
TALK WITH US 

Measuring inflation is an imprecise science.  In the first instance 
there are many variations to what is measured.  The basic 
methodology involves creating a basket of goods and services that 
correspond to what an average family would purchase during the 
course of a year.  Then the prices of each component is tracked and 
periodically updated.  

The price measure of this basket is tracked 
and compared to previous periods.  This 
change gives a measure of inflation.  There 
are variations of this methodology, but this 
is the most common.  Other baskets like 
intermediate goods used in manufacturing 
can be created and then you measure the 
Producer Price Index.  

You may have heard of a Consumer Price 
Index that excludes food and energy.  
This is a variation of basket construction; 
there are many.  The ostensible logic for 
excluding food and energy is that transient 
events like weather can affect these  prices 
dramatically.  

We don’t agree with this logic since these 
prices change over time like all prices and 
are important purchases to all consumers.  
However, this is how the U.S. Bureau 
of Labor Statistics measures consumer 
inflation.  So this measure probably 
understates the true rate.

There is ongoing debate as to the causes of 
inflation.  The most broadly accepted one 
is that it is a monetary phenomenon.  If 
governments print too many dollars, Euros, 
etc., then each ends up being worth a little 
less if the total of goods and services has 
not expanded at the same rate.  (If the level 
of goods and services are the same, then 

issuing more currency simply dilutes the 
original value).  After all the value of any 
currency is what it can buy.

Other theories to inflation believe that 
shortages of important inputs can cause 
inflation.  Shortages can be in natural 
resources, labor or capacity.  Another 
view believes that labor inflation is all 
important.

Regardless of how it occurs, one can see 
signs of inflationary pressures in a variety 
of goods, services and labor.  We are seeing 
these signs.  By the time inflation shows up 
in formal measurements, we believe it will 
be well underway.  That is why we are so 
cautious in committing to historically low 
interest rates.  Once market participants 
recognize that inflation is rising, interest 
rates will have to rise significantly.  So if 
you want to work with a firm that keeps 
its eyes on risks to your portfolio, 
Talk with Us. 
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So, what’s not to like.  Recently, it has been a slow steady stock 
market rise.  Interest rates have been stable and the economy 
continues to grow. 

Every once and a while the market takes a 
quick dive, like a summer storm, then it is 
quickly over and stocks recover and make 
new highs.  

It isn’t always the same stocks leading 
the parade.  There has been significant 
rotation, with different groups and 
categories coming to the fore and later 
another set leads for a while.  This sector 
rotation is considered to be very healthy 
and exactly how a market should advance.

It is now obvious that the weather impact 
on the economy during the winter was 
severe.  Thankfully the bounce back 

appears to be robust.  Now that summer 
is here, this bit of noise can be eliminated 
from results.  

Bonds and interest rates have stayed in 
tight trading ranges.  “Eerily quiet,” is how 
one commentator described this market.  
But at least bonds have become a non-
factor for evaluating stock market moves.  
Unfortunately, however, yields are still too 
low to be investable.  We believe that may 
soon change.  See the Forecast Section 
for why. 

“Economists are good 
at predicting recessions.  
They’ve predicted eight of 
the last three.” 

— Paul Samuelson
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FORECAST 

ECONOMY

Most recent estimates indicate that first quarter GDP 
contracted by 2.9%.  This is far more than was initially 
estimated.  The snapback from this weather induced slump 
should be as dramatic, but it is a little too early for reliable 
estimates.  Anecdotal evidence is that this is exactly what 
has happened.  In fact, many businessmen indicate that the 
economy is accelerating with momentum.

Riverplace Capital is forecasting a stronger second half.  This 
would imply good earnings growth and more upside potential 
for stock prices; stay tuned.

EQUITIES

At the beginning of this year we stated that good years usually 
follow great years, so what’s to worry about; actually plenty, 
but so far so good.  The returns for the first half of this year 
have been respectable.  We would not be surprised by even 
greater returns for the second half.  This is based upon our 
expectation for accelerating economic growth and the same 
for corporate earnings.  

We not only expect good earnings growth, but also revenue 
growth.  When the economy first emerged from the great 
recession, companies found many cost savings to enhance 
earnings.  That has its limits and investors know it.  The 
expectation is now that revenue growth is as important 
as earnings growth.  We will be watching for both.  Those 
companies that cannot grow both will not retain a place in 
our portfolios.

FIXED INCOME

The bond market is quiet for now, but we do not believe it 
will stay that away.  We see a myriad of inflationary pressures 
building.  If we are correct, they will burst upon the scene 
surprising many that have put their stock in “low interest rates 
for a long time”.  

We are tracking increasing prices for many materials that 
are inputs for both building and manufacturing.  Although 
food and energy are not directly measured in official inflation 
statistics, they influence other costs.  No one has to tell you 
what has been happening to prices in these two important 
groups.  Another category is wages.  We don’t believe that 
companies can keep the lid on wages.  Pressures for increases 
are coming from many sources, including increased minimum 
wages.

Higher than expected inflation and higher interest rates are 
what we expect.  Timing is always difficult in forecasting, but 
we expect these forces to begin playing out before year-end. 

INVESTMENT STRATEGY r

EQUITIES

With a growing, maybe even an accelerating, economy, it is most 
beneficial to stick with those companies that benefit from that 
growth.  We continue to find opportunities in long term secular 
growth sectors like healthcare and technology.  In short our 
emphasis is the same as it has been for some time.  However, we 
continue to remove those companies that have either failed to 
perform or have done so well that further gains are problematic.

During the second quarter we made a few such changes and 
rebalanced many accounts to include new opportunities.  We 
track every security weekly, more often if necessary, so we 
know exactly what is performing and what is not.  Changes are 
never made hastily, but every security must provide a very good 
opportunity for future returns.  Our years of experience help us 
make the appropriate calls.

FIXED INCOME

Fixed income investing continues to be challenging.  Some 
accounts simply have to have an allocation to this asset class, 
so we do our best.  We continue to stick with short maturities 
so we don’t get caught with losses when interest rates rise 
in earnest.

Our preference for those who need current income is to invest 
in a portfolio of high dividend paying stocks.  These accounts 
have received dividends in the 4.5% range as well as benefiting 
from appreciation.  Appreciation is not a sure thing, but so far 
it has been exceptional.  

When interest rates rise, we expect to be buying more bonds 
for many of our clients.  It is just that returns have not been 
worth the risk for some time.

WEALTH MANAGEMENT
During the second quarter we made further changes to asset 
allocation accounts.  It became obvious to us that we needed 
more exposure to value stocks.  The value sectors have been 
out-performing growth for the first part of this year.

We also began to see improvement in the performance of 
emerging markets so a small allocation to this sector was 
reintroduced.  As a result of these changes, most asset 
allocation accounts were rebalanced to implement the 
adjustments to our strategy. 

MAJOR INDICIES 

as of 06/30/2014 

Large Cap Stocks (S&P 500)  6.1%

Dow Jones Industrial Average  1.5%

Mid Cap Stocks (S&P 400)  6.7%

NASDAQ Composite  5.5%

Small Cap Stocks (Russell 2000)  2.5%

MSCI EAFE  2.95%

Barclay Aggregated Credit Index  5.95%

Inflation  1.1%

Equity indices are six-month returns 
excluding dividends

© 2014 Riverplace Capital Management, Inc.  
Information contained herein is prepared by and is the sole property of Riverplace Capital Management, Inc. Written by Peter E. Bower, President. 

NOTICES 

Check out our new web site. It offers a 
lot more information for you including 
a blog with recent updates. We look 
forward to your feedback.  
www.riverplacecapital.com

Riverplace Capital offers our clients 
free financial planning. We believe 
strongly in the value of planning as it 
helps document goals and objectives, 
and provides a benchmark to measure 
progress. Planning helps us provide 
better, more targeted financial service 
to you. If you would like a financial 
plan, contact your portfolio manager at 
(800) 391-1212.

CONTACT US d

1301 Riverplace Boulevard 
Suite 2130 
Jacksonville, Florida 
32207-9030

(904) 346-3460 
(904) 346-3434 Fax

info@riverplacecapital.com
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