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We recently heard a noted economist admit: You know, I used to be 

indecisive. Now, I’m not so sure! Well, he is certainly not alone. The 

barrage of daily business news reports can be confusing, contradictory, 

and subject to all manner of interpretations. And, to complicate matters, 

the geo-political landscape seems to be trending into areas that are more 

and more unpredictable. Right as the second quarter came to a close, 

the failure of an agreement in the Greek debt bailout crisis caused 

the markets to take a sudden fall, essentially wiping out any gains in 

the first six months of the year. The causes of this market volatility 

have been blamed on Greece, ISIS, Iran, the collapse of the Chinese 

stock market, potential default in Puerto Rico, the strong dollar, and 

the likelihood of a Fed “lift-off” in interest rates at some point this 

year. These are all legitimate reasons for the market to have some bad 

days, but in reality, the long-running bull since the market bottom in 

2009 has needed a breather to consolidate the impressive gains to-date. 

The U.S. economy continues to improve slowly, and the operative word 

(slowly) means that a low inflation and low interest rate environment 

should continue for some time. Despite the inevitable modest increase 

in interest rates at some point in the future, the Federal Reserve remains 

friendly to the economy so that what this economic recovery lacks in 

strength will be made up in length.



This year has found that the “story” stocks in high growth-high risk sectors, such as biotechnology 

and internet/social media, have become today’s darlings at the expense of more conservative, 

dividend paying stocks that have carried the market so impressively over the last few years. We 

continue to reflect on the fact that dividend paying companies have out-paced the general market 

over the long term and will regain their prominence once the bubble stocks have had their day. 

It is forever thus.

Some investment commentators feel 

that the market has reached its peak 

and is due for a major correction 

in coming months, particularly 

with the Fed likely to be increasing 

rates. However, the initial hike of a 

new interest rate cycle, whenever it 

finally arrives, has typically turned 

out to be bullish, because it signals a 

strengthening of business conditions. 

The traditional factors that can end a bull market, in our opinion, are not now evident, such as:

      • A sharp drop in the availability of credit triggered by a shock or financial accident and 

characterized by an inverted yield curve (higher short term rates than long term rates, which is 

the reverse of the current curve)

      • The onset of a recession with a slide in corporate earnings, usually the result of a tight 

monetary policy to fight inflation (the Fed is far from tight in its current policy)

      • A collapse of investor euphoria and greed following excessive speculation and overheating 

(perhaps in a few areas as mentioned, but the general public is still a non-believer in this market 

even after the large gains from the 2009 bottom)



While these conditions do not appear to exist at the moment, we are in uncharted territory where 

conventional thinking may not apply, especially with the Fed’s zero interest rate policy having 

distorted the markets’ valuation and pricing 

mechanisms for so long. Time will tell, but 

we are expecting a better second half of the 

year with accompanying higher stock prices 

after a difficult first half so far.

Our main investment themes have centered 

around the U.S. economy gaining relative 

strength in an otherwise sketchy global 

scenario. Within that thesis we continue to 

be strong believers in utility stocks despite 

their under-performance so far this year. 

The S&P Utility index returned 29% in 2014 

and advanced another 5% through January, 

compared to a 13.7% return in the S&P 500 

in 2014. Clearly, the group had gotten ahead 

of itself and was due for a correction, but 

now trading at more reasonable multiples, 

we believe utilities offer the potential for an 

attractive 8-10% annual low-risk return. The 

current average utility dividend yield of 3.6% 

remains compelling and is supported by relatively low payout ratios along with a potential 4-6% 

annual earnings and dividend growth. Additionally, the strong fundamentals and growth outlook 

in the unfolding U.S. infrastructure build-out, combined with utility companies fragmented 

structure and significant capital requirements, make the group ripe for consolidation and other 

creative financial alternatives. It is worth noting that Warren Buffet and Charlie Munger of 
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Berkshire Hathaway have recently stated plans to become the biggest utilities business in the 

U.S.

Additionally, with a burgeoning echo-boomer population now finding its way into more 

traditional family formation, the domestic economy should gain a pretty good tailwind as this 

trend develops over the coming years. Home-grown industries such as homebuilders and other 

consumer needs which compliment this inevitable trend should be beneficiaries.

All of this suggests that we are generally optimistic as long term investors, but with a wary 

eye to short term developments within the geo-political sphere. Markets that have increased 

volatility can be unsettling from time to time, and we will work through them, no doubt. Our 

focus on dividend income should mitigate more dramatic swings in share prices, particularly 

as companies continue to increase payments to their shareholders. The key is to maintain 

reasonable expectations from invested assets that are consistent with historical norms within 

comfortable risk parameters. Investing, it has been said, is a marathon and not a sprint.   


