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The U.S. equity market produced a positive 
total return in the second quarter, with the 
S&P 500 +5.2%.  The fixed income market, 
as measured by the Barclays Aggregate 
Index, also recorded a positive return of 
+2.0%. International equities followed suit 
with returns of +4.3% and 6.7% for EAFE and 
emerging markets (EEM), respectively. 
  
It’s hard to believe, but this is halftime for 
2014 and returns have been outstanding 
across the board as follows: 
 
             S&P 500            +7.1% 
 
             Russell 2000     +3.2% 
 
             Barclays Agg.    +3.9% 
 
             EAFE                 +5.1% 
 
             EEM                   +6.3% 
 
  

 
 
 
 
 
NOTE…no negative returns to be found 
anywhere. The biggest surprise in the first half 
of 2014: BONDS with a positive return.  Bond 
yields went down, not up, as everyone, myself 
included, expected.  Despite remarkably low 
interest rates, dollars continued to flow into 

bond funds: +$49 billion year to date. Equity 
mutual funds attracted a relatively paltry +$2.6 
billion.  I remain leery of bonds, as I see them as 
the most overvalued of any market segment. The 
S&P 500 made 22 new highs in the first half of 
2014, yet the rally in equities has been dismissed 
by many commentators and investors. All of the 
angst keeps me overweight equities, as no one 
seems happy about this bull market.  Many say 
this is the most hated bull market in history, which 
is good, as much cash remains on the sidelines. 
  
First quarter Gross Domestic Product (GDP) was 
revised to -2.9%, a result that is more in keeping 
with a recession than a recovery. Clearly, horrible 
winter weather had a very major impact on the 
U.S. economy in the first quarter, but -2.9% is a 
big decline. The bond market, still being impacted 
by Quantitative Easing (QE), is taking its cue from 
the weak GDP result. Most of the other economic 
data is doing just fine.  Leading indicators are up, 
employment continues to improve, housing prices 
and sales have strengthened, consumer 
confidence is better, auto sales are good, loan 
demand has improved and interest rates are still 
low. The equity market has taken its cue from 
these readings and has concluded that valuations 
are ok. I agree with that conclusion. In addition, 
the available supply of equities has been dropping 
as companies have been major buyers of their 
own stock coupled with the large number of 
mergers and acquisitions.  With zero percent 
short term rates as a hurdle, companies are 
finding it rewarding to merge and acquire. Another 
incentive is that the market is rewarding M&A with 
higher stock prices…after the announcement. 
 
There is a laundry list of concerns including: 
 

• Fed’s tapering of QE and the sheer size of 
its balance sheet 

• Noticeably less stable geopolitical 
environment 

• Potential for higher inflation and interest 
rates 
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The Fed and most other central banks around 
the world have a stated goal to increase 
inflation.  All have found that to be an illusory 
attainment.  In the U.S., the most recent inflation 
data, specifically small business wage costs, 
have moved up. Janet Yellen called this data 
“noise.”  Is the noise the beginning of a trend or 
just a head fake? The bond market has a long 
and well deserved reputation as a harsh task 
master, aka “bond vigilantes.” The bond market 
has been anesthetized by a potent combination 
of a weak recovery and QE.  I’m not convinced 
it will remain embalmed forever. Higher inflation 
could eventually be the reason for a bond 
market shellacking and ultimately a selloff in 
equity prices…eventually….not today. Based on 
the length of the bond market bull run, the rate 
rise will probably be gradual. Even if the 
recovery is stronger than expected, in all 
likelihood the Fed would not start tightening until 
the spring of 2015. Current guidelines from the 
Fed project the short-term rate rise for summer 
or fall of next year. 
 
But for now, economic data indicate a moderate 
global expansion. Real inflation adjusted rates 
should remain low, equity fund flows will 
gradually improve and the wall of worry will 
remain constant. Equity performance for the rest 
of this year should be modest but positive, with 
interest rates moving higher, possibly resulting 
in a flat total return from bonds (erasing the 
positive first half). We continue to stress 
diversification incorporating alternative 
strategies to help navigate the uncertain waters 
that may lie ahead.  “Sleep with one eye open, 
gripping your pillow tight”. 
 

 
Jim Huntzinger 
Chief Investment Officer 
BOK Financial Corporation 
July 1, 2014 
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Disclosures
 
The information in the report was prepared by Jim Huntzinger, Chief Investment Officer, BOK 
Financial Corporation.  The opinions expressed herein reflect the judgment of the author at this date, 
are subject to change without notice, and are not a complete analysis of any sector, industry or 
security. The information provided in this presentation is not a solicitation for the investment 
management services of any Investment Subsidiary. 
 
BOK Financial Corporation, a financial holding company (NASDAQ:BOKF), offers trust and 
investment management services through its subsidiaries including BOKF, NA (and its banking 
divisions Bank of Oklahoma, Bank of Texas, Bank of Albuquerque, Bank of Arkansas, Bank of 
Arizona, Colorado State Bank and Trust, and Bank of Kansas City) and investment advisory services 
through its subsidiaries including BOSC, Inc., a registered investment adviser, registered 
broker/dealer, Member FINRA/SIPC, and Cavanal Hill Investment Management, Inc., an SEC 
registered investment adviser and a subsidiary of BOKF, NA (each an “Investment Subsidiary”) 
(collectively, “BOKF”).    
 
Investments are not insured by the FDIC and are not guaranteed by any bank or bank affiliate. 
Investments are subject to risks, including the possible loss of the principal amount invested.  This 
report may not be reproduced, redistributed, retransmitted or disclosed, or referred to in any 
publication, in whole or in part, or in any form or manner, without the express written consent of 
BOKF. Any unauthorized use or disclosure is prohibited. Receipt and review of this research report 
constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, 
opinions, conclusion, or information contained in this report. 
 


