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2013 was a great year for the U.S. economy and the U.S. stock market.  The Dow Jones Industrial 
Average had a return of +29.7%, the NASDAQ was up +38%, and the S&P’s return was +32.4%.  Most of 
the economic indicators we follow reflected the positive move in the markets as well.  GDP for the third 
quarter was revised upward in December to +4.1%, orders for long-lasting U.S. manufactured goods 
surged in November, and a gauge of planned business spending on capital goods recorded its largest 
increase in nearly a year, pointing to sustained strength in the economy.  In addition, the rate of 
unemployment fell to its lowest level in at least 3 years.  The really good news however, is that this 
accelerating growth profile occurred in an environment of relatively low inflation and high productivity, 
creating what many including Crossvault have called a “Goldilocks” economy; not too hot, and not too 
cold. 

In a sign that the Federal Reserve confirmed the improved outlook for the  economy, there was a much 
anticipated, and dreaded, change in the Federal Reserve bond buying program, which might have been 
the most dramatic news for both the stock and bond markets.  This was also the biggest surprise of the 
year for investors, as the market rose over 200 points, rather than decline, on the day the Fed announced 
that they would “taper” the amount of bonds purchased for their balance sheet.  Rates did rise on the 
news, but in another surprise, they did not rise as much as expected.  This bodes well for the equity 
markets in 2014. 

Our posture on the domestic equity and fixed income markets remains largely unchanged for 2014.  We 
are positive on stocks, cautious on bonds.  Many of the same fundamentals that drove the equity markets 
to new highs in 2013 remain intact for the new year.  Inflation remains low, manufacturing continues to 
migrate stateside, innovation is alive and well, energy independence is becoming a reality for America, 
interest rates are relatively low, and we have a stable form of government which continues to attract 
investors from around the globe.  A number of the uncertainties that plagued the markets in 2013 have 
also diminished.  A bipartisan two-year budget deal was cemented in December, the aforementioned 
“tapering” has begun, and Europe and Japan are improving.   

Negative geopolitical events, or a sharp rise in interest rates would certainly change our outlook.  
However, barring these somewhat unlikely events, we look forward to another good year, and wish all of 
our clients and friends a good 2014. 
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