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Second Quarter 2015 in Review 
 

The second quarter of 2015 saw two main themes that drove the markets either up or down depending on the 

news driven headlines: Greece and the Fed’s looming rate decision. Greece and the situation in Greece finally 

coming to a head—sort of—was the main driving force behind market movements for the quarter. Going into the 

second quarter of 2015, Greece was on a bit of life support, needing more and 

more money from the European Central Bank (ECB) and International Monetary 

Fund (IMF) to service its outstanding debts. Each month during the quarter there 

seemed to be a crisis and uncertainty over whether the country would do enough 

to unlock more funds from the Europeans. In late May, the negotiations were 

going so poorly that Greece decided to roll all of its June payments to the IMF 

into a single payment at the end of the month, as opposed to several smaller 

payments throughout the month; leaving the end of June as the hard deadline for 

a deal to have been struck to unlock funds. The negotiations continued 

throughout June, with the global financial markets casually watching, but not 

reacting much, as this type of haggling had taken place so many times before and 

each time a deal was struck at the last minute. Only this time was different. The talks broke down during the last 

week of June and Prime Minster Alexis Tsipras called for a referendum vote by the Greek people to see if they 

backed the terms of the bailout the creditors outlined. The vote was held on July 5
th
, 5 days after the bailout 

program end, and resulted in the Greek people voting “No” on the referendum, which essentially means they 

voted against further austerity and bailout money from the rest of Europe. While this vote was a surprise, both that 

it was called for and that it was so lopsided with a “No” vote, the global financial markets had been preparing for 

such action and any other potential outcome. The contagion fears were alleviated as the ECB stepped in and stated 

that the problems with Greece would not be systemic to all of Europe and put large amounts of cash to work 

through its quantitative easing program. But what the vote in Greece and ongoing negotiations mean for the 

longer term fate of both Greece and the Euro as a common currency will not be seen for potentially many years to 

come. The second driving force behind much of the market movements during the second quarter of 2015 was the 

continued speculation about when the US Federal Reserve would start to increase interest rates.  

 

Throughout the quarter there was rampant speculation about when the Fed would increase interest rates from the 

zero bound they have been stuck on since the downturn in 2008. Throughout the quarter the lift-off date was a 

moving target. During the quarter the Fed dropped the word “patience” from its statement, which many on Wall 

Street took to believe that a rate hike was coming within the following two meetings. However, when the term 

was dropped a new one was added—“impatience.” In changing words, Fed Chair Yellen made her intentions of 

being data dependent very well known. She is still looking for signs that the US economy is strong enough for her 

to increase interest rates. In typical Fed policy, interest rates are increased when the economy is ahead of itself 

and rising too rapidly; as an increase in rates causes the economy to slow down. Interest rates are cut (lowered) 

when the Fed thinks the economy needs a little boost to either grow faster or to stem a downturn, such as in 2008 

when they cut rates to zero. As you may guess, the Fed is currently in a tight spot as the US economy is not 

growing as fast as the Fed would like, but interest rates need to increase so the Fed is not boxed into a corner 

should something bad happen in the US economy in the near future. Why does this matter to the financial 

markets? This matters to the financial markets because the US is the world’s largest and most financially 

important economy. The US government bonds are also the gold standard of safe fixed income investments 

around the world; but therein lays the problem. As interest rates are moved higher by the US Fed, the value of 

outstanding fixed income investment will for the most part move lower, meaning outstanding bonds will see 

capital losses. Now one difference between fixed income and stocks is that there is typically a defined maturity on 

a bond, at which time par is paid back, so while losses on bonds may happen quickly as interest rates increase, the 

losses will slowly be made back over the life of the bond so that it is equal to par at maturity. With many billions 
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of dollars invested in fixed income investments by large money managers and individual investors alike, it is no 

wonder that the timing for an interest rate hike has such a large impact on the overall financial markets. Right now 

the odds are still strong that there will be an increase in the Federal Funds rate during 2015, but the odds have 

been coming down recently as the GDP numbers for the first quarter have been revised and weakness in Europe 

seems to remain a potential major issue for the global economy. 
 

 

Looking Ahead 
 

In looking to the future it is unlikely that there will be many changes in terms of the driving forces behind the 

global financial markets; Greece still has a long way to go to end its financial situation and the Fed will still be 

watching the data for a signal that now is a good time to increase interest rates. I am in the camp that the Fed will 

probably have a hard time justifying an increase in interest rates during 2015, but that doesn’t mean the Fed won’t 

do it. There is such a myriad of economic data points that at any given time the Fed could point to one or two 

factors and reasonably make the case for increasing interest rates. The Fed wants to increase rates and will 

increase rates at some point during the next 12 months, but it very well might raise rates once and stay at the new 

level for an extended period of time. This does not seem like it will be the slow and steady quarter of a percent 

increase at each meeting as we have seen in the past when the Fed increased interest rates in a very methodical 

way. 

 

Greece will likely remain unresolved as the country is technically in default on its loan to the IMF, but so far the 

word “default” has not been used by the IMF. The IMF has said that Greece is in arrears on its payment. Even if 

Greece does ultimately default on its outstanding debt, exactly how the situation would unfold in terms of staying 

in the EU and potentially on the Euro remains very uncertain. The most likely outcome is that the Europeans 

come up with a set of rules in terms of financially helping Greece. The rules will probably involve a lot of strings 

and spending cuts that the Greek people will not be comfortable with and in the end will likely reject. This 

scenario saves face for Europe and really puts the Greeks in charge of their own destiny if they reject the offer and 

have to get off the Euro and potentially out of the EU. This action would be detrimental to the economy in Greece 

as travel from the rest of Europe to Greece may be held up and trying to manage and run its own currency 

(presumably a version of the Drachma) would be a very daunting task.  

 

The direction of the financial markets for the rest of the year is most likely for 

the markets to chop around in the fairly wide trading range they have been 

trading in since the beginning of February. Events will drive them up and down, 

but to actually break down below or breakout above the current trading range 

would take more than just speculation, we would need to see some fundamental 

changes take place. Oil and gas remains the area with the most potential upside 

going forward, primarily because it is the sector of the market that has seen the 

widest divergence from the overall performance of the markets. While oil going 

back over $100 per barrel seems unlikely, it does still seem like there is a decent 

amount of upside potential given the geopolitical risks that are ever present in the 

Middle East.  

 

Have a great third quarter of 2015! 

 

Peter Johnson 
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Time for the Second Quarter Numbers 
 

The following is a numerical representation of the second quarter of 2015. I will start with the three major US 

indexes and the VIX, which turned in performance as follows: 

 

 

 

 

 

 
Only the NASDAQ managed to pull out a gain for the second quarter of 2015, thanks in large part to a few select 

IPOs that took place over the course of the quarter and helped drive a positive return. The quarter was looking 

positive until the final two trading days when the situation in Greece took a noticeable toll on the markets. The 

markets moving lower on the last two trading days of the quarter also corresponded to the spike we saw in the 

VIX, which took the VIX from a loss for the quarter to gaining nearly 20 percent for the quarter, thanks in large 

part to a jump of more than 34 percent on the 29
th
 of June. 

 

Globally, the top three performing indexes for second quarter of 2015 were: 

 

 

 

 

 
 

China went on an amazing run during the second quarter, albeit because of massive speculation and leverage 

being employed by investors. At one point in early June the Shanghai based Se Composite Index was up nearly 40 

percent for the quarter, but that came to an abrupt end during the middle of June when the government in China 

started to clamp down on “speculation and leverage” in the financial markets. The index corrected in the sharpest 

correction of the past few decades, declining more than 25 percent over the course of just a few days. Russia made 

few headlines throughout the quarter and thus had a pretty good quarter seeing its main index gain more than 8 

percent, but you may remember that it was coming off a very low point to start the quarter.   

 
Globally, the bottom three performing indexes for Second quarter of 2015 were: 

 

 

 

 

 

INDEX 2ND QUARTER 2015 

VIX 19.23 % 

NASDAQ 1.75% 

S&P 500 -0.23% 

DJIA -0.88% 

INDEX 2ND QUARTER 2015 

China Shanghai Se Composite Index 14.12 % 

Russia Capped Index 8.37 % 

Hong Kong Hang Seng Index 5.42 % 

INDEX 2ND QUARTER 2015 

France Paris CAC-40 Index -8.53 % 

Sweden OMX Stockholm 30 Index -7.56 % 

Australia Sydney All Ordinaries Index -7.01 % 



 

 

Commodity dependent countries as well as Europe struggled during the quarter as uncertainty seemed to run 

rampant during the quarter in those two specific areas. France turned in the worst performance as political unrest 

accompanied by uncertainty in Greece seemed to hit the country particularly hard. Sweden and Australia both 

declined in excess of 7 percent as institutional money managers assessed which counties would benefit the most 

and least from the ongoing situations around the world. Sweden was hit because of its currency, the Krona, and 

the strength that managers were seeing relative to the Euro, which in turn would make all exported goods from 

Sweden more expensive to the buyer. Australia is primarily a metals and mining based economy so with metal 

prices moving lower on the quarter and demand out of China slowing it was not surprising to see the main 

Australian stock index move lower. 

 

For those of you who follow and are interested in the style box performance of various investments throughout 

the quarter, below is the standard style box performance for second quarter 2015. 

 

 

 

 

 

 
The style box performance was interesting for the second quarter of 2015 as Mid Caps saw the worst performance 

while Large Caps saw the best performance. Small Caps saw the worst performance as Small Cap growth got hit 

very hard due to a large risk off trade taking place during the quarter. With Small Cap growth historically being 

the most risky asset class when a risk off trade takes place, it is the first of the style boxes to move lower.  

 

The following table gives the performances for the top-performing sectors for the second quarter of 2015: 

 
SECTOR CHANGE 

Biotechnology 7.44% 

Healthcare Providers 7.43% 

Financial Services 5.05% 

Regional Banks 4.99% 

Software 3.51% 

 
Biotechnology and Healthcare continued to fly high during the second quarter as they have been for the past 18 

months. Mergers and acquisitions as well as several new key FDA approvals during the quarter helped drive the 

strong performance.  

 

The bottom-performing sectors for the second quarter of 2015 were as follows: 

 
SECTOR CHANGE 

Real Estate -10.11% 

Transportation -7.43% 

Utilities -7.25% 

Aerospace & Defense -3.75% 

Oil & Gas Exploration -3.63% 

 
Real Estate was the worst performing sector of the major sectors during the second quarter of 2015 as investors 

seemed to be booking some of the long term gains the sector had seen over the previous few quarters. The 

STYLE/ MARKET CAP VALUE BLEND GROWTH 

Large Cap 0.36 % -0.40 % 0.16 % 

Mid Cap -1.44 % -1.78 % -2.02 % 

Small Cap 0.67 % -0.29 % -4.05 % 



 

 

transportation sector moved lower during the quarter, thanks in large part to the port strike that took place at the 

west coast sea ports in the US due to a longshoreman strike. Utilities is the only other sector I wanted to point out 

above as the sector had a very rough quarter as investors who had jumped into the sector for the dividends that are 

paid jumped out during the quarter as performance started to decline with investors booking long term profits.  

 

Commodities continued to see very volatile trading throughout the second quarter of 2015. Returns were as 

follows: 

 
COMMODITIES CHANGE 

GSCI Commodity Index 8.26 % 

Silver -5.65 % 

Copper -5.05 % 

Gold -1.13 % 

Oil 24.94 % 

 
Oil staged a bit of a comeback during the second quarter as it gained nearly 25 percent. While some of this gain 

can be attributed to political uncertainty over Iran and the encroachment of ISIS further into oil producing areas of 

Iraq, the rest of the gain was due to supply and demand dynamics as well as traders adjusting to oil rigs in the US 

being idled or turned off, as can be seen in the rig count numbers that were put out during the quarter. Overall, the 

Goldman Sachs commodity index gained more than 8 percent for the quarter, thanks in large part to the gains seen 

in oil. Metal all moved lower during the quarter as uncertainty over future demand from China seemed to weigh 

heavily on the metals.  

 

The fixed income market had a very interesting quarter with yields on various government bonds swinging wildly 

on speculation about when the US Federal Reserve will begin to raise interest rates: 

 
FIXED INCOME CHANGE 

20+ Year Treasuries -9.55 % 

10-20 Year Treasuries -3.57 % 

7-10 Year Treasuries -2.66 % 

3-7 Year Treasuries -0.63 % 

1-3 Year Treasuries 0.10 % 

TIPS -1.36 % 

 
Negative performance was seen across the board except in the 1 to 3 year Treasuries as investors seemed to be 

adjusting and readjusting their fixed income positions very frequently as new data was released that either 

made them think a move by the Fed was coming sooner or a little later than prior to the data release. With the 

Fed not raising rates during the quarter it still looks like a rate hike is in store at some point during 2015 and 

when it occurs the majority of the fixed income markets will likely move lower.  


