
 
 
 
July 18, 2014 
 
 
Dear Valued Client, 
  
 
Looking back over the past few years, one might be 
reminded of a book many read in school, A Tale of 
Two Cities.  It  begins:  “It  was  the  best  of  times,  it  was  
the worst of times, it was the age of wisdom, and it 
was the age of foolishness…”   
 
What a difference a few years can make. Just five 
years ago, investment markets had been rocked by the 
worst economic storm in over 70 years. This crisis, 
built largely on sloppy math, speculation and panic, 
affected practically everyone. Since then, Americans 
as well as people around the world have shown 
remarkable strength and resilience. People are coming 
to grips with spending less than they make. Company 
earnings have stabilized and dividends have increased. 
Business liquidity has generally improved. In 
response, markets have surged higher. Both the Dow 
Jones Industrial Average and the S&P 500 have 
notched all-time highs during the second quarter. Yet, this is no time to be complacent. In some ways, in the 
investment  world,  it  is  always  both  “the  best  and  worst  of  times.”  It  is  up  to  us  to  continually  check  our  math  
and to prepare for an uncertain future. That is not bad. It has always been this way.  
 
Following a shaky, yet mostly positive, start of 2014, stocks gained their footing and continued to grind higher. 
They were not alone. As fears of an economic slow-down and Ukraine issues faded, most investment assets 
joined in the advance. Equities of all stripes, bonds and commodities, all had solid gains for the quarter. 
 
It should be noted that these gains came with lower volatility. In fact, contrary to popular belief, the stock 
market has recently been remarkably well-behaved. A “correction” is defined as a 10% drop in the market. 
Historically, these have occurred about once a year. On June 30th, the last day of the quarter, the S&P 500 
marked the 1,000th   day without a 10% downside move. This is not to say that a downward move is imminent. 
The longest period without a correction occurred in the 1990s, at 2,553 days. Still, as realist investors, it is 
reasonable to expect a return to more normal volatility.   
 
Domestic Equities: As noted, given the positive trend and lack of new global uncertainties, stocks turned in solid 
returns. The S&P 500 rose 5.2% for the quarter. This brings the year-to-date return to 7.1%. Smaller stocks, as 
measured by the Russell 2500, gained 3.6% and have advanced 5.9% for the calendar year. 
 
International Equities: International economies remain somewhat more challenged. They were, however, able to 
join in the gains. The MSCI EAFE, an index of developed foreign markets, advanced 4.1% for the second 
quarter. For the year, the index is up 4.8%. The strongest performer for the quarter was emerging markets 
stocks.  As  China’s  growth  worries  ebbed  a  bit,   the  index  jumped  6.6%  for  the  quarter.  This  pushed  the  index 
into the black for the year up 6.1%. 

% Return as of 06/30/2014 
Equity Indexes 2nd Q YTD 3 Yr 
S&P 500 5.2 7.1 16.6 
Russell 2500 3.6 5.9 15.5 
MSCI EAFE 4.1 4.8 8.1 
Emerging Market 6.6 6.1 -0.4 
Wilshire REIT 7.2 16.9 10.1 
Bond Indexes    
TIPS 3.8 5.8 3.6 
Aggregate 2.0 3.9 3.7 
Governments 1.3 2.7 2.9 
Mortgages 2.4 4.0 2.8 
Investment Corporate 2.7 5.7 6.2 
Long Corporate 4.8 11.2 9.9 
Corporate High-Yield 2.4 5.5 9.5 
Municipals 2.6 6.0 5.4 
Cash Equivalents    
3-Month T-Bill 0.0 0.0 0.1 
Consumer Price Index 0.8 1.1 1.8 



 
Fixed-Income:  We  often  hear,  “interest  rates  have  to  go  up.”  While  this  may  prove  true,  the  question  is  “when?” 
Thanks to Fed Chairperson, Janet Yellen, and continued liquidity, the answer was not in the first half of 2014. 
Rebounding from a difficult bond market in 2013, bonds moved up. The Aggregate Index, a measure of the total 
bond market, edged up 2.0% for the quarter. This brings the year in at up 3.9%.  High-Yield bonds advanced 
2.4% in the second quarter and the calendar year increase is up 5.5%. As demand increased and municipal 
balance sheets, in many cases improved, municipal bonds also enjoyed generous returns. Munis moved up 2.6% 
and have notched a 6.0% return for the year. 
 
Real Estate: Real estate, also known as REITs, have had a particularly strong 2014. As the economy has 
recovered, demand has increased. As interest rates have remained low, financing costs have been favorable. 
These factors have led to strong gains in publicly-traded real-estate. The Wilshire REIT index jumped 7.2% in 
the quarter and has risen 16.9% year-to-date. 
 
In many ways, we continue to live  in,  “the  best  of  times  and  the  worst  of  times.”  One  is  our  enormous  access  to  
information. Most of us have access to multiple advanced sources of information. By the end of this year, it is 
estimated there will be one trillion connected objects and devices on our planet. These devices generate over 2.5 
billion gigabytes of data every day.  This has the capacity to improve the world in many ways. This data also 
includes stock quotes, economic forecasts,  analyst’s  opinions,  as  well  as  political  information  and  commentary.  
However, the vast majority of these are irrelevant, conflicting or biased. 
 
It is important to remember,  as  Albert  Einstein  said,  “Information  is  not  knowledge.”  Knowledge  comes  from 
sorting through information and applying it carefully to a specific situation. It requires thought and perspective.  
We know that achieving your specific goals requires more than just information. We remain committed to these 
principles in all market environments.  
 
Please let us know if there is anything you need. We are always ready 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. A Tale of 
Two Cities, Charles Dickens, 1859, London: Chapman & Hall. 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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