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First Quarter 2014 Market Commentary 

 
Here is an excerpt from our last quarter commentary:   
 
We still believe the United States offers the more attractive markets on the globe for a couple of reasons.  Russia 
reminds us of the instability that can be wrought in the international markets.  The United States markets are 
not expensive when viewed in an historical context.  J.P. Morgan Asset Management reports the 15 year average 
P/E for the S&P 500 is 16.2x.  As of the 4th quarter 2013, the P/E of the S&P 500 was 15.4x.  This 
suggests that the markets are not cheap, not over-valued, but more like “fairly valued”.  Finally, while we do not 
discount owning foreign equities via a good quality international equity or ETF, by owning the large cap section of 
the United States market you get the foreign exposure by virtue of where companies do business.  For example, 
companies such as Apple, Intel, Microsoft, GE, Caterpillar, Coca-Cola, McDonalds, etc.., all have substantial 
exposure to international markets. 
 
Investors were not disappointed with results from the stock markets as international markets 
continued to cause concerns for investors.  The conflict between the Ukraine and Russian 
backed separatists was in the news sparking concern about a possible larger conflict, especially 
with rebels shooting down a Russian transport flight killing more than forty people.  Meanwhile, 
Iraq was threatened by the militant ISIS group which claims to have captured nearly half of the 
country, threatening oil fields and fueling potential disruption of oil and gas supplies.  In the 
emerging countries such as India, severe water-shortages are wreaking havoc with plans to rev 
up the economy and improve daily living conditions.  China continued its land grab by building 
artificial islands in the South China Sea in order to extend its control in the area.  Finally in 
Brazil, the World Cup got underway and the reports of infrastructure shortfalls, while not 
encouraging, did not put a damper on the quality of the games. 
  

The Quarter and First Half in Review: Lessons From The Master 
 

It was another great quarter and first half of the year for the markets.  After the stellar 
performance of 2013 we had indicated in the fourth quarter 2013 commentary that great years 
can be followed by good years and so far 2014 is delivering.  It also has posed a challenge for 
investors who have doubts about the stock market and if it is a “house of cards”.  Since the 
March 2009 low, the Dow has tacked on 10,000 points leaving some investors out in the cold as 
they shunned the stock market completely.  To their credit, doubt is a part of investing and 
regardless of what we write in this commentary it is hard to change those views. 
 
So instead of trying to put our spin on the performance of the markets for the second quarter 
and first half of 2014, we reached back into the magazine vault and pulled out the November 22, 
1999 issue of Fortune Magazine.  That particular issue contained an interview with Warren 
Buffett the most widely acclaimed successful investor of our generation.  The article was long, 
but the kernel of his knowledge was summed up as follows:  The key to investing is not assessing how 
much an industry is going to affect society, or how much it will grow, but rather determining the competitive 
advantage of any given company and, above all, the durability of that advantage.  The products or services that 
have wide, sustainable moats around them are the ones that deliver rewards to investors.   
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Viewed as a “company”, investors have believed in the United States as a place where the 
sustainable recovery is taking place, with companies that have very good “moats” for products, 
services and earnings potential.  Employment, housing, auto sales and low interest rates have 
supported the recovery and look to continue that into the near future.  Supporting that analysis 
is that the S&P 500 has, over the past 10 years annualized at just above 7%, a reasonable return 
to be sure.  While no one can always call the movements of the stock market, the lesson is 
obvious.  Building wealth takes time and patience and you must at least participate in the 
markets to achieve those goals.   
 
April:   
 
March had ended with a rally in the Dow that pushed it back to within 119 points of the 2013 
close.  Fueling that gain was, the fact that U.S. employers had added 175,000 workers in 
February continuing a trend of employment gains.  The first week of April did not disappoint 
with private payrolls increasing by 192,000 and the unemployment rate remaining at 6.7%.  
Perhaps the winter weather that put everything on “ice” was indeed thawing and employers, and 
consumers, were looking to make up for lost time.  Economic activity continued to be the focus 
for investors as they looked for any sign of weakness in the economy.  They got the news they 
were looking for as initial jobless claims fells to 300,000 while the Producer Price Index 
increased in March by 0.5%.  While the initial jobless claim’s was welcomed news, the fact that 
inflation was starting to stir gave investors a momentary pause.  Equity markets for the week 
posted one of their worst showings in some time with all of the major averages giving back more 
than 2%.  The only bright spot was emerging markets as the MSCI Emerging markets bucked 
the trend by rising 2.2%.  By the end of the month economy activity continued to be positive as 
housing starts increased to 946,000, one of the best showings in the past quarters.  For the 
month of April, the S&P 500 finished up 0.74% (.0074). 

May:   
 
“Sell in May and Go Away” arrived and with the S&P 500 up 2.28% year-to-date through the 
end of April, investors were wondering if they should be invoking this investment strategy.  
Pending home sales, the S&P/Case Shiller Home Price Index and Consumer Confidence all 
came in positive, providing new fuel to the bull market.  Pending home sales increased 3.4%, the 
home price index increased 0.8%, and consumer confidence, while lower, was still a strong 82.3.  
The Federal Reserve continued to taper announcing another $10 billion reduction in the 
purchase of bonds.  Finally, vehicle sales increased to 16 million on an annualized basis, a level 
not seen in several years.  Unemployment fell to 6.3%. 
 
Through the middle of the month the economic news continued to support the market with 
initial unemployment claims decreasing to 297,000 and housing starts jumping 13.2% to 1.1 
million new home starts.  That pushed the S&P 500 to 2.4% year-to-date return.  The continued 
dovish tone of the Federal Reserve kept the 10-year Treasury note low, perhaps contributing to 
the increase in housing starts and sales.  During the last week of the month existing home sales 
increased 1.3% over April, and new home sales were above expectations at 433,000 units.   
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For the month of May, had an investor sold before the month was out they would have missed 
out on a 2.35% rise in the S&P 500 index, and a year-to-date return of 4.96%. 
 
June:   
 
The release of the first quarter GDP showed the U.S. economy contracted 1.0%; partially due to 
the weather that affected the U.S.  A closer read of the numbers suggested that the main source 
of downward revision was a slower pace of inventory accumulation than first estimated.  This 
coincided with consumer spending decreasing 0.1%, but with overall consumer confidence 
increasing, the weather seems like a more plausible excuse.  May employment continued a string 
of strong reports with 217,000 jobs added, the fourth consecutive month where more than 
200,000 jobs have been added.  That was the first time since January 2000 that had occurred.    

June ended with a couple of rocky days as the broad markets experienced a few 100-point 
declines.  Comments from members of the Federal Reserve seemed to bolster the case for 
continued low rates and a slow recovery, with St. Louis Fed President James Bullard suggesting 
that the Fed could start raising rates during the middle of next year.  June ended with good news 
on the employment front with employers adding 281,000 jobs in December.  The S&P 500 
produced a 2.07% return for the month of June, and a year-to-date return of 6.0%.  It was a win 
for the “hold in May and stay in it” crowd. 

DOMESTIC EQUITIES 
  

Index Returns for the Quarter YTD 
S&P 600 Small Cap 1.7% 2.6% 

NASDAQ Composite 7.4% 7.7% 
Dow Jones Industrial Average 2.2% 1.5% 

S&P 500 Index 4.7% 6.0% 
         (Returns are without dividends.  Period Ending 06/30/2014.  Source:  Morningstar and spindices.com) 
 
 
Company  Percentage Weight       Year to Date 2014   
 
S&P 500                  6.0%    
Energy    10.9%    12.9%   
Materials     3.5%      8.6%    
Industrials   10.5%      4.0%   
Consumer Discretionary 11.8%                  0.6% 
Consumer Staples    9.5 %                 5.2%  
Health Care   13.3%     10.6%   
Financials   16.1%      5.0%    
Technology   18.8%      8.9%   
Telecommunications    2.4 %                    4.3% 
Utilities      3.2%       18.7%     
 
Source:  Standard and Poor’s (www.spindices.com) 
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Style Return Box for the Second Quarter 2014 
 

 VALUE  CORE    GROWTH 
 

LARGE 
 
 

4.4% 4.7% 5.7% 

MID 
 
 

5.8% 4.4% 2.9% 

SMALL 2.1% 2.1% 1.7% 

Information provided in the above chart represents the quarterly returns of the S&P indexes of iShares  
Class of funds with dividends reinvested. 

 
INTERNATIONAL 
 
The international markets staged a mixed comeback with certain markets around the globe.  
While the consensus is still out as to whether international markets still hold opportunities, a 
review of selected regions reaffirm that the international stock market is a “market of different 
countries”.  The issue becomes how much of an investor’s portfolio should be committed to the 
international market?  The advantage to the investor is that by adding international and emerging 
markets to the portfolio they pick-up companies not represented in the standard domestic 
indexes of the S&P 500, Nasdaq and Dow.  While we exist in a global society with multi-national 
corporations, owning areas of the world that provide exposure to fast-growing companies is a 
prudent exercise. 
 
What has held back investors from fully committing (i.e. putting 10-15% of a portfolio to work 
in international), has been the civil unrest in Russia and the Ukraine, the unrest in the Middle 
East and the fact that the United States market has provided investors with impressive returns.   
Year to date through June 30th the S&P 500 index is up 6% and up over 24% on a year-over-
year basis.  In comparison, the best performing international index is the S&P India Select 
Index…up 14.84% year-to-date, and it just beats out the S&P 500 by 1% on a year-over-year 
basis.  In Europe the best year-to-date performance can be found by owning the Turkish 
index…up 18.99% year to date, but up only 6.58% year-over-year. 
 
The unevenness of returns, the instability of regions and the complexity of business laws across 
regions makes international investing tricky.  We have been underweight international positions 
in client portfolios for the past couple of years, preferring to over-weight the United States 
relative to the rest of the world.  It has worked as the U.S. markets have staged an impressive 
recovery.  We will continue to evaluate the international markets and suggest opportunities in 
the emerging and developed markets to increase weighting in portfolios.  We are still, however, 
partial to the U.S. economy and the revolutions taking place in technology, healthcare and 
energy. 
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FIXED INCOME 
 
Once again the bond market defies critics and posts impressive gains for the second half of the 
year.  With interest rates remaining low, and investors continuing to seek out yield, fixed income 
has been the place to make some nice gains with low volatility.  The S&P AAA Investment 
Grade Corporate Bond Index posted a year-to-date gain of 5.02%, for the quarter it was up 
2.29%.  In the junk part of the bond world, the S&P US Issued CCC and Lower High Yield 
bond index, was up 6% for the year, and up 3.01% for the quarter.  On the tax-exempt side of 
the fixed income world, the returns were as impressive.  On the short-end of the curve, the S&P 
1-5 Year National AMT-Free Muni Bond Index was up 0.89% for the year, while the broader 
S&P National AMT-Free Muni Bond Index was up 5.92% for the year.  That’s simply an 
incredible number.  On a tax-adjusted basis (assuming a 30% tax bracket), that is an 8.45% 
taxable equivalent return….which beats the S&P 500 index for the year-to-date! 
 
Can this go on?  Certainly not as we recall the age-old investment adage “trees do not grow to 
the sky”.  Eventually rates will rise in response to economic activity, inflation and the dictates of 
the Fed.  The Fed has indicated rates will stay low through 2016, although some have suggested 
2015 might be the year they begin to raise rates.  Regardless, what drives the bond market is 
investor appetite for yield, corresponding corporate profits (which allow corporations to borrow 
money at low rates…which is good for the balance sheet), international unrest (we are still the 
best market when the world rumbles), and the economic recovery which has improved the 
balance sheets of municipalities across the country.   
 
What should investors do with their fixed income?  Again we are a broken-record on the subject 
but the best way to avoid being driven into the ground is to manage quality and duration.  Note 
the difference in returns between AAA and CCC…only 1% for the year.  That cannot last and as 
the yield spread narrows, there is more risk for the junk side of the equation since investors are 
not adequately compensated for the risk they are taking on.  Corresponding to that is the 
duration, or volatility measure of a bond and bond fund.  We have been consistent that staying 
around the 5-year duration mark is a comfortable spot on the yield curve.  Investors can 
“stretch” out a bit, but eventually when rates rise the tide will go out and, as Warren Buffett says, 
“we will see who is swimming naked”. 
 
EQUITIES 
 
What else can be said about this market that the returns for the quarter and the year have not 
already said?  We mentioned in the fourth quarter 2013 commentary that a great year can be 
followed by a good year, and so far that is playing out.  However, we also remember the “bi-
polar” market of 2012, where the first half went nowhere and the second half pulled off a huge 
gain in the market with the S&P 500 finishing up 16% that year.  The same can happen in 2014 
given geo-political events that can shake the foundation of investor confidence. 
 
We are impressed with the rally in the economy and the rally in the technology sector of the 
market.  After 14 long years, the Nasdaq is back to within 1,000 points of its all-time high.  
Fourteen years!  The tech crunch of 2000-2002 is still impacting investors to this very day as 
those stocks certainly got ahead of the market (who can forget pets.com or webvan.com?).  The 
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internet back then was not ready for “prime time”.  Today, it is and the kids that grew up in the 
technology era are the users of services such as Uber, GoPro, Twitter, Facebook, Vine, etc…  It 
is the technology generation and they are embracing it because it allows them to work remotely 
and to have a life.  They are no longer chained to a desk.  They can be productive and enjoy a 
lifestyle their parents never dreamed was possible. 
 
This technological revolution has impacted corporate balance sheets by leveraging the 
productivity which has a counter-impact on jobs.  Technology allows for greater productivity 
with fewer workers which means the cycle of “creative destruction” forces workers to retrain 
and retool for the 21st century workplace.  This creates winners and, unfortunately, it will create 
those that cannot adapt and are left behind.   
 
It also means new discoveries such as horizontal drilling, healthcare discoveries and energy 
revolution for all types of energy, both fossil and clean.  Our preference over the past few years 
has been to underweight the international market in favor of the U.S. stock market.  The United 
States continues to lead the economic recovery while many countries are still mired in working 
their way out of an economic slump. 
 
We understand that the trend will not continue indefinitely, at some point the international stock 
markets become more attractively valued versus the domestic market.  We temper the 
excitement of “talking heads” to increase international exposure due to the unstable geopolitical 
landscape currently dominating the news.  If one believes the unemployment number is under-
stated in the United States, so much the more in Europe and developing countries whose 
recoveries lag ours by several years. 
 
Manager Monitoring:  No issues to report this quarter. 
 
 
IN SUMMARY  
 
The S&P 500 completed the longest stretch of quarterly gains in 16 years…a stretch not seen 
since 1998.  It hit all-time highs several times during the quarter despite the conflicts flaring in 
Iraq and the Ukraine and weaker-than-expected economic data.  Stocks worldwide have enjoyed 
a rebound as stimulus from the European Central Bank and Japan have boosted stock prices.  In 
Japan Prime Minister Abe said deflation has ended and will be thwarted by new government 
policies designed to encourage business expansion.  The ECB unveiled a huge stimulus package 
designed to goose the economy and get consumers spending. 
 
The FOMC said it expects the benchmark interest rates to remain near zero for a “considerable 
time” after completing a bond-purchase program set to end later this year.  Tempering this view 
was Fed Bank of St. Louis President James Bullard who said rates could rise starting in the first 
quarter of 2015.   
 
Economic activity continues to impress.  According to Bloomberg news, S&P 500 companies 
probably grew 5.2 percent during the second quarter while sales rose 3.2 percent.  Mergers and 
acquisitions are showing life.  With corporations flush with cash, companies are on an 
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acquisition binge as they expand market share.  Bloomberg reports about $528 billion worth of 
deals have been announced in the second quarter of 2014, the most since June of 2007.  Across 
the board economic measures regarding home sales, car sales, employment, corporate 
profitability, inflation and interest rates remain in a favorable position to support increased 
equity prices.   
 
How should an investor translate all this information?  Well, looking back over the years, and 
considering the markets we have managed client portfolios through, investors need to take the 
long-view of investing in the stock market.  Try to tune out the noise of “get rich” pitches and 
invest with good quality mutual fund managers and index funds that focus on companies who 
are growing earnings, market share and, if possible, paying a nice dividend.  Avoid timing the 
markets because you have to be “right twice”…when to get out and when to get back in.  
Nothing proves this more than those investors who in March of 2009 held pat and did not 
panic.  They have been rewarded with a 10,000 point gain in the market.  Economic activity 
cannot be ignored; the facts are that the global economy is on the mend but nowhere more than 
here in the United States. 
 
 

Integer Wealth Advisors Group, LLC 
 
Atlanta Office:      Philadelphia Office: 
3440 Blue Springs Road, Suite 403   790 Penllyn Blue Bell Pike, Suite 203  
Kennesaw, GA., 30144     Blue Bell, PA., 19422 
(o) 770.974.2787     (o) 215.643.6490 


