REVIEW & OUTLOOK: SECOND QUARTER 2013
REVIEW
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some confidence. From its peak on May 21st until June 5th,
when it (mostly) recovered, the S&P 500 Index dropped 3.6 %.
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We understand that volatility is unnerving. At Waycross, we
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For example, during the second quarter, analysts forecast
negative earnings growth for a larger number of stocks than
we have experienced in the past. Additionally, there was a
huge divergence in price performance among stocks unrelated

While bonds can still be used to reduce volatility in a portfolio,
we have to be extremely careful about their maturity and
quality.

to fundamentals. Given the sharp rise in the stock market this
year, and the uncertain outlook; we sold or reduced a number
of positions, increasing the allocation to cash. We invested
some of that excess cash in the ETF’s mentioned above. As
we identify attractive individual stocks, we will begin to replace
those ETF’s.
A NOTE ON BONDS
In the last Review and Outlook we noted that bond interest
rates have fallen for many years. This has resulted in bond
prices rising, and strong bond returns for the past three
decades. Higher interest rates in the future will push bond
prices down. On June 19th, Bernanke stated that interest rates
should remain low for the foreseeable future (especially shortterm rates). But there is fear that rates will rise as the
economy improves and the Fed unwinds its current stimulus
program. Interest rates did rise in the second quarter of 2013,
and bond returns were negative.
The following table shows the expected impact of changes in
interest rates on bond prices (figures provided by JP Morgan;
based on certain assumptions about how the price of different
bonds relate to each other).

OUTLOOK
The economic outlook for the U.S. continues to be slow
growth, with no significant inflation into 2014. Reductions in
public sector spending should reduce growth slightly in the
second half of 2013, and some sectors will suffer from a
weaker global economy. Europe and developing economies
(particularly China) still present challenges. Significant
economic uncertainty around the globe can, and does, affect
our financial markets.
Market forecasts encompass a wide range, from cheerful
optimism to dismal pessimism. Improving employment data,
better housing and car sales, and increasing consumer
confidence all point to improving economic conditions, and
suggest that the stock market could easily maintain its current
level. However, the market is driven less by fundamentals,
and more by emotion and speculation about how well the Fed
can manage a reduction in asset purchases. For the short
term, we are worried about possible resultant volatility and
downside risk. However, we believe that the fundamentals are
strong enough, combined with positive economic conditions,
to warrant remaining invested.
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