
Dear Friends: 

The past year was an extraordinary time  
for US equities, as the economy saw 
improvements in housing, employment, 
manufacturing, and auto sales in the 
continuing environment of low interest 
rates. Although economic growth has 
lagged on a historical basis compared to 
previous economic recessions, US GDP 
growth climbed to an acceptable 3.2%   
rate in the fourth quarter versus the rather 
sluggish growth rate of 2.3% earlier in the 
year.  While the Federal Reserve has 
begun its long-awaited “tapering” of 
purchases of long-term securities (both 
Treasurys and mortgage-backed 
securities), it appears that there remains 
ample liquidity for businesses to reinvest 
in their capital stock so as to ensure 
ongoing economic expansion. 

 

There is talk of a “Great Rotation” of 
holdings in fixed income securities into 
riskier equity assets as personal balance 
sheets have been rebuilt and investors lose 
their reluctance to invest in the stock 
market. In fact, over the past few months, 
we have seen significant outflows from 

bond funds and new investments in stock 
funds. With short-term interest rates near 
zero and intermediate and long-term notes 
at historically low rates, bondholders are 
realizing that a .50% rise in intermediate 
bond rates could result in a loss of 2.5% of 
principal; similarly, a 1.0% rise could see 
a principal reduction of 5%.   

 

Prospects for US equities remain 
constructive in 2014, but we should 
expect increased volatility, the prospect of 
a price correction, followed by a return to 
equity appreciation. The US economy 
remains in recovery, but it is not immune 
to contagion from the weak European 
periphery, inflation and currency 
devaluations in foreign countries (see 
Argentina and Turkey) and a possible US 
political realignment with the 2014 
congressional elections.~  
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QUARTERLY REPORT 
KEY FACTS FOR 2014 

• Annual gift exclusion  
$14,000  

• Estate, gift and generation-
skipping tax exemption  
$5,340,000 

• Highest marginal estate tax     
rate 40% 

• IRA contribution limits  
$5,500, plus another  
$1,000 for those over fifty 

• SIMPLE IRA and 401(k) 
contribution limits  
$12,000, plus another  
$2,500 for those over fifty 

• 401(k) contribution limits  
$17,500, plus another  
$5,500 for those over fifty 

• SEP IRA contribution limits  
25% of compensation, max of 
$52,000 

• Top Federal tax rate is 39.6% 
on income over $406,750 
(single filers) 

Cordially,  

Kathy Wimmer, CFA, CIC 
President 
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2013—A VINTAGE YEAR FOR STOCKS  

Equity investors raised a toast to a 
joyous New Year as the broad based 
S&P 500 index enjoyed its best 
showing in the last sixteen years, with 
an annual return of 29.6%. Nine of the 
ten sectors of the 2013 S&P Dow 
Jones World Industry Groups were 
positive in 2013, with healthcare and 
consumer services leading the way, 
while basic materials languished with a 
negative 3.3% return. Commodities 
and mining have suffered, and will 
continue to suffer, as China slows its 
infrastructure expansion. The reduced 
Chinese  demand will lead to lower 
basic materials pricing and potential 
mine closures, exacerbated by 
overbuilding in the past ten-year super 
commodity cycle. 

 

With nearly half of the S&P 500 
companies having reported fourth 
quarter earnings, S&P Capital IQ 
reports that corporate earnings for 
large capitalization companies rose by 
5.8% on an annualized basis, versus 
nearly 9.0% in 2012. The revival of 
the financial industry greatly 
contributed to the earnings growth 
rate in 2012 while record regulatory 
fines and fewer home refinancings 
helped to slow the earnings growth 
rate in 2013. 

  

According to the most recently 
available data on house prices (the S&P 
Case-Shiller Index), 11 of 20 tracked 
cities saw the twenty-second 
consecutive monthly rise in home 
prices, with an overall year to year 
increase of 13.7%. The Los Angeles, 
San Francisco and Las Vegas 
metropolitan regions all saw annual 
growth in excess of 21%. In what may 
be a first, Cleveland and New York 
paired having the slowest annual 
growth rate at 6%. According to the 

US Census Bureau, “An estimated 
923,400 housing units were started 
in 2013. This is 18.3 percent 
(±2.9%) above the 2012 figure of 
780,600.” As positive as the overall 
housing market has been, we remain 
concerned that higher interest rates 
may stifle future demand and builder 
confidence may wane if 
unemployment persists at current 
levels. 

 

On a positive note, the fourth 
quarter Gross Domestic Product 
(GDP) growth rate came in 
surprisingly strong at 3.2%, 
compared to a 1.9% clip for the full 
year. The Federal Government saw a 
12.6% decline in consumption and 
investment in the fourth quarter, 
partially as a result of the sixteen day 
government shutdown. According to 
the Bureau of Economic Analysis 
(BEA), fourth quarter GDP growth 
was fueled by consumer 
expenditures, capital spending and 
exports rather than federal spending. 

  

The Unemployment Predicament: 
Job growth is mildly improving while 
the overall labor participation rate is 
contracting. The headline 
unemployment rate has fallen from 
north of 10.0% in 2008 to a current 
rate of 6.6% as of January, 2014. 
Only 113,000 new jobs were added 
in January, which still saw a one tick 
decline in the unemployment rate.  

 
Historically, jobs growth had to 
average 200,000 per month for stable 
employment growth. Less than 
200,000 new jobs a month used to 
translate into a rising unemployment 
rate. That is no longer the case. 
Today’s reality is that many 
unemployed are no longer counted in 

the official unemployment rate, as they 
have gone without work for 52 weeks or 
more, given up trying to land a new 
position or taking early retirement 
and/or disability. The January labor 
participation rate of 63% remains at a 
36-year low, with no signs of 
rebounding anytime soon.  

 

Auto sales continued to rebound in the 
United States, as the world’s largest 
manufacturer, General Motors, saw 
2013 sales accelerate 7% for the year. 
Ford took the checkered flag with the 
largest market share gain as 2013 sales 
revved up 11%. Even Chrysler had a 
model year 2013 as sales generated a 9% 
annual gain in 2013, the best in six 
years. The auto industry added nearly 
75,000 jobs, including suppliers, in 2013 
and Ford has already announced that it 
will add another 5,000 positions in 
2014. The rebound in the auto 
industry’s fortunes reflects consumers’ 
increased confidence, relatively low 
interest rates and, simply, pent-up 
demand as car owners needed to replace 
14-year old clunkers.~  
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According to S&P Capital IQ, “analysts 
currently expect the S&P 500 to earn 
nearly $119 per share in 2014 
compared with $109.46 in 2013.” The 
bullish consensus may be overly 
optimistic; the New Year brought 
indications that manufacturing growth 
may be slowing. The December ISM 
manufacturing report missed analysts’ 
projections by the largest margin since 
1999. A reading of 50 or above 
indicates continued economic 
expansion and the greater the number 
the larger the indicated economic 
growth. We will continue to focus on 
coming ISM reports to determine 
whether the economy is starting to 
slow or whether the December 
showing was simply a reflection of 
horrendous winter weather. 

 

The New Year has seen an erosion of 
investor confidence in Emerging 
Markets (EMs), as currencies have lost 
value, commodity prices have 
weakened and higher interest rates 
have risen to cast a shadow on the 
heretofore rosy prospects of 
developing countries. Emerging 
Markets should not be painted with a 
broad brush, as there are substantive 
differences from country to country. 
Nevertheless, one can be concerned 
with “contagion” as one sick country 
leads to another catching the economic 
flu. We think certain sovereigns are 
better positioned than others. For 
example, Mexico’s economy is tied to 
the US and Canada through the North 
American Free Trade Agreement. 
Mexico is not overly reliant on natural 
resources, although the country is 
welcoming foreign investment into its 
fledgling energy sector for the first 
time in nearly a century. On the other 
hand, there are countries like 
Argentina, which expropriate foreign 
holdings, provide unaffordable energy 

subsidies and maintain an over-valued 
currency. Consequently, Emerging 
Market exposure must be selective in 
nature. Morgan Stanley has named the 
“Fragile 5” economies including 
Turkey, Indonesia, Brazil, South Africa 
and India stating, "High inflation, 
weakening growth, large external 
deficits, and in some cases exposure to 
the China slowdown, and high 
dependence on fixed income inflows 
leave these currencies vulnerable,"  
 

We believe that returns from 
Emerging Markets over the long run 
should exceed earnings from the 
developed world, based on 
demographics and growth 
opportunities. However, we are wary 
of current prospects for emerging 
economies until greater clarity 
concerning policy adjustments and 
higher borrowing costs can be attained. 
The tapering of long term bond 
purchases by the Federal Reserve has 
had the unintended consequence of 
raising interest rates in Emerging 
Markets, as the liquidity of quantitative 
easing that had previously flowed to 
EMs begins to dry up. Therefore, we 
see the withdrawal of investments in 
EMs as a potential boost to US equities 
and bonds, as the US dollar strengthens 
and funds are reinvested in the world’s 
safe haven, the United States.~  

 

 

PROSPECTS 

We see the withdrawal   
of investments in EM’s   
as a potential boost to US   
equities and bonds, as the 
US dollar strengthens and 
funds are reinvested in 
the world’s safe haven, 
the United States. 
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Disclosure:  “Be careful about reading health books, you may die of a misprint.” Mark Twain   Keep that in mind as you read these 
articles.  We obtain data from sources we believe are reliable but they should not be relied upon for making life-changing decisions. 

We strive to optimize our clients’ financial well being by 
coordinating investment decisions with other professionals 

in the fields of taxation and estate planning. 

LOOKING AHEAD 

After a 30-year bull market in fixed 
income securities, many investors are 
worried that long-term interest rates 
will rise in the near future, with 
bondholders seeing a concomitant 
decline in the value of their bond 
holdings. Consequently, much has been 
written of the “Great Rotation”, 
whereby bond holdings are sold off and 
reinvested into equity markets. It is in no 
way certain that long-term interest rates 
will rise throughout 2014, as it is always 
possible that the Federal Reserve may 
judge the economy to be “fragile” and 
reverse the tapering of its mortgage and 
Treasury bond purchase program. The 
US bond market and the value of the 
dollar are the likely beneficiaries from 
ongoing turmoil, as investors very well 
may repatriate their foreign holdings to 
the US as the world’s “reserve 

currency”. On the other hand, should 
the US economy reach “escape velocity” 
from its currently moderate growth rate, 
it is also likely that the Fed could choose 
to accelerate its “tapering” policy in an 
effort to increase longer term interest 
rates. Regardless how future interest 
rates and policy develop, we think it 
remains prudent to hold high quality 
bonds for security and asset 
diversification. We also see decent 
returns in tax-free municipal offerings, 
after ferreting out the likes of Detroit, 
Stockton, Puerto Rico and San 
Bernardino. 

 

We remain constructive towards US and 
select international equities, as 
valuations seem reasonable and earnings 
continue to rise. The US and world 

economies appear positioned to grow. 
Trillions of dollars remain “on the 
sidelines“, in cash or low interest-bearing 
accounts, that could be rotated into 
equities. The energy revolution 
occurring in the US bodes well for 
industry and consumer alike. Healthcare 
is poised to see continued growth as the 
aging demographics of retiring baby 
boomers requires additional spending. 
Biotechnology is making great strides in 
developing new cures and therapies to 
battle cancer, diabetes, heart disease and 
ever-evolving virus strains. There 
remain ample opportunities for equity 
investors to continue to thrive in 2014, 
but one must be ready for volatility, as 
quantitative easing is relaxed and the 
world adjusts to the likely withdrawal of 
monetary stimulus policies by the 
Federal Reserve.~ 


