
Fourth Quarter 2013 Market Update

During the fourth quarter of 2013, the U.S. and global economies
strengthened, propelling equity markets to all time highs amidst record
low volatility. Equity valuations in the U.S. became fuller, while non U.S.
markets lagged and remain attractively priced. Japan’s attempts to
spark growth and Europe’s early cycle expansion led to advancement in
those developed markets. However, emerging economies digested
ongoing downward adjustments to growth expectations along with a
stronger U.S. dollar. The result: only modest emerging market equity
returns in the quarter and a negative year. Upward pressure on interest
rates pushed most bond instruments lower with the exception of
higher yield. Credit sensitive strategies benefited from investor ardor
for risky assets and high yield. Volatility in the bond market declined in
the fourth quarter after a turbulent summer. U.S. investment grade
bonds posted their worst year since 1994.

As equity markets soared, the talk of “bubbles” persists. The price to
earnings level ended at 15 times expected 2014 earnings value, an
expansion of 3 turns over the course of the year. This level is slightly
higher than the historical average, but still not at the extremes of
2000 or 2007, the last two “bubbles” to burst. Is the investment
community too optimistic?

Bottom up analysts (who are typically more bullish than top down
strategists) expect the S&P 500 to rise by only 4.9% in 2014 and the
average top down strategist is predicting a slight decline in the
index. Either way, these are not lofty expectations in market
returns. With the backdrop of a steady decline in unemployment
and the potential for increased capital spending, earnings growth
expectations look achievable. S&P 500 corporate earnings are
expected to grow 9% next year versus just under 7% growth in
2013. Even the World Bank expects global GDP to rise by over 3.2%
in 2014 versus the 2.4% increase in 2013. While we are unlikely to
see a repeat of 2013 equity returns, the fundamentals are good and
the “priced in” market appreciation is modest. We are looking
forward to a somewhat normal year.

Index Name Dec 4th Qtr YTD One Yr Three Yr

S&P 500 2.53 10.51 32.39 32.39 16.18

Russell 1000 Growth 2.86 10.44 33.48 33.48 16.45

Russell 1000 Value 2.53 10.01 32.53 32.53 16.06

S&P Small Cap 600 1.45 9.83 41.31 41.31 18.42

S&P Mid Cap 400 3.09 8.33 33.50 33.50 15.64

MSCI EAFE 1.50 5.71 22.78 22.78 8.17

Alerian MLP 1.64 5.28 27.58 27.58 15.04

MSCI Emerging Markets -1.45 1.83 -2.60 -2.60 -2.06

MSCI EM Small Cap -0.54 1.26 1.04 1.04 -3.48
* Source AJO Partners

Index Name Dec 4th Qtr YTD One Yr Three Yr

US Corporate High Yield 0.54 3.58 7.44 7.44 9.32       

US Credit (0.25) 0.92 (2.01) (2.01) 5.11       

International Bond (0.26) 0.32 (2.55) (2.55) 0.60       

US Muni Bonds (0.26) 0.32 (2.55) (2.55) 4.83       

US Gov/Credit Intermediate (0.63) (0.02) (0.86) (0.86) 2.91       

US Gov/Credit Long (0.55) (0.10) (8.83) (8.83) 6.70       

US Aggregate Bond (0.57) (0.14) (2.02) (2.02) 3.26       

Emerging Market Local Curr Govt 0.05 (0.31) (4.32) (4.32) 2.37       

US Government (0.87) (0.69) (2.60) (2.60) 2.71       
*Source Barclays
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