
 
 

 
 
      
 
 
January 30, 2014 
 
 
Dear Valued Client, 
 
As we entered 2013, many investors wondered if the 
stock market recovery would continue.  While global 
economies had returned to a more normal state, many 
questions remained. Would interest rates finally rise 
after a 30 year decline? Would partisan political 
bickering result in a government shut-down? After 
massive infusions of money into the economy by the 
U.S. Government, would that support finally be 
reduced? As 2013 wore on, the answer to all of these 
was, in fact, yes. Considering all of the challenges, 
many doubted equities could continue to rise. They 
were wrong. 
 
Equity markets rose in the first quarter of 2013 as the 
White House and Congress agreed to legislation to 
avert  yet  another  “fiscal  cliff.”  Bond  yields  continued  
to drop. The 10-year Treasury fell to a low yield of 
1.63% in May. The party was about to take a different 
turn. Ben Bernanke, Chairman of the Federal Reserve, 
rattled  markets  by  hinting  that  the  Fed  might  reduce  its  massive  bond  buying  program.  While  the  party  wasn’t  
necessarily over, many feared the Fed was removing the punch bowl. Stocks dropped and bond yields rose. 
Another surprise was in store. A few months later, after several close calls, politicians finally stepped over the 
line and allowed a partial government shut-down. Again, equities dropped. Upon further inspection, many began 
to question whether this was as monumental an event as first thought. It was, after all, the 17th time it had 
happened since 1976. In the end, the Dow Jones Industrial Average overcame each of these headlines and more 
to post a gain of 29.7% for 2013. This is the best return for the index since 1995. 
 
So, why did following the macro-economic headlines fail so badly in 2013? While macro-economic headlines 
can be important, they are not the most important part of investing. What often perform best are a long-term 
mathematical focus, discipline and patience. These are not concepts often mentioned in popular investing. They 
are  not  flashy  or  loud.  They  don’t  make  headlines  or  sell  books.  They do, however, tend to work far better than 
short-term reactions. 
 
Domestic Equities: It  wasn’t  just  the  DJIA  that  rose.  Stocks  of  almost all stripes advanced. The S&P 500 jumped 
to a gain of 10.5% for the final 2013 quarter. It rose 32.4% for the year. Smaller stocks also turned in impressive 
results. The Russell 2500 rallied to an 8.7% gain in the final quarter. It rose a powerful 36.8% in 2013.  
 
International Equities: Foreign stocks turned in a more mixed performance. Developed market stocks were able 
to shrug off sovereign debt fears to post solid returns. The MSCI EAFE index, an index of developed foreign 
markets, rose 5.7% for the fourth quarter. For 2013, the index marched to a 22.8% gain. Emerging market stocks 
were a different story. Fears of a further slowdown in China as well as weakness in Latin America weighed on 
returns. While the MSCI Emerging Markets index was able to squeak out a gain of 1.8% in the fourth quarter, 
this was not enough to push the index into positive territory for the year. The index edged down 2.6% for 2013. 
 

% Return as of 12/31/2013 
Equity Indexes 4th Q 1 Yr 3 Yr 
S&P 500 10.5 32.4 16.2 
Russell 2500 8.7 36.8 16.3 
MSCI EAFE 5.7 22.8 8.2 
Emerging Market 1.8 -2.6 -2.1 
Wilshire REIT -0.8 1.9 9.4 
Bond Indexes    
TIPS -2.0 -8.6 3.5 
Aggregate -0.1 -2.0 3.3 
Governments -0.7 -2.6 2.7 
Mortgages -0.4 -1.4 2.4 
Investment Corporate 1.1 -1.5 5.4 
Long Corporate 1.9 -5.7 7.1 
Corporate High-Yield 3.6 7.4 9.3 
Municipals 0.3 -2.6 4.8 
Cash Equivalents    
3-Month T-Bill 0.0 0.1 0.1 
Consumer Price Index 0.2 1.2 2.1 



Fixed-Income: Many have expected rates to rise for years. This year they were finally right. The 10-year 
Treasury, the base rate for many interest rates, rose from 1.6% in May of 2013 to about 3% by the end of the 
year. The resulting pressure to bond prices was, however, muted. The Barclays Aggregate index dropped a 
modest 0.1% for the fourth quarter. It edged down 2.0% for the year. Municipal bonds fared about the same. The 
Barclays Municipal index moved up 0.3% for the fourth quarter. It lost a modest 2.6% for 2013. High yield 
bonds, due to their shorter maturity characteristics and an improving economy, did better. The Barclays High 
Yield index rose 3.6% for the quarter. For the year, it rose 7.4%.  
 
Investors naturally react negatively to rising interest rates. However, for the long-term, it can have positive 
effects. It took a deep recession to push rates to where they were. As the economy improves, it is inevitable, 
even desirable, for rates to rise. For bond investors, the temporary pressure on bond prices may well be a 
tolerable price to pay for higher long-term returns. 
 
The equity returns of 2013 were very strong. It is good to see investors so amply rewarded. Of course, we know 
the investment landscape will not always be so sunny. That is why we resolutely stand by our principles of 
mathematics, diversification and the stewardship of wealth. We will need them to help you achieve your unique 
goals whatever the future might bring. Thank you for the confidence you have placed in us. We are always here 
to help.   
 
 
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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