
Third Quarter 2013 ReportThird Quarter 2013 Report

        In the Third Quarter the U.S. economy continued the pattern of the first half of the year  
_ modest, but uneven economic growth. Housing prices continue to increase with the Case-

Shiller 20-City Composite Home Price up 12.39% on a year to year basis through July 2013. 

The Institute of Supply Management (ISM) data showed a mixed picture with the 

Manufacturing Index trending up to 56.7 in September, but the Non-Manufacturing Index 

trending lower. Job growth was also relatively slow with 148,000 jobs added in September, 

169,000 in August and 64,000 in July.

Small capitalization stocks continue to out-perform large capitalization stocks with the Russell 

2000 up 10.2% for the quarter and 27.7% on a year to date basis. International stocks also 

did well with the MSCI-EAFE Index up 11.6% in the quarter and 16.6% for the year. 

Emerging markets showed signs of recovery with the MSCI Emerging Markets Index up 5.9% 

in the quarter, still down 4.1% for the year to date.  

       Despite tepid economic growth, investors 

continue to favor equities over bonds with the  

S&P 500 up 5.2% for the quarter and 19.79%   

for the year to date. Although the quarterly 

performance was strong, volatility returned with 

stock prices surging and retreating a number of 

times. In the end, industrials and materials stocks 

posted the highest returns for the quarter, partially 

led by improving growth in overseas markets. 
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Dear Valued Client:

       Interest rates trended up slightly during the quarter with the yield on the 10-year U.S. 

Treasury increasing from 2.49% on June 30 to 2.61% on September 30. Earlier in 

September, the 10-year Treasury yield reached 2.99%, but ultimately fell after the Federal 

Reserve announced after its September 18 meeting that it would not “taper” its purchase of 

U.S. Treasury and U.S. Agency mortgage-backed securities. The Fed's decision surprised the 

markets; the decline in interest rates after the Fed announcement resulted in most bond 

categories achieving positive returns for the quarter. The Barclay's U.S. Aggregate was up 

0.57% for the quarter, although still down 1.89% on a year to date basis. Long-term 

municipals and Treasuries continue to have negative returns for the quarter and year.  
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       The S&P 500 stands at 1,726 at the time of this letter, up slightly from 1,693 on Jul 15, 

2013, the date of our last letter. The operating earnings of the S&P 500 companies for 2013 

are expected by Standard & Poor's to be $109.67. Earnings for 2014 are expected to be 

$121.73.  At 1,726, the price earnings multiple is 15.7 times 2013 earnings and 14.18 times 

2014. These multiples compare to a 5-year average of 12.9 times and 10-year average of 14.0 

times. While we are still constructive on equities over the long term, we feel that certain stock 

prices have gotten ahead of fundamentals and that we should use this opportunity to reduce 

equity allocations where they are outside policy ranges.
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