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The fourth quarter continued 2013’s solid overall equity performance for the US markets. The US economy continues to be 
the “healthiest” of the developed economies, which translated into a consistent upward trend for the year. 

International developed markets generated their best 
returns in several years as it appears the fears of a 
complete meltdown in the Eurozone will not come to 
pass (not the same thing as saying the Eurozone is no 
longer a concern). This past year also marked the Japan 
Nikkei index’s best annual performance in over 40 years. 
Emerging markets underperformed in large part due to the 
ripples from the slowdown in China.

Last year’s market performance as illustrated in this graph 
foreshadows our expectation to start rebalancing equity 

holdings between now and the early summer, adding 
incrementally more exposure to emerging markets and the 
non-US developed economies. US markets, with significant 
international exposure built into the S&P 500, will continue 
to be the dominant area for equity holdings. In the summer 
of 2011 we had reduced international exposure due to 
the Greek/broader Eurozone debt and rescue resolution. 
We are anticipating a return to a slightly increased level of 
international holdings in portfolios as well as changes to our 
current sector holdings of energy, financials, materials and 
utilities.

President’s 
Commentary

The desire to predict what will occur is 
overwhelming for market observers, so I won’t fight 
it. 2014 will be dominated by two major themes: 
the November mid-term elections and the ongoing 
impact of the Affordable Care Act’s implementation 
on employers, employees and providers.

The elections mean that if anything positive is to 
happen in Washington, we have about four months 

FOURTH QUARTER MARKET REVIEW AND DISCUSSION
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before any progress comes to a virtual halt. The good 
news is the debt ceiling fight is about the only item 
Congress must deal with (it will be raised) and all 
else can wait. The budget deal passed in December 
means another shutdown is off the horizon for over a 
year and that’s beneficial.

The Affordable Care Act’s impacts are just 
beginning to be felt, and we see significant pain. The 

employer mandate has been delayed until January 
2015, but by mid-summer companies will begin to 
adjust. We will become familiar with the concept of 
adverse selection—it’ll happen before our eyes—
and its subsequent impact on insurance premiums 
for 2015 will consume much oxygen in the 2 month 
run-up to the elections.

THE US ECONOMY SURVIVED SEVERAL  
NEAR-DEATH EXPERIENCES OVER THE LAST  
12 MONTHS: 

Remember the “fiscal cliff” of a year ago, the debt 
ceiling drama, the government shutdown and the 
horrendous rollout of the Affordable Care Act. What 
matters is we remain focused on the fact that despite 
our political gridlock and challenges, the economy is 
resilient. It will continue to grow because businesses 
will figure out how to operate as long as the rules are 
known and relatively stable.

THE OVERALL GOOD NEWS HEADING INTO 2014 
IS AS FOLLOWS: 

The US Federal Reserve has announced it will begin 
tapering its bond buys as we discussed in our July 
2013 Newsletter—slowly, deliberately and with lots of 
advance notice to the markets. As we stated in July, 
this is a good thing as it is time for our economy to 
stand on its own.

The end of the Bernanke era is upon us. Janet Yellen 
was confirmed as the next Chair of the Federal Reserve 
and this is good for continuity. Chairman Bernanke is 
to be thanked not only for his leadership over this last 
period of crisis, but his beginning of the “tapering” of 
Fed bond buying. This effectively commits Ms. Yellen to 
continue “tapering” at a pace she deems acceptable, 
but “taper” she must. 

Secondly, the economy has absorbed several major 
impacts over the last 12 months: higher tax rates, 
Affordable Care Act (taxes, mandates and penalties), 
the Government shutdown and the budget sequester. 

THE STATE OF THE U.S. ECONOMY IN 2014

We do not foresee anything approaching that level 
of politically induced uncertainty for the next twelve 
months. Calmer sailing is beneficial as it allows market 
participants to digest the many changes of the past  
few years.

Lastly, job growth has been accelerating in the last 
quarter and it may be we are finally attaining some labor 
market sustained growth. In our estimation this is the 
most important statistic to watch in the first six months 
of the year: monthly job creation numbers—we need 
133,000 a month to stay even with population growth. 
January 2014 initial jobs data was disappointing—these 
numbers are best viewed from the perspective of a 
rolling three month number as any individual report is 
subject to temporary factors and revisions.

AREAS OF CONCERN INCLUDE THE FOLLOWING: 

International unrest in the Mideast (centered on Syria) 
will continue to grind along with no end in sight. The 
anticipated end of combat operations in Afghanistan 
raises concerns about that nation’s ability to secure itself. 
Iraq may slip backwards which would have immediate oil 
production impacts. Iraq’s production is close to 3 million 
barrels/day and barring a major change in direction, Iran 
will become a nuclear power in the not-too-distant future.

The White House will focus on what it perceives as 
politically advantageous topics. Exhibit A will be “income 
inequality”, which is more appropriately titled “income 
differences.” The administration will miss the fact that the 
best way to raise the income of those in the bottom 40% 
of income distribution is to unshackle the economy so 
jobs are created in the private (read “real”) sector.
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Closing Thought
I’m opposed to millionaires, but it would be dangerous to offer me 
the position.  

— Mark Twain 

IN THE INTEREST OF FULL DISCLOSURE

Most mutual funds and separate account money managers were delighted to see 
the end of 2013 as the performance of 2008 drops OFF their five year returns. Voilà!  
5 year returns look instantly more impressive. 

At the end of 2012, the five year cumulative return for the S&P 500 was +9% 
(including dividends). Leap forward 12 months and drop off 2008 performance and 
that number increases to +126% by the end of 2013. It is important to always take the 
economic context and chosen time period into consideration—no data point can be 
evaluated in a vacuum. 

It is more useful is to keep in mind the historical distribution of annual returns. Using 
the S&P 500 since 1926—73% of the years are positive. It’s important to focus on the 
forest and not the trees.

APPLYING A LONG-TERM PERSPECTIVE TO 
YOUR INVESTMENT HORIZON

Marry me, Judith ... with the understanding, of course, that past
performance is not a guarantee of future results. 
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Praetorian Guard is a division of Praetorian 
Wealth Management, Inc.  
© 2014 Praetorian Wealth Management, Inc.
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