
First Quarter 2014 Market Update 

Farewell Winter, welcome Spring! The two predominate economic 
events during Q1 2014 pertained to weather and politics.  While the 
bone-chilling Arctic air mass known as the “polar vortex” stagnated 
domestic consumer spending, the economic impact of the political 
conflict between Russia and Ukraine is still unknown.  Domestic stocks 
managed to stay above water through March, with large cap value 
stocks returning 2.26%.  Emerging Markets equities suffered as a 
result of the escalating geopolitical tensions during the quarter, but 
nearly broke even after a March rally to end the quarter down less 
than 1%.  Japanese equities fell sharply on government policy 
concerns, which caused developed international stocks to 
underperform domestic equities. Fixed Income results were 
unexpectedly pleasant due to a flight to quality that led the 10-year 
Treasury yield to decline 30 bps to 1.70%.  Underlying economic 
indicators in the U.S. remained relatively strong, including consumer 
sentiment, wage growth and housing prices.   

Index Name Mar Q1 '14 YTD One Yr Three Yr
S&P 500 0.84 1.81 1.81 21.86 14.66
S&P 500 Growth (0.73) 1.39 1.39 23.12 15.39
S&P 500 Value 2.58 2.26 2.26 20.54 13.96
S&P Mid Cap 0.37 3.04 3.04 21.24 13.37
S&P Small Cap 0.70 1.13 1.13 27.81 15.95
MSCI All Country World (ACWI) 0.44 1.08 1.08 16.55 8.55
MSCI ACWI ex US 0.26 0.51 0.51 12.31 4.15
MSCI EAFE (0.64) 0.66 0.66 17.56 7.21
MSCI Emerging Markets 3.07 (0.43) (0.43) (1.43) (2.86)
* Source AJO Partners

Index Name Mar Q1 '14 YTD One Yr Three Yr
Barclays Cap U.S. Aggregate (0.17) 1.84 1.84 (0.10) 3.75
U.S. Treasury (0.29) 1.34 1.34 (1.26) 3.40
Barclays Cap Global Agg ex US (0.01) 2.79 2.79 3.24 2.06
Barclays Cap Municipal 0.17 3.32 3.32 0.39 5.79
Barclays Cap U.S. High Yield 0.24 2.98 2.98 7.54 9.00
*Source Eaton Vance

Q1 - Highlights 
The bull market eclipsed the five-year mark to become the fifth 
longest running in history.  The multi-year recovery has been 
anything but smooth, but disciplined long-term equity investors 
have capitalized on an impressive 200% total return since the 
cyclical low in March 2009.  More recently, equities seem to be 
pausing as the market begins to focus on first quarter earnings 
reports.   With U.S. equity valuations near historic mean levels, it 
would be normal to see increased market volatility.  After a decline 
in long-term interest rates and credit spreads this quarter, we 
remain defensive to risks in traditionally safe assets. 

2014 – Outlook 
• Equities – On the margin, investors continue to rotate from 

bonds to stocks.  This is far from a “great rotation” called for by 
many strategists, but is a positive technical factor.  We have a 
favorable outlook for earnings and U.S. equities despite slowing 
Chinese and emerging market economic growth.  Expect 
earnings to become the primary driver of equity returns. 

• Fixed Income –Floating rate and high yield remain attractive 
diversifiers and sources of income.  Opportunities in global 
markets provide further diversification or income as well as 
potentially higher real returns than U.S. investment grade fixed 
income.  Nontraditional sectors can provide price appreciation 
regardless of interest rate environment.  We favor bank loans 
and distressed debt over structured products. 

• Alternatives – Watch for “liquid alternatives” to dominate the 
discussion in 2014.  Differentiated return potential remains an 
important part of a diversified long-term strategy.  Be aware 
that liquidity comes with a cost. 
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