
 

 

 

 

 

 

      
January 27, 2015 

 

 

Dear Valued Client, 

 

  

The domestic economy continued to gain momentum 

in 2014. Contrary to popular opinion, interest rates 

stayed low. People continued to find jobs. Consumer 

confidence and spending continued to improve. Most 

companies reported stronger results and improved 

balance sheets. 

 

Just a few years ago, many believed this was not 

possible. In 2008 and 2009, major news sources 

reported the possibility of financial collapse. In 2010 

and 2011, Google reported 10.8 million searches for 

the phrase “double-dip recession.” These things, of 

course, did not occur.   

 

Unlike the early years of the recovery, not all asset 

classes performed as well as large domestic stocks in 

2014.  Smaller U.S. companies had more muted 

returns. International stocks actually suffered modest 

losses. Most portfolios likely had a positive return in 2014. However, holding a well-diversified portfolio of 

assets likely resulted in a lower return than an all large domestic stock portfolio. Does that mean that one should 

abandon diversification? Not likely. 

 

It is tempting to merely pick the highest performing and most popular asset at the moment and go with it. This 

approach can have massive challenges. The Financial Times reported, “In 2008, the three most admired 

personalities in sports were probably Tiger Woods, Lance Armstrong and Oscar Pistorius.”  We do not purport 

to judge these people. We do not know them. It is clear, however, that reversals of popularity can occur quickly 

and without warning. Such reversals occur in investment allocations as well as sports. The benefits of holding a 

diversified portfolio are not always apparent in the short-run. As noted financial writer James Grant wrote, 

“Successful investing is about having people agree with you…later.” We agree.   

 

Domestic Equities: A lot has been written over the past few years regarding the U.S. losing its competitive edge. 

Performance continues to prove the pessimists wrong. With a strengthening economy and more confident 

consumers, the markets climbed. The S&P 500 rose 4.9% in the fourth quarter. This brought the annual return to 

13.7%. Smaller companies were less buoyant. While the Russell 2500 surged 6.8% for the fourth quarter, the 

2014 return was a less than spectacular 7.1%. 

 

International Equities: International markets had their share of challenges in 2014. Unlike the U.S., the ECB 

seemed hesitant to use strong measures to stimulate their economic region. In Japan, taxes were raised despite a 

delicate economy. There was even the threat of armed conflict as Russian forces crossed the Ukrainian border. 

The MSCI EAFE index, a measure of developed international markets, declined 3.6% for the fourth quarter. The 

loss was 4.9% for 2014. Emerging markets equities managed a little better. While they fell 4.5% for the fourth 

quarter, they fell a mere 2.2% for the year. 

 

% Return as of 12/31/2014 

Equity Indexes 4
th

 Q 1 Yr 3 Yr 

S&P 500 4.9 13.7 20.4 

Russell 2500 6.8 7.1 20.0 

MSCI EAFE -3.6 -4.9 11.1 

Emerging Market -4.5 -2.2 4.0 

Wilshire REIT 15.1 31.8 16.4 

Bond Indexes    

TIPS 0.0 3.6 0.4 

Aggregate 1.8 6.0 2.7 

Governments 1.9 4.9 1.4 

Mortgages 1.8 6.1 2.4 

Investment Corporate 1.8 7.5 5.1 

Long Corporate 4.0 15.7 7.1 

Corporate High-Yield -1.0 2.5 8.4 

Municipals 1.4 9.1 4.3 
Cash Equivalents    

3-Month T-Bill 0.0 0.0 0.1 

Consumer Price Index -0.2 1.3 1.4 



Fixed-Income: Given that domestic rates were still near historic lows at the beginning of 2014, many were ready 

to give up on bonds. As we have noted before, bonds can provide an important stabilization and income 

component, even during periods of low rates. During 2014, more investors turned to that view. The Barclay’s 

Aggregate, an index representing the total bond market, rose 1.8% for the fourth quarter. This brought the 

calendar return to 6.0%. Municipal bonds also turned in solid returns. High-yield bonds felt the pressure of 

compressed spreads and higher defaults. They fell 1.0% in the fourth quarter. They did manage to squeak out a 

gain of 2.5% for the year.   

 

Real Estate: Two primary factors contributed to a stellar performance in real estate. First, the decline in interest 

rates made financing properties more affordable. Secondly, there was a continued desire for yield among 

investors. The Wilshire REIT index, a measure of publicly traded real estate companies, vaulted 15.1% for the 

fourth quarter. For the year, the index shot up 31.8%. 

 

Six years ago, markets had a completely different feeling. After a 50% decline, many felt the world had turned 

dark and our financial system was permanently damaged. In our letter to clients in March 2009, within days of 

the market lows, we wrote: 

 

The deleveraging of our financial system has been painful in many ways. Some of the effects will be temporary; 

some will be long-lasting. Our response to this crisis is not to shrink away and hope for the best. Instead, we 

will confront these challenges with discipline and strength. This, we believe, is the only way back. 

 

2014 marked the sixth consecutive year of positive returns for many markets. It is gratifying to see discipline 

and patience rewarded. The years ahead will undoubtedly be different than the recent past and will require 

analysis and thoughtful solutions. We will be there, committed to the same discipline.  

 

Thank you for the faith you have placed in us. Please let us know if there is anything you need. 

 

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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