ECONOMIC & MARKET REVIEW
Second Quarter 2015

Returns were subdued this quarter.
Collectively, large cap U.S. equities were
positive, but barely. Small caps did better,
but the best equity market return was found
in emerging markets. Interest rates went up,
so the return of the taxable fixed income
market was modestly negative.
All in all, the first half of 2015 proved to be
full of events and topics, but investment
returns simply marked time.
Second Quarter and Year-to-Date 2015
Performance:

S&P 500

2nd Qtr.
+0.3%

YTD
+1.2%

Russell 2000

+0.4%

+4.8%

Barclays Agg.

-1.7%

-0.1%

MSCI EAFE

+0.6%

+5.5%

MSCI EM

+0.7%

+3.0%

This year’s increase in volatility has, at a
minimum, knocked the incredible run of
remarkably high correlations among stocks into
the ditch. This year you no longer see good and
bad stocks moving up and down in lockstep
with each other. The market is finally
differentiating. This quarter brought a bag full of
crosscurrents: somewhat weaker than expected
earnings, higher interest rates, a Greek default
and the threat of Puerto Rico doing the same.
But not everything was negative. The U.S.
economy shrank by 0.2% in the first quarter, a
result of foul winter weather. The second
quarter, however, seems to have rebounded
nicely, repeating the same pattern from the first
half of 2014. Consumer confidence has shown
strength aided by better job growth, still low fuel
costs, low inflation and modestly higher home
prices, which were up 4.2% for the last year.
The consumer has by far the most impact on
overall growth, so strength in confidence should
lead to improved retail sales. Also, there is
clear evidence that wages are moving higher.
This is another positive for consumers as
average hourly earnings seem poised to
accelerate further. Job growth, if not
spectacular, is at a minimum solid. So far in
2015 we are averaging 215,000 new jobs a
month. While that is lower than the monthly
average in 2014, the consistency of job creation
is impressive. The unemployment rate has
dropped to 5.3% and will likely continue to
move lower.
The discussion of solid, but not robust economic
growth, an improving job market, higher average
hourly earnings and improving retail sales leads
to the conclusion that the Federal Reserve is on
course for a September rate hike. We are no
longer in an “emergency” and the need for zero
percent short-term rates has passed. While I do
believe that rates in general will continue to rise,
the pace of the rate increase should be modest.
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I think it is a mistake to be distracted by
Greece. This is an interesting finance and
political story but, in my opinion, not worthy
of obsession. I am more concerned about
China than Greece. China finds itself as the
largest contributor to global growth, (India is
second). The Chinese have many issues:
real estate valuation, leverage, regulation,
pollution, on and on. They are a much more
“managed” economy and can manipulate
economic activity easier than most countries.
However, there is a risk that events could
spiral out of control. I really don’t believe that
is likely, but must acknowledge the risk of
that outcome is not 0%. The rest of the
world needs China to be successful at
managing a soft landing.
Here is a list of what I consider important:
U.S. economic growth is fine, interest rates
are modestly moving higher, earnings
matter…a lot. With PE multiples on the high
side, the growth rate of earnings now
through 2016 will be important in order to
allow equity prices to move up. I think that is
likely, but it will not produce any more than a
single digit return over the next twelve
months. There is nothing wrong with that,
considering how far we have come. But, in a
relatively low−return environment, I think that
is about all you should expect.
I believe the second half of the year will bring
better U.S. data. Housing seems to be
improving, preceded by an improvement in
household formation. Consumer confidence
has improved to a level that should lead to
improved retail sales and lift growth. Rates
will move higher, but shouldn’t reach levels
that would impede an improving economy.

Jim Huntzinger
Chief Investment Officer
BOK Financial Corporation
July 1, 2015
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Disclosures

The information provided in this was prepared by Jim Huntzinger, Chief Investment Officer of
BOK Financial Corporation. The information provided herein is intended to be informative and
not intended to be advice relative to any investment or portfolio offered through BOK Financial
Corporation (NASDAQ:BOKF). The views expressed in this commentary reflect the opinion of
the author based on data available as of the date this report was written and is subject to
change without notice. This commentary is not a complete analysis of any sector, industry or
security. Individual investors should consult with their financial advisor before implementing
changes in their portfolio based on opinions expressed. The information provided in this
commentary is not a solicitation for the investment management services of any BOKF
subsidiary.
BOK Financial Corporation (BOKF) offers wealth management and trust services through
various affiliate companies and non-bank subsidiaries including advisory services offered by
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 its subsidiaries MBM Advisors and Cavanal Hill Investment Management, Inc. each an SEC
registered investment adviser. BOKF offers additional investment services and products through
its subsidiary BOSC, Inc., a broker/dealer, member FINRA/SIPC, and an SEC registered
investment adviser and The Milestone Group, also an SEC registered investment adviser.
Investments are not insured by the FDIC and are not guaranteed by BOKF, NA or any of
its affiliates. 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.
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