
 

 

 

1st Quarter 2015 Market Recap and Outlook 

Most major equity indices were able to post positive returns in the 1st quarter of 2015.  For the first time since 

the 3rd quarter of 2013, international markets generally outperformed large-cap domestic markets. Small-cap 

domestic stocks fared better than large-cap domestic stocks as well.    The bull market continues, but there are 

several reasons to be cautious including the Greek debt issue and the Chinese economic slowdown. 

Interest rates fell during the quarter and both taxable and municipal bonds produced positive returns.  

Returns in the bond market may be subdued going forward, particularly if we enter a rising interest rate 

environment. 

In March, the Federal Reserve released a statement which dropped the assurance that they will be “patient” 

before raising the Fed Funds rate.  This adjustment to the language gives the Fed flexibility to raise rates as 

early as June based on prior comments from Janet Yellen, the Fed’s Chair.  While there is legitimate concern 

that an increase in interest rates may lead to market volatility that could temporarily weigh on an already 

fairly valued market; the S&P 500 has had positive returns over the following 12 months in each of the last 3 

first rate hikes in 1994, 1999 and 2004. The current economic recovery is approaching 6 years in age, but 

several indicators including low inflation and employment trends imply that we are still in a mid-cycle 

recovery.   

As the Fed looks to start the process of tightening monetary policy, other major central banks have taken 

accommodative actions.  The European Central Bank (ECB) has launched a monthly €50 billion quantitative 

easing (QE) program, the Bank of Japan continues their QE program that was launched in 2013 and recently 

China’s central bank expanded their monetary easing by cutting its bank reserve ratio by a full 1%. This is the 

deepest cut since 2008 by the People’s Bank of China.  The ECB’s bond buying program should provide support 

for European asset prices and help to reaccelerate Eurozone economic activity. 

This divergence in monetary policy between the US and foreign central banks combined with the relative 

strength of the US economy has led to a strengthening dollar.  Dollar strength has hurt the earnings of large-

cap US multi-national corporations as they translate the profits of their foreign operations back into US 

dollars.  Conversely, foreign multi-nationals are now able to export at more globally competitive prices.  In the 

US, smaller companies should be somewhat sheltered from currency fluctuation as they are typically more 
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domestically oriented. Small-cap stocks have generally outperformed large-cap stocks during periods of dollar 

strength or interest rate increases as evidenced by their strong 1st quarter performance.   

Our investment policy committee continues to evaluate the global markets and is well positioned within its 

portfolios to capitalize on current conditions through a broadly diversified portfolio. It is important that our 

clients take the appropriate amount of risk while working toward achieving their individual goals and 

objectives. We are here to answer any concerns regarding your investments and look forward to continuing to 

work together as we monitor the markets in 2015 and beyond.  Please contact your Financial Advisor if you 

have any questions regarding the current state of the economy.   
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