
 
 
 
 
 
 
 

 
 
 

NOTTINGHAM ADVISORS 2014 MID-YEAR UPDATE 
 

         “Rest is not idleness, and to lie sometimes on the grass 
          under trees on a summer’s day, listening to the murmur 
          of the water, or watching the clouds float across the sky, 
          is by no means a waste of time.” 

                                                        -John Lubbock, The Use of Life 
 
 
Summer is in full bloom here in the northeast and after a long, cold winter and a somewhat wet spring, there 
seems to be a new appreciation for blue skies and warm temperatures.  The U.S. economy appears to have 
followed a similar pattern as the weather, with a decidedly dismal first quarter followed by a mixed second. 
With the latter half of 2014 already underway, expectations are high for a rebound in economic growth to go 
along with the beautiful weather.  Over the next few pages, we’ll take a look at the economy and the markets, 
as well as revisit the 10 things we think we thought back on January 1st. 
 
THE ECONOMY 
Estimates for the growth of U.S. Q1 gross domestic product have declined from +0.1% (q/q annualized rate) 
immediately following the quarter to -1.0% midway through Q2, finally reaching an abysmal -2.9% by the 
end of Q2.  When the final estimate is published, the significance of the number will be matched only be its 
irrelevance.  We all knew economic activity shrunk over the winter, the only question was by how much. 
 
Most data during Q2 pointed to a slow but steady rebound, lead by better than average gains in 
manufacturing, a marked rise in home prices and, finally, a continued decline in unemployment.  Our 
Monthly Market Wrap takes a deeper look at the data, but broadly speaking the recovery from the Great 
Recession remains on track.  Our outlook for the remainder of the year is for tepid expansion, with GDP 
rising to an annualized growth rate of between +2.0% and +3.0%,  and unemployment threatening to drop 
below +6.0%. 
 

 
 
The Federal Reserve will likely continue to taper through the end of 2014, barring any exogenous shocks to 
the economy, with outright asset purchases ending by October or November and the Fed Funds rate holding 
at 0.25% into early 2015.  While some characterize the Fed’s recent activity as de facto tightening (by buying 
fewer bonds each month the Fed is withdrawing stimulus from the economy), the Fed’s balance sheet 
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continues to expand and interest rates remain highly accommodative.  This will likely provide a tail wind, in 
our view, to both the economy and the stock market over the next 6-12 months. 
 
Looking internationally, the European Central Bank and the Bank of Japan both continue to pursue highly 
accommodative monetary policies in an effort to stimulate economic growth in their respective regions of the 
world.  Emerging market economies, meanwhile, continue to muddle along, managing numerous 
idiosyncratic risks, as well as the fallout from China’s slowing growth rate.  Demand for commodities has 
declined and with it the fortunes of many EM economies.  Still, growth rates in developing regions of the 
world remain higher than in developed economies and looking longer term, we remain sanguine with respect 
to the investment prospects for emerging markets. 
 
THE MARKETS 
The U.S. equity market posted a solid first half in 2014, despite an early -6% decline to start the year.  Since 
bottoming on February 3rd, the S&P 500 has rallied over +13.0% and set a new all-time high June 30th.  
International markets followed suit with somewhat less enthusiasm, as the MSCI EAFE index gained +4.8% 
through 6/30 and the MSCI EM index generated a +6.1% total return. 

 
With the S&P 500 trading at 18.5x last year’s earnings and 16.5x estimated 2014 earnings, U.S. equities are 
not cheap.  With that having been said, in our current low interest rate environment, one could argue that 
they may be fairly valued and a reasonable multiple might be closer to 18x current year earnings.  Following 
a 41% return for the S&P 600 index in 2013, small caps trade at an even higher multiple, checking in at 
26.4x 2013 earnings and 21.0x admittedly aggressive 2014 estimates.  Still, with Fed Funds at 0% and 10-
year Treasuries yielding just 2.5%, investors have been forced to accept the discomfort that comes with 
owning fully valued asset classes in order to reap any semblance of a positive inflation-adjusted return. 
 
Fixed income returns have confounded many investors thus far in 2014 as bond prices have rallied against a 
backdrop of slow economic growth and a growing supply & demand imbalance triggered by a rapidly 
improving U.S. fiscal picture.  From a record budget deficit of $1.4 trillion in 2009, the Congressional 
Budget Office anticipates 2014’s fiscal shortfall to clock in under $500 billion.  At the same time, increased 
demand for long-dated Treasury securities from pension funds, foreign central banks and our own Federal 
Reserve has combined to drive yields lower, even as signs of inflation begin to perk up. 
 
While we typically look at the yield spread between nominal 10yrs and TIPS in order to gauge expected 
inflation, we’re also closely tracking the return on our newest portfolio, the Real Return Strategy.  Up over 
7% thus far in 2014, this model brings together asset classes that have historically performed well in 
inflationary environments.  These asset classes include equities, inflation-linked and floating-rate bonds, 
commodities, real estate and commodity country currencies.  For investors with heavy fixed-income 
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exposure, this strategy may provide a decent hedge if and when interest rates begin to rise due to inflation.  
Returns for this model are benchmarked against the Consumer Price Index, with the goal being to maintain 
or enhance one’s purchasing power as the overall price level rises.  You can read more about this strategy 
here. 
 
MID-YEAR CHECK ON THE 10 THINGS I THINK I THOUGHT 
Back in January I shared with you 10 things that I thought might influence the course of events over the 
coming 12 months.  Now that we’re half-way through the year, let’s see how we’re doing. 
 

1) Despite new highs, equities can go higher.  Okay, we’re 1 for 1!  With the S&P 500 up over 7% so 
far, fuelled by continued low interest rates, declining unemployment and decent corporate earnings, 
we would expect stocks to trend upwards over the final 6 months. 

2) Bond yields will rise modestly while short rates will stay low.  Ouch – 1 for 2.  Bad interest rate 
forecasts will likely prove the most common mistake made in 2014.  Anemic economic growth in Q1 
helped drive 10-year Treasury yields from 3.0% in January down to a low of 2.44% in late May.  
Although we expect higher rates by year-end, our earlier forecast for 3.5% will likely prove too high.  
In absolute terms, however, interest rates remain historically low. 

3) Muni’s are cheap – but caveat emptor!  As highlighted in our latest Monthly Market Wrap, 
municipal bonds have rallied nearly 6.5% so far this year.  While closer to fair value now, they 
remain attractive in our eyes.  Credit concerns in Puerto Rico, however, could add considerable 
volatility to this sector before year-end.  

4) Congress will behave ahead of the 2014 elections.  Although little of consequence has been 
accomplished thus far in 2014, neither have the headlines been filled with tales of acrimony in 
Washington.  Concerns remain more centered on the upcoming elections and we would anticipate a 
quiet and uneventful congressional session heading into the fall. 

5) GDP will surprise to the upside.  Despite Q1’s abysmal post, there is still time left for the U.S. 
economy to show some sign of life in 2014.  It’s our bet that we’ll see 3.0%+ real GDP by year-end, 
barring any unanticipated shocks here in the U.S. 

6) U.S. energy independence comes to the fore.   This thesis is still very much intact and will play out 
in incredibly tangible and meaningful ways over the coming years.  With geopolitical strife driving 
up the price of oil in world markets, abundant U.S. supplies of natural gas are becoming all the more 
valuable, bringing more and more industry back to America. 

7) Japan could be the wild card in the global growth game.  With the so-called third arrow of 
Abenomics having been launched, we are beginning to see signs of life in the long moribund 
Japanese economy.  Inflation is trending higher and Q1 GDP came in at a robust 6.7% SAAR. 

8) Public backlash against growing government intervention will increase.  The upcoming 
congressional elections in November will be the ultimate litmus test in this regard; however, early 
indications are that Republicans are increasingly likely to gain seats in the House and stand an 
outside shot of capturing the Senate.  Also, in a recent Quinnipiac University poll, President Obama 
was voted the worst president since WWII, just edging out George W. Bush. 

9) Increased efforts will be made to narrow income inequality.  The debate continues to swirl 
around Thomes Piketty’s recent book Capital in the 21st Century, which highlights this issue; 
however, what is undeniable is that there is a growing impetus at the municipal level  to 
meaningfully raise the minimum wage (Seattle just raised it to $15 per hour) and this is a trend we 
will likely see continue going forward until Congress decides at the national level. 

10) Long suffering Buffalo sports fans will be rewarded.  Kiko Alonso’s injury notwithstanding, 
exciting drafts by both the Bills and Sabres have given us cause for optimism looking forward.  How 
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long it may take before these youngsters prove their mettle is anyone’s guess, but I’m hoping our 
darkest days are behind us and a return to glory in order.  We fans deserve it! 

 
CONCLUSION 
Having gone nearly three years without a meaningful pullback in the equity market, one should expect a 
“correction” any time now.  It may be driven by earnings shortfalls, exogenous shocks in the global market, 
or merely fear triumphing over greed.  While we currently maintain somewhat of a defensive posture here at 
Nottingham (likely a congenital condition), we don’t see serious long-term risks to equities.  In fact, if you 
asked me which asset stood the greater risk of a meltdown over the next two years, U.S. equities or U.S. 
Treasuries, I would pick long-dated bonds hands down. 
 
So at the risk of sounding like a broken record (I feel like one!), we still favor equities over bonds for the 
next year or two.  Remember though that high quality bonds can promise you something equities can’t, that 
is return of capital.  The downside is that by and large they struggle to deliver that critical element in 
investing that is return on capital.  For most investors, a combination of equities and bonds, tailored to one’s 
specific risk profile remains the best bet.  At Nottingham, we tend to worry about the things we can control, 
not the things outside our control.  That’s why we focus on our clients and the basic fundamentals of 
investing, tuning out the latest fads and the abundant noise that emanates from those ubiquitous flat panels. 
 
Before I conclude this letter, I want to take a minute and congratulate the TEAM at Nottingham Advisors - 
Denise, Kitty, Karen, Amy, Kathy, Matt, Chris, Nick and Tom - for recently being recognized among the 
Financial Times Top 300 Financial Advisors.  It’s a well deserved honor in my opinion as it reflects the 
incredible work our team does here every day on behalf of our clients.  I couldn’t be prouder.  Also, we 
currently stand within a few new accounts of surpassing $1 billion in assets under management, so if any of 
you would like to help push us over this milestone, our operators are standing by.  Nottingham was founded 
in 1981, and I think it’s fair to say that the firm has never been stronger, or done a better job for our clients.  
 
With that said, I want to ensure you that a little success won’t go to our heads.  In fact, by the time you read 
this, we’ll have considered the above yesterday’s news and be focused intently on tomorrow’s challenges.  
For as much as $1 billion has a nice ring to it, $2 billion sounds even nicer.  Thank you again for your 
continued support. 
 
Happy Summer, 
 
Larry Whistler, CFA 
President/Chief Investment Officer 
July 2014 
 
 
 
 
 
 
 
 
 
We, our affiliates and any officer, director or stockholder, or any member of their families, may have a position in and may from time to time 
purchase or sell any of the herein mentioned or related securities. 

 
All opinions and estimates included in this report constitute the firm’s judgment as of the date of this report and are subject to change without notice.  
This report is for informational purposes only and is not intended as an offer or solicitation with respect to the purchase or sale of any security. 
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