
Investor Insights &
Outlook

February 2015 Vol. No. 1 Investment Updates

Advisor Corner

High Country Capital
Management (HCCM) is an
independent registered
investment advisor located in
picturesque Southwest Colorado.
Since 1995, HCCM has provided
individuals, families, and
institutions with unbiased,
professional investment planning
and advice. The firm is dedicated
to helping clients achieve their
financial and investment goals.
We employ a disciplined,

systematic investment approach,
and our only loyalty is to our
clients.

Quarterly Market Barometer

3 Month, ending December 31, 2014. The U.S.
Market returned 5.14% (YTD 12.85%).

The Morningstar Market Barometer provides a
visualization of the performance of various stock
market indexes. The color scale (red for losses and
green for gains) allows you to assess which areas of the
market performed strongly and which areas showed
weakness for the time period analyzed. The nine-
square grid represents stocks classified by size (vertical
axis) and style (horizontal axis). There are three
investment styles for each size category: small, mid
and large. Two of the three style categories are “value”
and “growth” while the central column represents the
core style (neither value nor growth characteristics
dominate). Large-caps account for the top 70% of the
capitalization; mid-caps represent the next 20%; and
small-caps represent the balance.
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Monthly Market Commentary

As we said good-bye to 2014, falling gas prices have
encouraged many to hope that the economy might
finally jump to 3% GDP growth or even more. Besides
oil prices, the positives include an improving wage and
employment outlook and a slightly better government
spending situation. On top of that, inflation is likely to
remain in check. However, slowing international
markets, a still-slow housing market, a less robust gain
in auto sales, and rising interest rates may all weigh on
economic activity in 2015.

Consumption and Income: Not only did November
consumption data look great, but also some previous
months of data were revised upward. Consumption
growth, even on an averaged basis, was all the way up
to 2.7% for the three months ended in November.
This compares with consumption growth of around
2% for most of this recovery. However, on the flip
side, the savings rate has fallen sharply over the past
several months. It probably has room to fall a little
more, but after that, spending gains will have to come
from employment growth and wage gains. That may
make consumption gains a little harder in early 2015,
even if wages and employment continue to improve.

Housing:  November’s existing-home sales report was
very worrisome, dropping from 5.25 million units to
4.93 million units, its lowest result since May. In fact,
existing-home sales, which are seasonally adjusted, had
been above 5 million units for five months in a row, so
the November number was quite a setback. Stable
mortgage rates, improving economic conditions, and
better labor markets, along with the pending home
sales data, suggest that existing-home sales data should
not have shown such a dramatic drop. However, there
is no reason to panic just yet. The annual, averaged
data show very, very slow but steady improvement
both in pending-home sales and existing-home sales.
The gap between the growth rate in pending and
existing-home sales suggests that existing-home sales
should pick up, at least a little.

One unfortunate consequence of the soft existing-
home sales data is that it will hit economic activity and
the GDP calculation. Without a massive rebound in
existing homes in December, it would appear that
poor existing-home sales (and at lower prices to boot)

will subtract at least 0.2% from the GDP calculation
after providing a modest addition in the third quarter.

Inflation: The Consumer Price Index fell a sharper-
than-expected 0.3% (3.6% annualized) in November,
largely but not entirely because of falling gasoline
prices. The year-over-year inflation rate is still over 1%
but should continue to trend down to under 1% even if
energy prices fall no further. Even the moving average
year-over-year growth rate is down to 1.5%. A word of
caution, however: The positive effects and the
sustainability of such lower prices remain an open
question.

Year-End Insights: Overall GDP growth is likely to
remain in the 2.0%–2.5% range in 2015, as it has for
the past three years. Though some year-end data,
especially from the United States, looks stronger going
into 2015, a weak world economy is likely to act as a
brake on overall U.S. results. Fed tightening,
combined with low inflation expectations and normal
spreads over inflation, suggest a higher interest rate of
around 3.5% for the 10-year Treasury bond.

The consumer represents about 70% of the U.S. GDP.
While everyone is concerned about oil prices and the
Fed, consumer and demographic trends are probably
more important in the long run. Morningstar
economists estimate that the hourly wage rate is likely
to go up, but the demographics of an aging population
will limit employment growth, keeping consumption
below its long-term trend of 3.6% but above the 1.9%
rate of the past 10 years. Furthermore, long-term
demographics are going to be more important than
temporarily low oil prices. Cheap oil prices come and
go quickly; demographic realities, not so much.
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Why Cheap Fund Shares May Not Be
a Bargain

Some investors make the mistake of treating a mutual
fund's share price the way they would a stock's share
price, but they're actually quite different. When
considering two mutual funds of comparable quality,
choosing the one with the cheapest share price may
not be the best way to go.

A stock's share price represents the market value of
one small slice of equity in a company. If the company
appears to be growing, demand for its shares may
increase because investors expect its earnings (and,
thus, its dividends) to grow and/or because they think
they will later be able to sell the shares at a higher
price. This increased demand for the shares drives the
share price higher. If demand decreases--perhaps due
to a lousy earnings report or a product recall--its share
price is likely to fall.

In contrast, a mutual fund's share price is determined
not by market demand for the shares themselves but
rather by the value of the fund's underlying holdings.
This is expressed as the fund's net asset value, or
NAV, meaning the value of all its holdings and cash
after expenses are paid divided by the number of
shares outstanding. (Also, investors can own fractional
shares of mutual funds—something they can't do with
stocks.)

To illustrate, let's say that the holdings in a fund's
portfolio are worth a combined total of $1 billion after
fund expenses are paid, and that the fund has 10
million shares outstanding. Therefore, the net asset
value of each of those shares is $100, or $1 billion
divided by 10 million.

But what if another fund of comparable quality has a
share price of just $75? That's a much better deal,
right?

Not necessarily. Remember that a fund's share price is
determined in part by the number of shares
outstanding. So, the lower share price may have
nothing to do with the quality of the fund's holdings
and everything to do with the fact that it simply has
issued more shares.

As an example, let's say that Fund A has a NAV of
$20 per share with 100 million shares outstanding and
Fund B has a NAV of $15 per share with 200 million
shares outstanding. This means that Fund A's
holdings collectively are worth $2 billion (after fund
expenses are taken into account) while Fund B's
holdings are worth a combined $3 billion. (The fund's
net asset value also includes the value of any capital
gains or dividends received by the fund until they are
distributed to shareholders. This is why a fund's NAV
typically drops once those distributions are made.)

But the larger point is that it doesn't really matter
what a fund's share price is, other than for record-
keeping and tax purposes to compute gains and losses.
What matters in terms of performance is the change in
price on a percentage basis. A fund with a NAV of $5
per share that sees its holdings perform well enough to
lift its NAV to $6 per share has effectively provided its
investors with a return of 20%. But a fund with a
NAV of $20 per share that increases to $21 per share
has provided a much lower return of just 5%. Again,
it's not the absolute price of the mutual fund's shares
that matters to investors but rather the percentage
change in that price.

Returns and principal invested in stocks are not
guaranteed. Investing does not ensure a profitable
outcome and always involves risk of loss. The
investment return and principal value of mutual funds
will fluctuate and shares, when sold, may be worth
more or less than their original cost. Mutual funds are
sold by prospectus, which can be obtained from your
financial professional or the company and which
contains complete information, including investment
objectives, risks, charges and expenses.  Investors
should read the prospectus and consider this
information carefully before investing or sending
money.
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Home Price Growth Returning to a
More Sustainable Rate

It is certain that, after a series of fast-paced increases
that peaked in late 2013, the rate of home price
increases is moderating. As of November, the Case-
Shiller Index is showing that home prices are growing
at 4.3% year-over-year, which is a much slower rate
compared to nearly a 14% pace reported in 2013. The
prices recovered about 82% of the previous high, and
14 states are currently either above or close to the
previous 2006 peak. Nonetheless, Nevada, Florida,
Arizona, and a few other states still remain 20% or
more below the peak, and it will certainly take many
years for those prices to return to their pre-recession
level.  On the positive side, slower-growing prices are
good news for prospective buyers and for the health of
the housing market in general, as they should improve
housing affordability, providing an essential boost to
this so far anemic housing recovery.
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