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Fourth Quarter 2013 Market Commentary 

 
Here is an excerpt from our last quarter commentary:   
 
 Government uncertainty is running high and has introduced market volatility, but economies and markets appear 
to be moving in the right direction.  Tapering is an indication that the U.S. economy is continuing to recover.  
Interest rates continue to be stable and returning to normal levels.  Just because the market hits a high mark does 
not mean the market will drop the next period.  According to Russell Investments, most of the 62 market 
“peaks” since 1995 don’t look like peaks when considered in a historical context.  The current market P/E 
ratio of 16.9 (end of third quarter 2013), does not look over-valued when compared to the average P/E ratio 
since 1995 of 19.8. 
  

The Panic That Wasn’t 
 

And just like that the announcement the world had waited for came and went and we all 
survived.  We are speaking about the most anticipated December Fed Meeting in recent memory 
and their decision to being the “tapering” by reducing the amount of bond purchases by $10 
billion dollars per month.  The only crying that was heard on Wall Street was from the fixed 
income desk of Goldman Sachs and the trader that takes the Fed’s phone call to buy their 
allotted amount.  His or her commission was slashed just before Christmas…that “Grinch” 
definitely stole some Christmas cheer. 
 
The Fed learned from their bungled attempt earlier in the year to prepare the markets for the 
eventual slowing of bond purchases.  This announcement had the right effect as investors 
switched (in our opinion) their thoughts about the taper from “don’t do it”, to “enough already 
and let’s get going”.  We believe had the Fed not begun the process investors would have 
headed for the doors and driven the markets lower…they understood that the Fed was partially 
responsible for a banner 2013 in the markets and wanted news that the economy was growing 
and capable of sustaining itself. 
 
The Fed delivered the goods, along with a report that revised GDP for the third quarter to a 
4.1% growth rate, from a previously reported 3.8%.  Unemployment claims dropped as well to 
give a boost to the “Santa Claus Rally” that gripped Wall Street.  There was, however, one other 
item that really caught our attention.  The yield on the 10-year Treasury at the end of December 
was standing just below 3%, a level most market-watchers suggested could de-rail any market 
rally. 
 
But on the way to new market highs, investors shrugged off the move to 3% as a sort of 
confirmation that the economy was indeed on a solid mend.  We will not know for sure until a 
full post-mortem is done on the QE program, but investors seem to be comfortable with the 
following “facts-in-evidence”:  The economy is on the mend; Washington is working together 
on important items such as the Budget; mid-term elections are coming; the markets can go 
higher despite bond yields that move higher.  Perhaps as we near the fifth year anniversary of the 
market lows in March of 2009, investors are finally getting comfortable with the road to 
recovery. 
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October:   
 
There is nothing like a government shut-down to start the final quarter of the year off on the 
wrong foot.  The markets had already taken a breather with the S&P 500 falling 4% since hitting 
a new high in September.  The 10-year Treasury yield moved to 2.63% as investors tried to 
evaluate the impact of the shutdown.  Despite the ineffectiveness of Congress, corporations 
continued to report good earnings as Alcoa’s earnings sent the stock up 3% on their outlook for 
2014.  October 10th saw the stalemate between Democrats and Republicans thaw as House 
Speaker Boehner indicated the Republicans would offer a temporary hike in the debt limit in 
exchange for budget talks.  Investors responded and immediately drove the Dow up 323 points, 
or 2.2% to close at 15126, the first close above 15000 in four days.  The yield on the 10-year 
Treasury continued to move higher closing at 2.694%.   
 
Corporations continued the good earnings news trend with Google and General Electric 
topping expectations.  This along with the news that the Government shut down was ending 
sent stocks higher yet again.  Investors quickly turned their sites to the Federal Reserve meeting 
to take place October 29-30.  Expectations were for a taper of their bond-buying, something 
that had yet to fade from their memories when the Fed last tried to position for an exit back in 
May.  The announcement was favorable for those wanting more easy-money as the Fed kept in 
tact their bond buying program.  The Dow finished the month solidly above 15600. 
 
 November:   
 
Stocks continued their advance in the first week of November with the Dow reaching 15746.88.  
The S&P climbed to 1770.49 while the Nasdaq Composite slipped slightly to 3931.95.  Better-
than-expected economic data from Europe helped support the markets while the debate on 
“tapering” continued to dominate the news.  Helping the debate on the subject was the Labor 
Department’s announcement that U.S. employers added 204,000 jobs last month, defying 
expectations for weaker hiring amid the shutdown and debt-ceiling fight.  The jobless rate ticked 
up 0.1 percentage points to 7.3% largely due to the shutdown. 
 
The Dow finished the week slightly higher but the rash of good news was overshadowed by 
Federal Reserve minutes that indicated officials might begin winding down bond purchases in 
the “coming months”.   While that should not have been newsworthy, investors took time to 
digest the impact of the taper in light of the advances made by the Dow over the past few 
weeks.  Since the beginning of November the Dow had reached as high as 15900, and by 
November 22nd investors seemed to be comfortable with the Fed’s view on tapering.  They 
promptly bid stocks higher with the Dow closing at 16064.77, while the S&P closed at 1804.76 
and the Nasdaq Composite reached a new high of 3991.65.  With the holidays approaching, 
investors were wondering if a “Santa Claus” rally was in the cards for 2013. 
 
December:   
 
Pending home sales edged up 0.2% in November, its first gain in six months, (albeit small) 
indicating stabilization in contract signing activity.  The National Association of Realtors noted 
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stronger job creation and household formation bodes well for contract signing in 2014.  The 
NAR expects existing home sales to be near flat at 5.1 million units in 2014 and rise to about 5.3 
million units in 2015.  Prices are projected to rise 5% to 5.5% in 2014 and another 4% in 2015. 
 
The Business Barometer jumped 1.6% last week, the most in a year, to 99.1, its highest reading 
since July 2008, reflecting the strengthening of the economy at year end.  The advance suggests 
the negative impact from the government shutdown in the beginning of the quarter was likely 
limited and temporary and economic growth in Q4 may surprise to the upside. 
 
Third quarter GDP grew at 3.6% in the U.S. according to a new estimate from the Commerce 
Department released in early December.  The new estimate was much higher than the initial 
2.8% growth reading and above the 3.2% level expected by economists.  The upward revision 
was driven by an increase in the size of inventories held by businesses. 
 
Initial unemployment claims fell by 23,000 to 298,000, well below the 320,000 claims expected 
by economists.  With this good news on the economy, the Dow finished at 16026, steady with 
its November finish.  The middle of December saw a pullback in the equity markets on concerns 
of the “taper” by the Fed.  The Dow was knocked down 200 points to close at 15885 in the 
middle of the month, while the S&P 500 shed 1.6%, marking its first two-week loss since early 
October. 
 
Investors got another batch of economic news showing U.S. industrial production in November 
surpassed its pre-recession peak.  Industrial production increased 1.1% from the prior month 
which was the biggest jump in a year.  The stage was set for the final chapter of the 2013 
markets…would the Fed taper or not? 
 
Most market watchers suggested a slight amount of tapering would be acceptable given the 
strong economic news.  The Fed delivered with a $10 billion per month taper, and would keep 
interest rates low at least through 2015 as economic conditions warranted.  In the “good news is 
bad news” world of Wall Street, this was truly “good news is good news”.  Investors took the 
message that the economy was on the move again and stocks were the place to be….Santa Claus 
had shown up just in time.  The Dow closed at 16576.66, the Nasdaq Composite at 4176.59 and 
the S&P 500 at 1848.36. 
 

DOMESTIC EQUITIES 
  

Index Returns for the Quarter YTD 
S&P 600 Small Cap 9.8% 41.3% 

NASDAQ Composite 10.7% 38.3% 
Dow Jones Industrial Average 9.6% 26.5% 

S&P 500 Index 9.9% 29.6% 
         (Returns are without dividends.  Period Ending 12/31/2013.  Source:  Morningstar and spindices.com) 
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Company  Percentage Weight       Year to Date 2013   
 
S&P 500                  32.3%    
Energy     10.3%      22.3%   
Materials      3.5%      22.7%    
Industrials   10.9%      37.6%   
Consumer Discretionary 12.5%       41.0% 
Consumer Staples    9.8%      26.1%  
Health Care   13.0%      38.7%   
Financials   16.2%      35.6%    
Technology   18.6%      26.2%   
Telecommunications    2.3%           6.5% 
Utilities      2.9%          8.8%     
 
Source:  Standard and Poor’s (www.spindices.com) 
 
 
Style Return Box for the Fourth Quarter 2013 
 

 VALUE         CORE      GROWTH 
 

LARGE 
 
 

31.7% 32.3% 32.5% 

MID 
 
 

34.0% 34.5%       32.5% 

SMALL 39.7% 36.1%  42.6% 

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

 
INTERNATIONAL 
 
It has been a long slog for international markets to keep up with the performance the U.S. equity 
markets.  Much like the Fed has done here the European Central Bank (ECB) has helped with 
liquidity injections to help keep the wheels of commerce moving forward.  Inflation has 
remained tamed which leaves more room for the ECB to intervene should the economic activity 
in the Euro-markets not respond accordingly.  Unemployment in some member countries 
continues to be a concern and this alone suggests monetary intervention could be in the offing. 
 
Greece continues to lead all EU members with unemployment approaching 27%, followed by 
Spain (26%), Portugal (16%, Ireland (13%) and Italy (12%) (the so-called PIIGS).  With Europe 
having just experienced its second slight recession since 2009, perhaps there is pent-up demand 
from consumers to start the economic engines once again.  In November, however, S&P cut 
France’s credit rating by one notch to double-A noting “we believe the French government’s 
reforms to taxation, as well as to product, services, and labor markets, will not substantially raise 

http://www.spindices.com/�
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France’s medium-term growth prospects.”  That certainly threw some cold water on any 
potential rebound in Europe and, perhaps, why the ECB cut its main policy rate 25 basis points 
to a record-low 0.25%. 
 
Meanwhile, in Asia economic growth seems to be back on track as GDP in China rose to 7.8% 
according to China’s National Bureau of Statistics.  The official target is 7.5% for the year and 
what causes some concern is that the GDP growth rate is always within a few decimal points of 
the official target – every quarter!  
 
In December the Manufacturing Purchasing Managers Index slipped to 50.5 from a final reading 
of 50.8 in November, although it was still above the key 50-level that separates growth from 
contraction.  Supporting the growth in China was a report that the top 20 growth stocks in the 
emerging markets, those large-cap growth companies catering to middle-class consumers, gained 
52% by late October according to Bank of America Merrill Lynch.  Clearly, the world economy 
was trending in the right direction. 
 
FIXED INCOME 
 
Back on October 10th of this year we sent a client communiqué regarding the Dow gaining 323 
points on the single best day since January of 2013.  That was the day the government shut-
down was announced to be ending.  Looking back on the message there was one line that seems 
poignant today:  “That is why we keep our eye firmly on the 10-year Treasury bill; it is the 
“canary in the coal mine” for fear.  Our point of that message was that if investors had feared 
the Government was going to default on their payments, the 10-year (and all bonds for that 
matter) would have tanked and yields soared.  But they did not.  The 10-year finished that day 
around 2.64% 
 
Fast forward to the end of 2013 and we see the 10-year Treasury at 3.0%, but the stock market 
has powered higher in the “Santa Claus” rally of December.  Shouldn’t investors fear a 3% 10-
year?  Not necessarily for a couple of reasons:  First, most investors have repositioned their fixed 
income portfolios to the shorter-end of the duration curve in anticipation of rates moving 
higher; second, as rates move higher investors can tactically shift to capture yields as they feel 
comfortable with the improvements in the economy, and third, the rate of inflation is tame 
keeping real yields far below average levels. 
 
INFLATION 
 
Not much has changed since last quarter on the subject of inflation.  Despite the Fed’s best 
efforts to engineer some inflation for the economy, it has failed to materialize in 2013.  This is 
not to say there won’t be inflation in the future as a result of all the economic stimulus the Fed 
and ECB has injected into the system.  Wage growth has to pick-up in order for demand to pick-
up and start prices moving higher.  It simply seems to us that consumers were so impacted by 
the financial crisis of 2008-09 that they have yet (if ever) to return to those heady days of 
borrowing and spending.   
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EQUITIES 
 
In a nutshell, stocks had a banner year with the S&P 500 posting its best gain since 1997.  If you 
take a moment and go up a few pages to the Sector breakdown of the S&P 500, this is 
confirmation that 2013 was indeed a great year.  No sectors posted a negative return and with 
the exception of the high-yielding stocks found in utilities and the telecommunications sector, 
no other sector produced a return below 20%.  Historically in the market, great years (and 2013 
was a great year) are followed by “good years” (positive return but in more modest amounts) 
and 2014 should prove that out on a number of points.   
 
First, it is a mid-cycle election and politicians of all stripes generally figure out that the electorate 
wants to see action versus inaction.  This is why the House and Senate, in our opinion, were able 
to broker a bi-partisan budget deal that averted another government shutdown.  Unlike the last 
shutdown of the government in the early part of the fourth quarter, investors have what they 
always need…certainty.  Cross that issue off the list. 
 
Second, the market has embraced the fear of a rising 10-year Treasury and/or rates of all stripes.  
Investors in the know were smart to reduce their duration exposure and get positioned along the 
yield curve where rising rates would do little damage.  Further, investors understand that if rates 
are rising because of improving market conditions then the gain they receive in equities will 
more than offset the paltry returns they might receive on their fixed income portfolios.  In short, 
fixed income becomes a more comfortable vehicle for investors now that they understand the 
relationship between yields and price.  They recognize that a rising yield curve could be a benefit 
to them vis-à-vis rising interest rates paid on checking and savings accounts.  This all works 
especially well when the stock market is confirming a solid economic rebound. 
 
Third, despite rising interest rates home prices are no longer plunging and defaults have seemed 
to slow.  Data through October 2013, released today by S&P Dow Jones Indices for its 
S&P/Case-Shiller1 Home Price Indices, the leading measure of U.S. home prices, showed that 
the 10-City and 20-City Composites posted year-over-year gains of 13.6%. This is their highest 
gain since February 2006 and marks the seventeenth consecutive month that both Composites 
increased on an annual basis.  
 
In October 2013, the two Composites showed a small gain of 0.2% for the month. Eighteen 
cities posted lower monthly rates in October than in September. After 19 months of gains, San Francisco 
showed a slightly negative return. Phoenix held onto its streak and posted its 25th consecutive increase. 
 
Fourth, employment has finally found its footing and jobs seem to be coming back into the 
marketplace.  We will see what the impact of the budget compromise has in store as nearly 1 
million workers lose their final unemployment benefits as of the end of 2013.  Will they be able 
to find meaningful work in their field of endeavor, or will they swell the ranks of part-time work 
in order to make ends meet?  Time will tell how those numbers will shake-out.   
 
Finally, the stock market itself simply suggests that stocks are the asset class to own for the long-
term investor.  Are stocks in a bubble?  Will 2014 be a down year versus an “up” year?  We 
cannot be definitive, but we can offer some insight on the subject of investing.  You cannot time 
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the stock markets and a diversified portfolio of equities and fixed income over the long-term 
provides for a reasonable rate of return for the prudent investor.  Within the portfolio we can 
make tactical shifts (i.e. more growth oriented stocks versus income producing stocks), or 
strategic shifts (i.e. adjusting the allocation of stocks, bonds and cash) but we cannot know the 
exact time to get into and out of the stock market over a long-term basis. 
 
Manager Monitoring:   
 
No issues to report. 
 
IN SUMMARY  
 
There are events in the history of the markets that you can point to and say “that had a material 
impact on investors”.  One was the 2000-2002 market drop which saw a three-year losing streak 
take portfolios down 40%, and the NASDAQ exploding in a quasar not seen since the 
beginning of the universe.  The other was the 2008-09 financial crisis that hit investors of all 
stripes regardless of whether they owned stocks, bonds or real estate.  The carnage was far and 
wide….and the impact psychologically was deep. 
 
As we approach the fifth year anniversary of the low point of the 2008-09 financial crisis 
investors who stayed the course will marvel at the rebound in their portfolios.  The stock market 
is a dynamic conflagration of “fear and greed”, a zero-sum game where there are real winners 
and real losers.  It doesn’t seem fair that it should be this way, but that is one of the dynamos of 
capitalism.  The smart investor weighs the probabilities of their investments and attempts to 
spread their risk among various asset classes, recognizing that it is a long-range philosophy of 
investing that wins the day.   
 
Here’s how Russell Investments views the 2014 global economic and market outlook: 
 
United States – Economic Outlook 
• Predict 2.9% real GDP growth 
• Modest inflation of 1.9% 
• Stabilization of housing 
• Above consensus employment gains projects (+230k/month) 
 
United States – Market Outlook 
• Forecast modest price appreciation as economy validates strong 2013 stock market gains 
 
Eurozone – Economic Outlook 
• Predict 0.5%-1% Eurozone GDP growth 
• Gradual and modest recovery in demand 
• Reduced austerity 
• Concern about banks 
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Eurozone – Market Outlook 
• European stocks attractively valued with potential for upside; significant risks remain. 
 
Asia – Economic Outlook 
• Predict 7%-8% GDP growth in China 
• Forecast 1.6% GDP growth in Japan 
 
Asia – Market Outlook 
• Pockets of opportunity in select Asian emerging markets 
• Decelerating growth and inflation threatens return potential 
 
What, then, should investors do as they sit at the beginning of another new year with the stock 
market at all-time highs?  Our advice is concise: 
 

• Review the asset allocation and make sure it meets your risk/return expectations 
• Re-balance as needed to maintain your allocation 
• Avoid the fads 
• Focus on after-tax returns in those taxable portfolios and strive for growth in retirement 

portfolios 
• Most importantly, manage fear and greed. 

 
 

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 
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