
Following a year when stocks increased by 32% can be difficult; however, after correcting 
3.5% in the first month of the year, the S&P 500 rallied and finished the quarter up 1.8% 
(see Bloomberg chart below). The bond market, left in the dust during 2013, has shown signs 
of life with a 1.8% increase so far in 2014.

First Quarter 2014

The Economy
Weather was the theme of the first quarter. Here in the West we’ve experienced record 
warm weather with only a handful of precipitation days. The majority of the US population 
located across the Midwest and East Coast has suffered through the harshest winter in 
generations. Some economists feel that weather may have contributed to a 1% decline in 
US GDP for the quarter and slowed hiring by up to 250,000 jobs. The consensus is looking 
for an economic rebound in the second quarter as pent-up demand from consumers unable 
to shop, buy cars, or buy houses during the first quarter kicks in to fuel a stronger quarter 
of consumption. Overall we are expecting GDP for the full year to be around 3%, with the 
first quarter running below that trend and the second and third quarters running above. 
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The most disturbing statistic we’ve heard regarding the economy came from a Wall Street Journal study which 
concluded that 17% of men aged 25-54 weren’t employed.  This happens to be the prime working years for American 
men, when earning power and consumption are the highest.  Among this segment, some of the higher than normal 
unemployment rates could be attributed to a slow recovery from the recession. Also, globalization and changes in 
workforce requirements are taking a toll. Some members of the group have been unable to keep their skills up to date 
with the changes in the marketplace.  Other men are forgoing job opportunities as wage pressure has resulted in less 
than desired compensation. 

The most encouraging statistic we’ve heard regarding the economy showed that household debt service payments as a 
percent of disposable income are now at their lowest point since tracking began in 1980 (see Federal Reserve chart below). 
This could indicate that Americans’ record frugality of the past seven years might be close to concluding and, combined 
with the pent-up demand from the first quarter, could result in a more robust than anticipated second quarter.
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The US Government
The US government continues to ignore 
the pleas of business owners, enacting 
policies unpopular to the entrepreneurial 
class. Healthcare continues to garner 
headlines as insurance costs for those 
already carrying insurance have soared. 
Approximately one million Americans 
have joined the ranks of the insured 
thanks to the Affordable Care Act; 
however, six million have lost their 
insurance due to policies that have been 
deemed insufficient by the Act.

In the past we’ve discussed the shock companies have faced when they have viewed their insurance renewals, many 
with increases of more than 50%. Combined with proposed legislation to raise the minimum wage, it’s not surprising 
that corporate hiring and capital expenditure plans are still weak. Capital goods orders in February fell for the second 
time in three months, a sign companies are still uncomfortable investing in an uncertain economic and regulatory 
environment after four years of “recovery.”  

After years of declining spending from state governments, we are expecting a small increase this year as higher taxes 
from an improving economy has resulted in a surplus for many states. Considering federal spending will be flat this 
year, corporate spending under pressure due to rising healthcare costs, state governments could provide some upside 
as they are responsible for approximately 50% of all government expenditures.
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The Fed
Janet Yellen officially took over as the new Fed Chair and didn’t wait long to establish her own style as the leader of the 
Central Bank. While Ben Bernanke set a new standard for Fed Chief frankness, Ms. Yellen is making Mr. Bernanke 
appear to be closed lipped. Her first communication left no doubt as to her outlook and intentions toward rates and 
money supply. After the March meeting she specifically discussed raising short-term rates toward 1% by the end of 
2015, opening a new chapter in Fed directness.   

In addition to changing their communication style, the Fed also has changed the content of their commentary by 
moving away from their reliance upon the unemployment rate hitting 6.5% as a key hurdle to setting policy. As the 
rate has approached that bogie, they have deemphasized it and in their last statement virtually eliminated it from the 
discussion. The Fed’s new bogies include esoteric labor market conditions, indicators of inflation, and readings on 
financial developments. As we have stated in the past, the Fed will keep their foot on the monetary pedal for much 
longer than anyone anticipates, probably eventually creating a significant bout of inflation before they back down. The 
issue, of course, is not if but when they will pull back. Presently we feel the accommodative position stays in place much 
longer than anticipated, making fixed-income investing extremely difficult.

Equity Markets
The spectacular Equity market returns of 2013 are predictably being followed by an increase in retail investor flows 
into equity funds (see table below, data courtesy Morningstar). 

Fixed Income Markets
After suffering through 2013 with a rare decline, bonds rallied somewhat in the first quarter. The Barclay’s Aggregate, 
the bond market equivalent of the S&P 500, increased by 1.8% in the quarter as concerns about global stability and 
the US economy pushed bond yields down. The yield on the 10-year treasury (see Bloomberg chart on next page) declined 
YTD, and now sits at 2.8%. While the consensus has been an inevitable rise in rates, we have viewed that outlook with 
a bit of skepticism. We feel that without a sustainable recovery in the economy accompanied by wage growth and/or 
full employment, bond yields will remain lower than anticipated by the investing public. 

This appears to be opposite the trends 
of endowment committees, who have 
been reducing equity exposures over 
the past decade. According to a study 
by the National Association of College 
and University Business Officers 
(NACUBO), endowment funds have 
reduced their equity exposure from 
50% in 2002 to 34% in 2013, reduced 
their fixed income exposure from 23% 
to 10%, and increased their exposure to 
alternatives from 24% to 53%.  
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The effects are being seen in Russia’s financial markets as the country has had a difficult time issuing bonds, their stock 
market has declined 13% on the year, and the ruble is down 8% versus the dollar. Much of the market action began 
before the crisis, but the threat of more sanctions is helping to pressure the financial markets. While Vladimir Putin 
shouldn’t be underestimated, as Ronald Reagan proved, the importance of financial markets to maintain economic and 
political stability shouldn’t be underestimated either.  

Russia’s loss could be the United States’ gain if we play it correctly. Russia is the largest supplier of natural gas to 
Europe, and gas prices in Europe are dramatically higher than those in the US. If the Obama Administration wants 
to really hurt Russia, while at the same time benefiting the US export and job picture, they could open up our natural 
gas export market and we could flood gas into Europe at higher prices than here in the US and at lower prices than 
the Europeans are paying today. This would benefit Europeans by lowering their energy costs, freeing up more of their 
income for discretionary spending.  

CitizensTrust Focus
While we continue to closely monitor global and domestic economic and political developments, at CitizensTrust 
our main focus is to deliver risk-adjusted returns that are consistent with your specific needs. We strive to earn your 
business every day by providing you with superior, customized service, and appreciate your ongoing confidence in our 
ability to meet your needs. It is a pleasure being your partner in this endeavor, and we encourage you to contact us with 
any questions or concerns.  

International
The biggest international news in the 
quarter wasn’t the appearance of a 
Russian spy ship in Cuba, but instead 
the Russian invasion and subsequent 
annexation of Crimea. The US and 
the UK have a military treaty to 
protect the Ukraine, and in response 
to the Russian actions we levied 
sanctions against a number of Russian 
individuals and had them suspended 
from the G-8 economic summit.
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