
The performance of the major equity indexes during the 
second quarter of 2015 was for the most part lackluster. The 
total return for the S&P 500 was slightly positive, rising .28% 
during the quarter and finishing up 1.23% through June 
30. The Dow Jones Industrial Average (DJIA) was flat for 
the first half. On the whole US equities had below average 
performance for the first two quarters, a period that has 
historically been fairly strong. The yield of the 10-year U.S. 
Treasury note rose to 2.35% from 1.87%, leading to the 
benchmark bond’s first quarterly loss since 2013. There are 
several obvious factors that contributed to the uninspiring 
results, but it is worth noting that there were highlights. 
The MSCI Europe, Australasia, and Far East (EAFE) Index 
finished the first half of the year up 3.7% after falling 8.1% in 
2014. The DJIA, the S&P 500, and the NASDAQ all traded at 
historic highs during the quarter. Mid-cap stocks and large 
cap biotech stocks outperformed the benchmark indexes 
with the Russell 2000 climbing more than 4%, and the 
NASDAQ Biotechnology Index appreciating 19%. 

Several factors contributed to increased volatility at the 
end of the second quarter and into the early days of the 
third quarter including the financial crisis in Greece, the rise 
and fall of the Chinese stock market, and the steady rise in 
interest rates.

Greece 

The Greek financial crisis became more urgent following a 
series of unproductive negotiations between the European 
Union and the Greek government. On July 5, a public 
referendum “no” vote by the Greek population increased 
the chances that Greece would default on its loans to the 
International Monetary Fund (IMF), the European Central 
Bank (ECB) and European sovereign governments. One 
week later, the same government agreed to a bailout 
plan that would require a near total surrender to creditors’ 
demands of increased austerity measures and reductions in 
deficit spending. Greece’s total debt is $356 billion, which 
is 174% of its GDP. Greece’s economy is struggling with a 
26% unemployment rate, so the country’s ability to reduce 
indebtedness over the next few years looks limited. In the 
near term, a $3.8 billion payment to the ECB is due July 
20, following a default of $1.7 billion, now past due as of 
June 30. The markets have reacted moderately to the Greek 
crisis after some initial volatility from the default June 30. 
Investors’ muted reaction to the crisis seems reasonable as 
Greece’s GDP of $238 billion accounts for just .34% of the 
MSCI Emerging Markets Index. Moreover, the chances of 
contagion into other EU member countries, such as Italy, 
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Spain, Portugal, and Ireland appears unlikely as most 
other economies have strengthened their finances in the 
past few years. 

China

The rapid rise of the Chinese stock market followed by a 
precipitous fall also raised global volatility this year. China 
has the third largest GDP after the European Union and the 
United States. It has been one of the fastest growing major 
countries for many years. The graph below illustrates that 
over the past 12 months, the Shanghai Index appreciated 
155% from July 14, 2014 to its peak in mid-June but has 
since sold off 32%, as the bubble broke, and currently 
shows just an 8% gain for the year.

(Continued on back) 

There has been a speculative frenzy in Chinese mainland 
stocks as borrowing and margin lending have been 
encouraged by the government to stimulate growth. As 
a result, on a traditional valuation basis, stocks became 
overvalued, causing selling which was further exacerbated 
by margin calls. The Chinese government is attempting to 
curb the sell-off by closing trading on many of the stocks 
listed on the index, but losses from the peak amount to 
several trillions of equivalent dollars. Importantly, the impact 
of the Chinese sell-off affects only 90 million retail investors 
out of a nation of more than one billion people, most of 
whom live in rural poverty and are far from the ability to 
invest savings in equities. 
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WINFIELD NAMES VP, 
EXPANDS TO SAN DIEGO
We are pleased to announce that Mark Haley has been 
promoted to Vice President. As a part of the executive team, 
Mark plays a central role in investment management and 
private wealth advisory services for the firm’s clients, 
including the implementation of investment strategy, 
portfolio construction, security selection, and financial 
planning. Earlier this month, Mark transferred to San Diego, 
California to lead our marketing efforts on the West Coast. 
Mark joined Winfield in 2004 and has played a critical role in 
the growth of the firm nationwide. 

REDESIGNED WEBSITE
In June, Winfield redesigned its website to allow more 
mobile-friendly viewing and to update descriptions of our 
services. Please visit our new site at www.winfieldinc.com.
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Nonetheless, the impact on commodity prices is real as 
copper is down 45% from its peak in February 2011, iron 
ore is off 75% from its high, and oil trades almost 50% lower 
from its peak of $107 per barrel a year ago. Clearly, the 
Chinese stock market tends to react much differently to data 
than most of the world’s developed, free-market economies. 

Rise in Interest Rates

The Federal Reserve Bank will eventually raise the Federal 
Funds rate from the current 0.00% to 0.25%. As a reminder, 
the fed funds rate is the rate charged when banks borrow 
from one another. Since the 2008-2009 recession, the fed 
funds rate has been maintained at unusually low levels 
to stimulate investment and employment. A normal rate, 
espoused by the Fed, is over 3%, but this is not projected 
to occur until late 2017. The “telegraphed” policy implies a 
gradual implementation of increases over the next two years. 
In addition to domestic concerns, the Fed is influenced by 
world markets. Rising US rates could draw money out of 
the Eurozone which is currently using quantitative easing to 
keep their rates at low levels.

After a weak first quarter with a negative GDP, the US 
economy is recovering and is expected to average more than 
2% real growth for all of 2015 and 2016. Employment has 
consistently improved since the unemployment rate peaked 
at 10.1% in 2009 and is now at 5.3%. Corporate earnings in 
the second half of this year should benefit from rising sales 
and improved margins due to the lower cost of materials. 
Particular areas of strength include personal consumption 
such as automobiles, housing, and retail sales. Conditions 
for equity appreciation seem favorable. 

We are maintaining our overall investment strategy, favoring 
U.S. equities for growth and U.S. bonds for the preservation 
of capital. We are mindful there hasn’t been a 10% or greater 
correction in the S&P 500 since the fourth quarter of 2011, 
which is the fifth longest time since the 1870’s without a 10% 
or greater correction. Although we expect interest rates to 
rise, we think it is prudent to maintain a portion of assets 
in fixed income and equivalents to provide protection if a 
correction occurs. 

http://www.winfieldinc.com

