarter earnings of the S & P 
500 companies, excluding energy companies, are projected to rise a modest 2.2%. 
Including energy, 2Q results likely will decline 4.5%. And the outlook for the balance of 
the current year is just about as uninteresting. 
 
Like you, we continue to be rattled by the Greek tragedy that has been ongoing since 
2010. Few expect that the situation will lead to the denouement of the euro currency, but 
one cannot be certain of anything until this new crisis has been resolved. Of equal, if not 
greater, concern is the gambling casino mentality that is apparent in large segments of 
mainland China’s stock market. Although the government has stepped in to arrest the free 
fall decline in stock prices, there is no assurance that their efforts will prove successful. 
 
The Federal Reserve Bank has hinted that it will be raising interest rates before the year is 
out. Bond traders have not waited for this apparent inevitability. The 10-year Treasury 
note bottomed out at 1.66% at the end of January. That rate recently was within a small 
fraction of 2.5%, for a gain of 46%. Moreover, many interest-sensitive stocks, including 
preferred stocks and utilities, are down 20% from year-end levels. Perhaps it can be 
argued that bond and stock prices already have adjusted to impending changes in 
monetary policy. 
 
Notwithstanding the magnitude of the concerns noted above, America’s economy is more 
robust than some statistics would indicate. For instance, personal income has risen for 
two consecutive months; employment statistics are resilient; consumer spending surged 
0.9% in May; and housing data indicate strength in that economic sector. Hence, despite 
the lackluster results of our financial markets for the year to date, we continue to believe 
that equities will remain the vehicle of choice for most investors. 


