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Stocks closed out the first quarter of 2013 on a high note, with the S&P 500 going through levels not 

seen since 2007, to end at a record high.  The Dow logged its strongest quarter in 15 years.  The 

performance for the three major indices looked like this:  S&P 500 + 10.03%, the Dow +11.25%, the 

NASDAQ +8.21%.  The 10-year Treasury bond closed the quarter with its yield below 2%, and 15-

year mortgage rates were at record lows around 2.75%. 

In our fourth quarter 2012 letter Marilou wrote that the outlook for 2013 had improved.   We have 

seen the evidence for that transpire in this quarter, starting with a dramatic improvement in the 

housing market. A continuation of the low interest rate environment, pent up demand, and a rise in 

home prices have prospective buyers back in the market.  The rise in prices has also helped some 

“underwater” homeowners, which has improved sentiment for all home buyers.  In addition, the 

upswing in the housing market has had a multiplier effect, benefitting related sectors including home 

retailers like Home Depot and Whirlpool, as well as financials like banks and title insurance 

companies. 

Certainly, there were some negative data points and events in the quarter.  The banking crisis in 

Cyprus is the most notable, though thus far, our markets have shrugged it off.  As a center for money 

laundering and offshore bank accounts for foreigners, the assets held by Cypriot banks equated to 

eight times the country’s GDP.  Once again there was the “too big to fail” issue.  As investors wait to 

see how this is ultimately resolved, there will continue to be volatility in the global markets.  

Unemployment in this country continues to be a negative as well, and it will remain to be seen 

whether the ongoing expansion in manufacturing, domestic energy exploration, and housing 

construction can lower the rate from where it seems stuck around 7.7%.  And, we have yet to come 

up with a credible plan for debt and deficit reduction for our country. 

We would suggest that for the time being the fundamental underpinnings of the stock market are 

solid, supported by the easy money policies of the Federal Reserve keeping interest rates low, turmoil 

around the world making the U.S. an investment safe haven, reasonable valuations, low inflation, and 

investors who love to hate this bull market.  Money will continue to flow into our equity markets as 

long as these trends remain in place.  Your managers at Crossvault will continue to pursue 

opportunities within this environment, as well as try to anticipate any pitfalls along the way.     
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