
MARKET OVERVIEW

Market Description Index 3 Months YTD 1 Year 3 Years* 5 Years*

General Stock Market S&P 500 10.51% 32.29% 32.29% 16.18% 17.94%

Large Company Value Russell 1000 Value 10.01% 32.53% 32.53% 16.06% 16.67%

Large Company Growth Russell 1000 Growth 10.44% 33.48% 33.48% 16.45% 20.39%

Small Companies Russell 2000 8.72% 38.82% 38.82% 15.67% 20.08%

International Stocks Morgan Stanley EAFE(US$-net) 5.71% 22.78% 22.78% 8.17% 12.44%

General Bond Market Barclays Capital Aggregate -0.14% -2.02% -2.02% 3.26% 4.44%

ECONOMIC OVERVIEW Statistic

  Most    

Recent*

    3-month      

Prior

  3-month 

Change

 12-month 

Prior

12-month 

Change

       Long-term Rates 10-year Treasury Yield 3.04% 2.64% 15.15% 1.78% 70.79%

       Short-term Rates Effective Fed Funds Rate 0.07% 0.06% 16.67% 0.09% -22.22%

       Consumer Inflation Consumer Price Index* 233.069 233.877 -0.35% 230.221 1.24%

       Producer Inflation Producer Price Index* 201.0 204.3 -1.62% 201.8 -0.40%

       Job Growth Non-farm Payrolls* 136,877 136,362 0.38% 134,691 1.62%

Average Workweek Hours Avg. Weekly Work Hours* 34.4 34.5 -0.29% 34.5 -0.29%

       Economic Output Industrial Production* 101.2825 99.5358 1.75% 98.1118 3.23%
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*Economic data for certain statistics are as of the prior month end. Data is from sources believed to be reliable but is neither guaranteed and is 
subject to revision without notice.  Data is provided for your analysis and used at your own risk.  Market returns greater than 1 year are annualized.  
Timberline provides information herein for informational purposes only and should not be considered an investment recommendation.       

     
 

 

 

 

HOUSEHOLD DEBT BURDEN – It is encouraging that debt 

service is much, much lighter but reducing debt has probably been a 

factor limiting overall economic growth.  At some point in time, a 

reversal could be a strong positive for the economy. 

CAPACITY UTILIZATION – Factory capacity utilization has 

recovered nicely.  Factories are working almost as hard at they 

were before the downturn.  Compared to the chart above, 

however, capacity utilization of the labor force has not done 

nearly as well. 
 

 
Data Sources: St. Louis Federal Reserve, Standard & Poors, Frank Russell, MSCI 

 

LABOR FORCE PARTICIPATION RATE – Despite 

economic growth, many remain out of the labor force.  

 



 

 
 

2013 will go down as a historic investment year with a robust 32.4% return from the S&P 500.  The results speak to many 

things that include the Fed’s accommodative policy successes; reduced trauma from the market meltdown, greater investor 

interest in risk assets, positive economic trends, political gridlock, corporate financial strength; strength in the banking 

sector; low inflation, and things that did not happen like another European debt crisis.  Lastly, the developments of 2013 are 

greatly responsible because of beliefs that positives will persist into 2014. 
 

One persistent element should be a Fed that remains friendly.  Even though they modestly started and should continue to 

taper monthly bond purchases, they also abandoned a 6.5% unemployment rate as a starting point for raising short-term 

rates.  This may imply an extended period of near-zero short-term rates with expectations/guesses of any increase pushed out 

into 2015. Though talk and the start of tapering lifted the yield on the 10-year Treasury from about 1.6% to over 3%, 

financing rates still remain very attractive for equity market valuations.  It is also worth noting that the Fed’s new leader, 

Janet Yellen, will probably maintain policies close to that of her predecessor, Ben Bernanke.  Though this, tapering and 

modestly higher long-term rates look likely.  The good news is that the Fed will be supportive if data weakens and they 

remain aware of lackluster employment conditions and the rather inconsistent nature of the current recovery.   The January 

10, 2014 employment report is an example of this.  
 

2013 was also a year of big political headlines.  Most of these headlines, in my opinion, were bluster.  I think the biggest 

political development was government gridlock and largely unchanged policies.  Though dysfunctional in appearance, the 

lack of distractions from major policy changes allowed investors to focus on the positive developments discussed earlier.  As 

for 2014 politics, mid-term elections will be followed closely but a major change in power is not very likely with the 

President remaining in office. 
 

Though investment prices are higher, valuations are close to historical norms.  Such valuations appear to be reasonable and 

positioned for productive long-term returns through earnings growth and aggressive stock buyback programs.  This return 

outlook should be the case even with modest economic growth as companies continue to manage their capital and costs in 

very effective manners.  Below the surface, the story of domestic energy independence may also produce benefits beyond 

current expectations.  The recent report of strong 4.1% GDP growth is exciting but not likely to be sustainable because of 

inventory factors.  For now, I believe GDP growth will be around 2.5% with long-term equity returns near historic averages 

of high single digits.  Higher prices in the markets, however, probably increase likelihood for a more volatile 2014. 
 

Having just made a prediction, it is important to recognize the fallibility of predictions.  My 2013 fixed income outlook 

(higher rates and low returns) was largely correct but the equity outlook for 2013 was far less than actual results.  This was 

also true for major Wall Street firms where nobody was close as well (source: Marketwatch.com).  The year of 2013, 

however, points to the productivity in long-term investing that captured great returns when many were doubtful, fearful or 

felt the need to sell in anticipation downturns that largely did not happen.  Overall, I believe the long-term perspective 

remains the best way to approach this market verses timing equity market moves.  In the fixed income area, I continue to 

believe that long-term interest rates remain unattractive from an investment standpoint 
 

For long-term investors, history has also been kind to those that remain invested after very strong years.  In the past 64 years 

starting with 1950, there have been 32 years with returns of over 15%.  25 out of the 32 strong years (78%) have been 

followed by another positive year.  19 of the 25 positive follow-up years had returns of over 10% (source: Ibbotson Classic 

Yearbook).  History implies that market moves can persist.  This, valuations and other points made in this report do not point 

to a fundamental selling situation right now.  This historic information, however, should be filed in the “good-to-know” 

folder as history is not a perfect predictor.  Nevertheless, I think one should also file some work by Thomas Lee of JP 

Morgan who observes that the current 5-year rally is closely tracking extended rallies of the past with implications of 

positive strength that could persist for another couple of years.   
 

Let me close with a thank you for your interest and business with Timberline.  It is a greatly appreciated privilege.  Best 

wishes to you and yours for a great 2014. 
 

 

Gregg Giboney 
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