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DJIA 16,976 2.40% 

NASDAQ 4,457 6.70% 

S&P 500 1,974 6.80% 
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“You miss 100 percent of the shots 

you never take.” 

- Wayne Gretzky 
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by Douglas R. Roth, Managing Partner 

 

The Economy 

The month of June witnessed a sharp increase in the price of oil, 

thanks to continued unrest in Iraq. Seems to me that after we spent 

an estimated $4 trillion fighting two wars there, losing over 4,500 

American soldiers with 35,000 wounded what did we gain? It is also 

estimated that 650,000 Iraqi civilians lost their lives! I know what 

we lost but what did we gain? The country is once again in turmoil 

on the verge of a civil war between the Sunnis and Shiites. Maybe 

getting rid of Saddam Hussein wasn’t really in “our national 

interest.” I agreed with removing him from Kuwait but tossing him 

out, creating a vacuum in leadership that has existed until today 

seems to be now working against us. 
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Vietnam and Iraq: Lesson’s never learned! 

I served as a medic during the Vietnam War. I was stationed at Brooke Army Medical Center, Fort Sam Houston, 

San Antonio, Texas in the late 1960s, one of the largest Army hospitals in the world. Today it has been renamed 

the San Antonio Military Center. 

While stationed there, everyday planeloads of wounded soldiers flown from Japan came to Brooke’s, many with 

severe burns as Brooke had an outstanding burn center. What did we gain from that war or better put, what did 

we lose? America lost 58,000 soldiers killed, 153,000 wounded of which 23,000 suffered 100% disabilities. An 

estimated 70,000 to 300,000 soldiers have committed suicide. The war cost in 2011 dollars about $950 billion 

which breaks down to $140,000 for every enemy killed! These stats from the website: 

htpp://thevietnamwar.info/ 

I thought after Vietnam we would never make the same mistake again of thinking this type of war was in our 

national interest. We all know about Kent State and the unpopularity of this war with millions of Americans 

protesting our involvement. President Johnson, along with Secretary of Defense Robert McNamara, kept telling 

us about the “domino theory” and how important it was to stop the spread of communism throughout Asia, 

which never materialized after we left.  

Many years later, in 2003, McNamara produced the excellent documentary “The Fog of War” detailing the 

numerous wars the U.S entered into and mistakes made. Later in 2005 he wrote a book “In Retrospect: The 

Tragedy and Lessons of Vietnam”. He listed several points where drastic mistakes were made by our 

government. 

1. “We misjudged the enemy and we exaggerated the damages to the U.S. of their actions.” 

2. “We underestimated the power of nationalism to motivate people.” 

3. “Our misjudgments reflected our profound ignorance of the history, culture and politics of the 

people.” 

4. “We failed to win the hearts and minds of people from a totally different culture”. 

5. “The Executive Branch failed to deal with the extraordinary complex range of political and military 

issues”. 

How many of the points McNamara made could be used in describing similar mistakes made in Iraq and 

Afghanistan not just Vietnam?  

Stocks: A Global Prospective 

The investment team at RMR has been underweighting global investing over the past few years as we believed 

the U.S. market was the preferred market to be invested in. This quarter, however, we are increasing our 

international exposure as we now believe European and Japanese stocks are looking more attractive as the U.S 

market reached an all- time high in early July. 

The central banks in the U.S., Europe and Japan continue to keep the liquidity faucet wide open. By slowing 

down quantitative easing, the U.S. is beginning to slow down but Europe and Japan are increasing liquidity.  

http://www.rmrwealth.com/
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Although we still favor U.S. equities as the Fed has made it clear they will keep their accommodating position 

into 2015, there are concerns that should not be overlooked. The fact that yields on the 10-year Treasury in May 

declined 22 basis points in an economy that supposedly is growing is worrisome to us. If bond yields are falling 

due to strong buying, that might be a signal that our economy is weakening and a recession is being priced into 

the Treasury market. It is too early to see if that comes to fruition but lower Treasury yields so far this year were 

the opposite of most predictions made in 2013. Something is driving down yields when they should be rising if 

the economy is stronger. Some attribute the lower yields to aggressive buying by China and a limited supply of 

bonds due to the Fed’s aggressive buying over the past few years. These possibilities are rational but there are 

other factors involved.  

Despite our concerns there are positive signals that the U.S. economy is growing. The Conference Board of 

Leading Economic Indicators increased in April to its highest level since 2007. Unemployment claims are at 

the lowest level since 2007 and job gains have reached 200,000 + a month four months in a row. Although job 

gains are positive, they remain far below the needed gains to drive the economy. The average work week for 

manufacturing is at the highest level since July 1945 according to Rick Golod of Invesco Mutual Funds.  

If the bond market yields have reached their low point in June, the stock market should benefit from increased 

buying since investors will continue to support the market with alternative bond investing showing no real return. 

The Markets: Historic Gains 

The Wall Street Journal, June 29th, points out year –to-date stocks, bonds and the commodity Index all rose in 

unison for the first time since 1993, a reflection of investors’ optimism that the Federal Reserve’s policies will 

boost growth.  

In early June, both stocks and bonds continued their rallies. Bond yields fell to an 11 month low, with the 10-year 

Treasury hitting 2.44% as bond prices rose. Six months ago few envisioned this could happen. Most “experts” 

predicted the 10-yr Treasury would be over 3.5% and moving higher. Remember, I have always told you 

predicting the movement of interest rates is more difficult than predicting the future course of the stock market.  

What is causing this “bull market in bonds”? I would look at the strong appetite investors still have for the safety 

of bonds versus stocks. Investors have long memories. After suffering through not one but two stock market 

melt-downs since 2000, investors, especially those in or close to retirement are no longer willing to build large 

stock positions even though the stock market has been on a tear. The last week of May saw another $6.3 billion 

flow into U.S. bonds.  

Economic data also supports bond investing. Recent updates on first quarter GDP figures showed that the U.S. 

economy actually contracted by 1% versus an initial report of a small 0.5% growth. Slowww growth, coupled 

with low inflation, makes an ideal situation for bonds. Also, institutional buying continues to be strong.  

The winds of change are always right around the corner so we at RMR play close attention to the price movement 

of short, intermediate and longer dated maturities, looking for trends that may start to develop.  

http://www.rmrwealth.com/
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The severe winter in the U.S. had caused a temporary slowdown in economic growth. Meteorologists informed us 

that the polar vortex, artic air plunging down much further than usual into the Northeastern U.S., was responsible 

for the third most severe winter since 1960.  The harsh winter was responsible for a weak retail earnings report. 

Also, a larger than previously estimated decline in exports caused a drop of 2.9 % in GDP. Pent up demand along 

with much improved spring weather, may cause a sudden uptick in GDP and inflation, which may begin a sell-off 

in bonds throughout the summer.  

 

Anticipation is that interest rates will finally begin to modestly increase in the second half of the year but that is 

not a certainty by any means. David Rosenberg, Chief Economist at Gluskin Sheff’s believes the U.S. economy 

will grow at 3% during the second quarter and will continue to expand the rest of 2014. Rosenberg is usually 

“bearish” on stocks so this report is noteworthy. 

The Fed and Inflation 

The Department of Agriculture forecast that food prices will rise as much as 3.5% this year according to the Wall 

Street Journal, May 7th.  Over the past 12 months, CPI has risen 1.5% from March 2013.  These could be 

warnings that inflation may finally work its way back into our economy after 7 years of total absence. 

Fed Chairman Janet Yellen admitted that the Fed doesn’t have a good model of inflation, depending on the 

Phillip Curve, used since the 1950’s, which says inflation will rise when unemployment is low and will fall 

when unemployment is high. Trouble is two of our recent Fed Chairmen, Paul Volker and Alan Greenspan 

consider the Phillip Curve unreliable! How then will the Fed be able to create a soft landing for the economy as 

inflation may finally take hold and the Fed would be left with raising interest rates to slow it down in a weak 

economy that cannot afford higher rates?   

http://www.rmrwealth.com/
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Alan Meltzer. Professor of political economy at the Carnegie Mellon University, writing in the Journal, believes 

monetary factors have not been the cause of our weak economy. He believes instead of keeping interest rates low 

to finance the massive deficits, the Fed should have explained that costly regulation, increased health-care costs, 

wasteful spending and repeated threats to raise tax rates were holding back the economy. 

Meltzer goes on to say “Unlike Presidents Kennedy, Johnson and Reagan who promoted growth first and 

redistribution later by enacting across- the- board tax cuts first and redistribution later, President Obama put 

redistribution first and sacrificed growth. So far he has gotten neither, as his policies along with those of the 

Federal Reserve, have only made the rich richer as the stock market along with real estate values have exploded 

upward due to an accommodating Fed while the middle-class and lower-income groups who were supposed to 

benefit the most with re-distribution have gotten very little”.  

Job Creation 

In order to match the job creation our country witnessed in both 1973-75 and 1981-82, we would need to see 

450,000 jobs created a month in today’s labor market. That has only happened once in the past 5 years! It took 

between 4 and 5 years to regain lost jobs during these two previous recessions. The CBO office says it will take a 

staggering 15 years to achieve the same results today. Brad Schiller, writing in the Star-Ledger, believes the 

country doesn’t need any more fiscal and monetary stimulus by the Fed. What we need is less regulation. The 

major culprit in his opinion was the passage of Dodd-Frank banking reforms, which has put a stranglehold on 

bank lending for nearly five years. “Banks have built up huge excess reserves in a growing economy. Small 

businesses don’t stand a chance of getting loans in this restrictive banking environment”, Schiller states. Next 

culprit was the passage of The Affordable Care Act. This act raised payroll costs and discourages the hiring of 

full-time employees. 

Problems on the Horizon? 

Scott Black, Founder of Delphi Management spoke in Barron’s, June 18th, about what he believes are issues that 

must be addressed. He points out that the federal debt is now 102% of GDP. Congress has not come up with any 

constructive ideas to bring down the growing deficit problem or address needed tax reform. Corporate tax rates 

are too high relative to the rest of the world but nothing has been done to change them he stated. (Latest polls 

show only a 7% approval rating of Congress by the people, the lowest figure since polling began back in the 

1940s.) 

Black still sees about 8% year over year growth in S&P 500 earnings. Black also points out that companies have 

little revenue growth prospects, a reason why merger and acquisition activity growth is on the rise. There is $1.7 

trillion in cash and equivalents on nonfinancial company balance sheets. Companies are able to borrow at low 

rates. Driving up top-line growth through acquisitions is the only way to get earnings per share to rise at many 

big companies. He believes the market will continue to rise because it is liquidity driven. There is little down-side 

risk. 

 

http://www.rmrwealth.com/
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Corporate Buybacks 

The S&P 500 Dow Jones Indices reported stock buybacks surged 59% to $159 billion in January-March 2104 

from $100 billion the year before.  Apple led the surge buying back $18 billion. Corporations, flush with cash, 

are either buying back their stock or making acquisitions. Most recently Medtronics, the world’s leading maker of 

medical devices not only increased its dividend for the 37th consecutive year it also agreed to acquire Covidien 

for $42 billion in cash and stock.  Covidien is domiciled in Ireland and Medtronics will become an Irish 

domiciled corporation which would give it the benefit of lowering their corporate tax rate from 35% in the U.S. 

to only 12.5% in Ireland, a huge savings. While the U.S. continues to tax corporations at some of the highest 

levels seen in developed nations, corporations are hard at work figuring out ways to avoid the taxes. 

What Is Wrong With This Picture? 

The NY Post reported on June 4th, that federal grants to airports are given out in a way that makes no rational 

sense. Does not surprise me! Vice President Joe Biden, recently made comments about La Guardia airport being 

like “a third world country”, which I do agree with since it is a run-down airport.  The federal government, in its 

infinite wisdom, gives almost $1.5 billion to airports that serve less than 1% of the flying public. These grants 

are given for major infrastructure improvement. Of course, New Jersey receives the lowest grants in all 50 states. 

The FAA that gives the grants reserves 35% of its funds for airports that serve fewer than 10,000 people per year. 

New York and New Jersey had over 63 million passenger take offs in 2012, but got only $121 million in 2013. 

Delaware (Joe Biden’s home state coincidentally), along with West Virginia and Alaska got almost double: $216 

million for fewer than 5 million flyers! Delaware received over $6,000 per flyer in grants while NY/NJ airports 

got $2.31. Someone please tell me how that makes any sense!  

What are the qualifications of those people appointed to run our government agencies?  Recently it was the 

Veteran’s Administration head General Eric Shinseki who was forced to resign for mismanagement of an agency 

riddled with dishonesty and fraud. IRS official Lois Lerner is on the hot seat in front of Congress regarding the 

targeting of IRS audits on members of Congress. Fortunately for Lerner her computer crashed losing much of the 

information Congress was asking about. How convenient.  Lastly, we have the Secretary of Health and Human 

Services Kathleen Sebelius resign over the catastrophic rollout of the website to enroll Americans under the 

Affordable Care Act. It has cost American taxpayers $843 million to fix the site that has signed up just several 

million people.  

Important Supreme Court Ruling on Inherited IRA’s 

This is a very very big deal! The Court’s recent decision preventing bankruptcy protection for inherited IRA’s 

will have major implications. The Court decided that money inherited in an IRA did not meet the guidelines of a 

true retirement account since there are three areas where the interests of traditional IRA holders differ from 

inherited IRA holders. These three characteristics led the court to conclude that funds held in such accounts are 

not objectively set aside for the purpose of retirement.  

One estate planning attorney responded to the ruling saying “one should now consider the IRA inheritance trust, 

which the IRS has permitted through a private letter ruling. For trusts, the beneficiary should be the trust itself 

http://www.rmrwealth.com/
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and not the child or spouse directly. Another attorney warns spouses not to rollover the IRA of their deceased 

spouse into their own IRA since it is unclear whether and how the bankruptcy code will protect the funds. Yet, 

another attorney says if the spouse dies before age 70 ½ the living spouse would not have to take any money out 

until the deceased spouse would have turned 70 ½. But under the new ruling those assets would not seem to be 

protected in bankruptcy, so it would be beneficial to do a spousal rollover. Very confusing! 

I believe you should contact your CPA or tax attorney immediately to understand the implications of this ruling 

regarding your own personal situation. 

More On New Jersey 

When I began writing several months ago regarding the ongoing financial crisis facing the State of New Jersey 

little if any media attention was being drawn to the problem.   Now, several months later, a lot is being written in 

the press about it. A little to late but better than never! 

The New York Post, May 13th wrote in their editorial section an article entitled Jersey Goes for Broke! The 

editorial states: “The Mercatus Center at George Mason University ranks New Jersey dead last in fiscal stability 

thanks largely to 15 years of underfunding its state and local pensions. Incredibly, 94% of new state spending is 

eaten up by benefits, pensions and debt service. While current Governor Christie once again has overstated 

budget revenue, this time to the tune of $800 million and has borrowed more than he should  have, the problem 

can be traced back to the beginning when then Governor Jim Florio. Florio doubled the top income-tax rates, 

(beginning the exodus of wealthy residence, in my opinion). Jim McGreevy signed on to public pension deals that 

put the state in an untenable fiscal position. Christie Whitman borrowed billions to avoid making required 

payments into the pension system.”   

The Star Ledger, June 22nd also wrote an article regarding the wealthy fleeing the state. The article points out 

that NJ already taxes the income of millionaires at one of the highest rates in the nation-higher than 44 other 

states do. Millionaires don’t like paying higher taxes and can easily move out of the state which they have done 

in record numbers. In 2010, under Governor Corzine, 88,000 individuals left NJ taking with them a total income 

of $5.5 Billon! The author, Joe Kyrillos, states “the millionaire tax could be more aptly named the “Goodbye 

New Jersey Tax”. The loss of tax revenue, he points out, results in cuts to services for the poor or tax increases 

elsewhere to make up for lost revenue. Worse yet, when the wealthy leave many take their businesses with them. 

Almost 1.6 million workers in the state face the loss of their jobs if owners take themselves and their businesses to 

lower taxed states. Maryland and Massachusetts tax millionaires at roughly 5%. In Pennsylvania it is 3% but in 

Trenton our politicians threaten high earners with an 11% tax.  

http://www.rmrwealth.com/
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USA Today under the heading “States Hot” produced a chart of a moving company’s inbound and outbound 

moves. As you can see New Jersey was #1 in outbound moves. At least we are #1 in something!!! 

Finally, The National Institute on Retirement Security looked at eight variables in analyzing economic pressures 

facing future retirees. Those variables include housing cost burdens and marginal state income tax rates. The 

housing cost ranking was based on retirees over age 65 paying more than 30% of their income on housing. Not 

surprisingly, New Jersey ranked at the very bottom of all states!  

Armed with all the recent negative press about the State why would anyone looking to relocate their family or 

business decide to move to New Jersey? Answer is-----they’re not! The wealthy retirees are fleeing with no 

incentive for younger upward mobile families to move here.  

 

Opinion 

The following is an opinion piece by Patrick Dougall 

The Realities of Common Core 

It was in the fourth grade when I discovered I was very strong in mathematics. Our teacher had given us 

time table tests. We had to take them on a weekly basis and had to score a 100% on each test before moving on 

the next one. When you completed all four tests you were given the greatest reward to any nine year old – five 

minutes of extra recess, until all of the students were done.  I had to finish quickly! I took the addition test once, 

subtraction test twice, but when I got to multiplication, I hit a road block.  I was still happy because most students 

were still working on addition, but I did not realize that it would take me a month to get past the multiplication; 

an eternity for a fourth grader. 

http://www.rmrwealth.com/
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 My teacher at the time was a very nice woman. She was encouraging and saw how excited I was to 

succeed.  She was even supportive enough to let me take a sample test home with me.  At one point, I recall being 

so frustrated that I acted out in the classroom.  She was consoling and understood how badly I wanted to pass the 

test and understood I held myself to a high standard.  If it was not for her guidance and support, it probably 

would have taken me a lot longer to pass the time tables then it did. It eventually happened and I received the 

coveted five extra minutes of recess.   

   Not to date myself, but that story is something I recall from over 25 years ago.  As I have come to 

understand from watching my daughter, education was different then. Today, educational standards are defined 

by a government introduced curriculum called “Common Core”.  Common Core is an educational initiative in the 

United States that details a standard of what K-12 students must know in English, Language Arts, and 

Mathematics at the end of each grade.  The goal of the Common Core is to establish consistent educational 

standards across all states, as well as ensure that graduating students are adequately prepared to enter college or 

the workforce. 

 The message sounds good but the implementation has been anything but productive.  Common Core has 

already proven to be extremely frustrating for teachers, parents, and students.  Visit our RMR Blog to read the rest 

of this article. 
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