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Date: December 31, 2013 

To: Year-end Client Letter  

From: Scott Renninger 

Re: Reflections on a good year 

As we close out 2013 on a very positive note, we share some of our thoughts on the 

current state of financial markets and what we see coming in 2014. 

We end the year recognizing that 2013 has been a good year for U.S. equity markets 

with the S&P500 up 32% at 1,843, but many investors have not reaped the rewards of 

what has been a pretty remarkable year.   After all, the benefit of a rising market can only 

go to those who have taken the risk and actually invested.  It seems the easy gains in 

U.S. equities have been captured as valuations appear to have reverted to (or even 

passed) historic mean levels. 

Not every investment increased in value.  U.S. Government and many investment grade 

bonds declined as intermediate to long-term interest rates increased from historic lows 

(10-year Treasury of 1.4% July 2012) to something approaching normal (3% today).  

Emerging market equity also experienced a setback, but we picked many more winners 

than losers this year and the winners were quite rewarding. 

Horace Greeley once famously advised, "Go West, young man, go West and grow with 

the country."  As investors, we need to go where the opportunities are greatest, and grow 

with the markets and underlying economies.  This may increasingly lead us out of our 

U.S. comfort zone. 

To be clear, we still like high quality, large-cap U.S. equities and suggest a tilt toward 

growth, but we expect future gains to come from a strengthening economy and earnings 

growth – not big P/E multiple expansion.  We expect that economists and many market 

strategists have been too conservative in their U.S. GDP forecasts.  Like Moody’s 

Analytics’ Mark Zandi, we will not be surprised to see over 3% real growth in 2014.  But 

even in our best-case scenarios, we expect a market correction of at least 10%.  After all, 

we still have a dysfunctional Congress and a debt ceiling to raise.  If anything can scare 

Americans out of their improving confidence, it’s a debt ceiling fight. 

We see opportunities for gains where many others see risk - European and small-cap 

emerging market equities to name two.  European distressed debt to name another.  But 
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these opportunities do come with short-term risk.  Europe is coming out of recession, but 

it can have another false start or two.  For investors with a long-term perspective, we like 

the lower valuations and prospects for accelerating earnings growth. 

So our message is much the same as it’s always been.  Stay fully invested and broadly 

diversified.  Seek opportunities where prices (valuations) are lower.  Manage cost and 

manage risk.   

As Warren Buffet said, “Be fearful when others are greedy and greedy when others are 

fearful.”   This is not an obvious time of fear, so bargains are hard to find.  Markets have 

been “climbing a wall of worry” and we do not see a stock market bubble.  The fear-

induced Treasury bubble has burst, so this is not a time of irrational excess.  We are 

mindful of the biblical proverb: There is a time to sow and a time to reap.  It looks like a 

time to reap for private equity and real estate.  It is not as obvious where to sow. 

There may not be much fear in U.S. markets today, but there are always potential crises 

to worry about around the globe.  There are still a couple of million U.S. homes in or near 

foreclosure and rapidly rising student loan debt.  Europe continues to struggle with high 

unemployment and a “one-size fits none” currency.  Political tensions throughout Asia or 

the Middle East could boil over, but who can remember when that was not the case.  

Then there is always the potential for a true “black swan” event - an event no one 

foresees.  But we did not let the potential for crisis keep us out of financial markets in 

2013 and cannot let potential pitfalls paralyze us in 2014 as we seek areas of opportunity.   

Many economists are starting to agree that, barring something completely unexpected, 

the U.S. is entering a period of sustainable economic growth.  GDP growth may 

accelerate closer to its historic average of 3.5%.  With little evidence of inflation and low 

short-term interest rates expected well into 2015, if not 2016, there is good reason to 

believe that U.S. stocks can have a few more years of positive returns.  Bonds may 

continue to struggle in fits of rising rates, but until the Fed starts raising short term 

interest rates, the economic glide path looks clear.   

 

We wish you all a safe and happy New Year and a prosperous 2014. 


