
 
 

 
 
 
      
October 15th, 2013 
 
 
Dear Valued Client, 
 
Over the past few years, investors have been 
continually confronted with uncertainty. This year has 
proven no different. Often, these uncertainties come 
from the economy itself. Other times, they come on the 
political front as politicians, both here and overseas, 
wrangle over the best course to recovery. This can be 
stressful for investors.  
 
As mathematically based stewards of wealth, we are 
reminded of a quote we have used before in these 
letters. Famed investor and proponent of common 
sense  investing,  Benjamin  Graham  once  said,  “In  the  
short-term the markets are a voting machine. In the 
long-term they  are  a  weighing  machine.”    The  
outcomes of votes are often emotionally charged, 
potentially biased and subject to wild swings. 
Weighing is more often a quiet and mathematical 
process and is more likely to come to an accurate result.   
 
Through the volatility of the political and Fed policy environment, investors continued to weigh the improving 
economy. Corporate earnings, often the truest value of a stock, generally came in above expectations. 
Employment improved. In the end, the S&P 500 recovered its footing and notched a gain of 5.2% for the 
quarter. 
 
Domestic Equities: As is often the case, the initial knee-jerk reaction is often the wrong choice. As time 
passed, the markets came to grips with the potential for less government stimulus. After all, a stronger 
economy with lower unemployment is likely better than a weak economy on perpetual life support. As 
investors accepted this, the advance resumed. The S&P 500, referenced above, rose 5.2% for the quarter. For 
2013, the index has jumped 19.8%. Smaller stocks did even better.  The Russell 2500, a measure of small and 
mid-sized domestic stocks, advanced 9.1% for the quarter. For the year, it has bolted to a 25.9% gain.   
 
International Equities: Foreign stocks have also had their share of economic uncertainty and political intrigue. 
There  has  been  a  seemingly  unending  series  of  governmental  reorganizations  and  “crucial”  austerity  votes  in  
the European Union. It is not likely that these economies will remain challenged forever. In the interest of 
weighing investment  options,  one  must  remember  that  of  the  world’s  25  largest  companies  by  2012  revenue,  
17 are domiciled in Europe and Asia. As each crisis faded, foreign stocks marched forward. The MSCI EAFE, 
an index of developed foreign markets, gained 11.6% for the third quarter. For 2013, the advance has been 
16.1%. Emerging market stocks have been weighed down by a potential slowing Chinese economy.  Still, for 
the quarter, the Emerging Market Index was up 5.8%. This was not enough to push the index into the black for 
the year. It remains down 4.4% year-to-date. 
 
Fixed-Income:  In  late  May,  Ben  Bernanke  said  the  Fed,  “might  consider  tapering”  monetary  stimulus.  It  did  
not take long for investors to notice. Bond funds, long the darlings of many investors, were beset by the largest 
redemptions in years. At the start of the third  quarter,  many  began  to  rethink  Bernanke’s  words.  The  “might  
consider  tapering”  language  did  not  sound  like  an  immediate  withdrawal of the punch bowl at the fixed-

% Return as of 09/30/2013 
Equity Indexes 3rd Q YTD 3 Yr 
S&P 500 5.2 19.8 16.3 
Russell 2500 9.1 25.9 18.4 
MSCI EAFE 11.6 16.1 8.5 
Emerging Market 5.8 -4.4 -0.3 
Wilshire REIT -3.0 2.7 12.5 
Bond Indexes    
TIPS 0.7 -6.7 4.0 
Aggregate 0.6 -1.9 2.9 
Governments 0.1 -1.9 2.1 
Mortgages 1.0 -1.0 2.6 
Investment Corporate 0.8 -2.6 4.4 
Long Corporate 0.0 -7.4 5.4 
Corporate High-Yield 2.3 3.7 9.2 
Municipals -0.2 -2.9 3.2 
Cash Equivalents    
3-Month T-Bill 0.0 0.1 0.1 
Consumer Price Index 0.7 1.0 2.3 



income party. As fears waned, fixed-income stabilized.  The Barclays Aggregate, a measure of the total bond 
market, rose 0.6% for the quarter. For 2013, the index is down, but hardly a disaster at -1.9%.  
 
Municipal bonds had their own set of challenges. In July, the city of Detroit filed for bankruptcy. This was the 
largest municipal bankruptcy filing in U.S. history. Again, many investors sold municipal funds first and asked 
questions later. In fact, the Detroit bankruptcy was  hardly  a  surprise.    Detroit’s  financial difficulties were both 
long-standing and well-known.  Detroit’s  general  obligation  bonds  were  rated  well  into  junk  bond  territory  
before the city filed for bankruptcy. Given the bankruptcy, the municipal market held up rather well. It gave up 
just 0.2% for the quarter and has dropped 2.9% for the year. Despite the muted responses to rising interest 
rates, it is important to remain vigilant in weighing interest rate and credit risk exposure. 
 
Recently, political posturing and brinkmanship have again taken center stage. This is disappointing. It is not, 
however, unprecedented. Since the modern congressional budgeting process took effect in 1976, there have 
been  17  instances  of  government  shutdowns  or  “spending  gaps.”  Looming  somewhat  larger  is  the  upcoming  
“debt  ceiling”  negotiations. One can take comfort in a quote often attributed to Sir Winston Churchill, a man 
who knew a few things about adversity and negotiation, “You  can  always  count  on  Americans  to  do  the  right  
thing - after  they  have  tried  everything  else.” 
 
We know political matters are important.  As your advisors, we also know they are not likely the most 
important things to you. We know you and your goals. We know that there are people attached to the money 
we help oversee for you and your family. This is always on our minds and guides our advice to you. Please call 
with any questions or concerns you may have. We are always here to discuss your unique situation. 
 
 
Sincerely, 
 

 
 

Donald E. Garcia 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

The content of this material was provided to you by Lincoln Financial Network for its representatives and their clients. Lincoln Financial Network is the 
marketing name for Lincoln Financial Advisors Corp. and Lincoln Financial Securities Corporation.  
 
Source of data – – Morningstar, U.S. Department of Commerce, Wall Street Journal, St. Louis Federal Reserve, Bloomberg,  The Federal Reserve. The 
performance of an unmanaged index is not indicative of the performance of any particular investment.  It is not possible to invest directly in any index.  Past 
performance is no guarantee of future results.  This material represents an assessment of the market environment at a specific point in time and is not intended 
to be a forecast of future events, or a guarantee of future results. 3 year performance data is annualized. Bonds have fixed principal value and yield if held to 
maturity and does not enter into default. Bonds have inflation, credit, and interest rate risk. Treasury Inflation Protected Securities (TIPS) have principal values 
that grow with inflation if held to maturity. High yield bonds (lower rated or junk bonds) experience higher volatility and increased credit risk when compared 
to other fixed income investments.  REITs are subject to real estate risks associated with operating and leasing properties.  Additional risks include changes in 
economic conditions, interest rates, property values, and supply and demand, as well as possible environmental liabilities, zoning issues and natural disasters.  
Stocks can have fluctuating principal and returns based on changing market conditions.  The prices of small company stocks generally are more volatile than 
those of large company stocks.  International investing involves special risks not found in domestic investing, including political and social differences and 
currency fluctuations due to economic decisions.  Investing in emerging markets can be riskier than investing in well-established foreign markets. 
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