
KWAG Year-End Market Update 

 

Happy New Year!!  

 

One week ago, the stock market capped off its best annual rate of return in 

sixteen years or since 1997. For the year, the Dow Jones Industrial Average (DJIA) 

increased 26%, the S&P500 (large caps) grew 30%, and the Russell 2000 (small 

caps) increased 37%! It was a great year for the stock market and for stock market 

investors. It was also a very good year for bond investors, who diversified their 

portfolios correctly. Of course, the calendar year also included the usual media-

driven short-term drama we have all come to love…and now expect. Let’s take a 

look back at the highlights of 2013. 

 

An Interesting Beginning 

In January, the calendar year began with a “fiscal cliff” standoff, which we termed 

the “fiscal nuisance” since it posed little long term threat to either our economy 

or the stock market. As you’ll recall, a number of well-known financial news 

outlets (including CNBC) began ominously tracking the days, hours and minutes 

until we drove off the cliff (think Thelma and Louise)…as if it was only a matter of 

time until our country would face economic Armageddon. Unfortunately, this fear 

driven message motivated many (non-KWAG) investor’s to sell out of the stock 

market prior to 2013. These poor speculators missed out on one of the best years 

we’ve had in ages.  

 

In February and March, we were warned about the impending war between Iran 

and Israel and the unyielding political gridlock that was supposedly going to limit 

corporate growth for a long time. In fact, by the end of the first quarter, the doom 

and gloom messengers had convinced themselves - and anyone else who would 

listen - that the US deficit was out of control, even though our deficit (as a 



percentage of GDP) had significantly dropped. No sense in letting the facts get in 

the way of a good fear-driven story. 

 

Of course, as we now know, the economy grew in the first quarter, hundreds of 

thousands of jobs were created, corporate profits hit all-time highs, and the stock 

market increased by double-digits. By the end of the first quarter of 2013, the 

S&P500 had increased 10%, while the Russell 2000 grew 12%. At least for a 

quarter, it seemed like our children and grandchildren were safe from the 

mountains of debt and multiple problems our country faced going forward. 

 

Some Perspective Please 

The truth is, at the end of every year, I really enjoy going back and re-reading our 

monthly updates. For me, they provide some much needed long-term perspective 

about how our markets - and those who report on our markets - behave. The 

media’s job is quite simple. If it bleeds, it leads. Thus, their job is to take any 

short-term issue “de-jour” and develop a long-term saga about how it’s going to 

play out. If they can sprinkle in something about politics, religion and/or our 

nations deficit into their story, it’s even better. Since bad news seems to sell, the 

media has learned they have to incite fear or anger to increase readership. Of 

course, those who are in the business of selling newsletters and/or annuities are 

just as bad. They too, understand that “fear” and “anger” are great motivators. 

Unfortunately, in this age of 24/7 news, the practice of selling "fear" makes it 

difficult for the average investor to ferret out the truth from fiction…and it 

encourages them to think in terms of the short-term. That’s a bad combination. 

 

Investing, on the other hand, is quite different. We always think in terms of the 

long term. Why? Simply put, over longer time periods, we pretty much know how 

the stock and bond markets are going to behave. The long-term consistency of 

both markets is quite compelling. This is precisely why we build our portfolios 

with the long-term in mind, and why we continuously preach long-term behavior. 

We know proper asset allocation, pro-active rebalancing, and the appropriate 



patience/perspective are our best friends. We also know the short term is 

completely random, potentially volatile, and an investors worst nightmare, since 

many investors have come to believe they can “time” the markets random 

movements. 

 

The last five years drive home both of these points. Over the last five years, we’ve 

been warned of the grave dangers resulting from inflation, deflation, the trade 

deficit, the dollar, the budget deficit, unemployment rates, tax rates, real estate, 

China, Iran, Israel, an economic slowdown, elections, dysfunctional governments, 

the Arab spring, hurricanes, Europe’s demise and Asian flu. We’ve also dealt with 

Tsunami’s, financial fraud, trading scandals, currency manipulation, printing 

money, debt ceiling debates, the Federal Reserve, QE1, QE2, Operation Twist, and 

debt downgrades. Each of these things was supposed to short circuit the 

economic recovery and/or our financial markets…yet here we are, with both the 

recovery and the financial markets still intact and improving. Hmm, with all of 

that bad news it makes you wonder how the stock market has performed over 

the last five years? 

 

Unless you’ve been living in the deep jungles of the Amazon, you know the stock 

market has trended upward (with normal yearly dips) and the S&P500 is now over 

150% higher and the Russell 2000 is more than 200% higher than they were at the 

beginning of 2009. 

 

So what happened?  

The truth is, none of the above issues were anywhere near as serious as they 

were held out to be, and in many cases the things being touted as negatives were 

just the opposite! Meanwhile, the media virtually ignored the fact that global 

companies have continued to thrive by taking advantage of inexpensive labor, low 

cost of capital, new global markets for their products and services, continued 

technological innovation, and a growing global middle class. In the process of 

focusing on the things they could control over the last few years, corporate 



America has continued to report record cash flows and firms have grown their 

profitability to all-time records as well.  

 

These are the things (corporate cash flows and profits) that drive stock prices over 

time – as opposed to the irrational panic and hysteria being spread in the news. 

Unfortunately, many people place way too much emphasis/value on what the 

media is feeding them on a daily basis. In our view, financial news has largely 

deteriorated into a daytime soap-opera, far removed from the credible 

information outlet it should be. The problem, as we’ve discussed numerous times 

before, is that the media is more interested in generating ad revenue than in 

accurate reporting, and good news apparently doesn’t sell. That’s why we’ll see 

the “fiscal cliff” will go down with Y2K as one of the biggest media hoaxes in 

history.  Remember how planes were supposed to fall out of the sky? Same deal 

with the fiscal cliff, only this time the economy was supposed to fall out of the 

sky. Too bad it never happened… 

 

The 2nd Quarter of 2013 

During the second quarter of 2013, the economic news around our economy was 

fairly benign. In fact, it was quite clear that our domestic economy was gaining 

traction on a number of fronts, which made it difficult to create doomsday 

scenarios. So, the media and much of the public shifted its laser like focus to rising 

interest rates and their potentially negative effect on the fixed income markets. 

Investors again had been fed a bunch of nonsense about how the “entire” bond 

market should behave, when the Federal Reserve stopped its bond-buying 

program. As if on queue, when the Federal Reserve noted the strength of the 

domestic economy in one of its second quarter updates, market participants over-

reacted by selling out of bonds, interest rates surged, and “interest rate sensitive” 

bond prices dropped.  

 

Again, some perspective is needed. 

 



Remember, just eight months earlier, we were writing about the irrational level of 

pessimism in the stock market. The hot topics at that time were a contentious 

debt ceiling debate, a soft economy, and an upcoming election. At the time, we 

encouraged investors to be patient and to focus on the things they could control, 

like asset allocation, a long-term perspective and owning excellent long-term 

managers. They were rewarded with a 20% (plus) increase in the stock market 

over the next three quarters. This year, the debate shifted to the fixed income 

market. Again, we encouraged our investors to be patient and look beyond the 

short-term at the bigger picture. 

 

As we have frequently stressed in the past, investors are best served by holding a 

well-diversified portfolio of both stocks and bonds over time. In addition, 

investors are best served by sticking to a pre-determined target asset allocation 

strategy. Numerous academic studies provide ample evidence that investors 

often make decisions that are driven by short-term emotions. Those decisions are 

almost always wrong. On the other hand, when investors stick to a pre-

determined asset allocation strategy and rebalance as needed, it forces them to 

buy low and sell high…not the opposite. 

 

During the second quarter, we spent a great deal of time discussing and 

explaining our bond strategies and how we had built portfolios that minimized 

“interest rate” risk. Over the past year, those strategies have worked very well for 

our clients. During 2013, the Barclays US Aggregate Bond Market fell -2.0%. 

Fortunately, our bond portfolios fared much better. For example, convertible 

bond funds were up more than 21%. Our discounted bond fund was up almost 

11%, and our Floating Rate Bond fund was up more than 6%. These are fantastic 

returns in the face of rising interest rates. As you can clearly see, a diversified 

bond portfolio that embraces alternative bonds (which are less interest rate 

sensitive) crushed the overall bond markets return in 2013. We believe a 



diversified portfolio of different bonds will continue to work the same way for our 

clients going forward. 

 

So, even though the quarter was generally flat and fairly benign, the S&P500 

increased another 2.3%, while the Russell 2000 increased 2.7%. Yes, interest rates 

were rising. However, our children and grandchildren still seemed relatively safe 

from the fiscal dangers at the end of the second quarter.  

 

The 3rd Quarter of 2013 

The third quarter of 2013 was one of the more interesting quarters we have had 

in a number of years! To begin with, it seemed like the media and market pundits 

came back from their Labor Day vacations with an extra bounce in their step. First 

up, the Syrian saga, which started out with a potential strike on Syria and 

eventually blew up into the next potential WWIII. I watched in awe as the 

financial media sunk their teeth into that tasty morsel and all but begged people 

to run from the stock market. Nukes, retaliation, high oil prices, long gas lines, 

energy shortages and anything associated with battlefields became fair game.  

 

All but completely ignored was the fact that the US had become a net exporter of 

energy and is now sitting on more Natural Gas than Saudi Arabia sits on oil. Most 

experts believe we’ll be energy independent within the next decade, which is now 

driving a significant amount of manufacturing back into (versus out of) the United 

States. Sorry, I hate to be the bearer of so much good news, it must make your 

head hurt!! 

 

As we moved into October, the financial media dusted off an old reliable friend 

and the rhetoric regarding our debt levels and future inflation made the rounds 

again. As usual, there were the usual fear driven videos (from those selling 

newsletters), fear driven articles (driven by those selling newspapers) and fear 

driven debates (driven by those selling ad time). Note to Readers: For those of us 

who work in the industry, the practice of selling “fear” is all too familiar, since we 



know fear and greed are the primary motivators that drive many individuals 

financial decisions over the short term. Of course, annuity salesmen, newsletter 

writers, and the media know this as well, which is why the practice of selling 

“fear” will NEVER end in our lifetimes. One of our favorite videos of the year 

revolved around the wealthy building their own secret island, with their own 

monetary system away, tucked safely from us mere mortals!! Honestly, you do 

have to be impressed with the "fear-mongers" innovative story lines. A secret 

island is brilliant!!  

 

The third quarter ended with a real bang, when our Federal Government shut 

down. In fact, on September 30th, 2013, I received the following frantic call from a 

local businessman that went something like this… 

 

Caller: Dr. Kiely, my name is so-and-so. I read your market updates with great 

interest. What do you recommend clients do tomorrow? 

Joe: Tomorrow? What do you mean tomorrow? 

Caller: Well, you know the Government is going to shut down tomorrow…right? 

Joe: Ah…Yes, I do know that the Government is going to shut down tomorrow. 

Why does the Government shut down concern you so much? 

Caller: Well, I’m worried about a crash. What are you recommending to your 

clients? Do you think I should sell out of the stock market before it crashes? 

Joe: Why do you think it will crash? 

Caller: Because everyone on TV is saying the market is going to fall if nothing 

happens… 

 

As you might imagine, I get a lot of these types of calls from clients and random 

folks who read my updates. People naturally wonder about things like the 

Government shut downs, Syria, unemployment rates, and our deficit. They 

wonder how it will affect their portfolio over the coming weeks and months. The 

truth is I don’t spend a lot of time thinking about those short-term types of things 

for a number of logical reasons. 



 

First, I recognize that it’s the UNKNOWN things that lead to huge market 

drops…not the known things. If it’s being discussed in the media, then it’s known 

and it's already incorporated into todays stock prices. This implies there will be 

NO impending crash. Second, most of my time is spent focusing on things that I 

know I have 100% control over. Things like diversification, manager selection, 

rebalancing strategies and long term planning. Over the last few decades, I have 

learned these are the things that really affect our portfolios over time. Finally, I 

recognize that the markets could sell off a little if we have a war in Syria or we 

experience a long term Government shut down. However, I also know we have a 

rebalancing plan in place to take advantage of any short-term volatility. So, 

instead of trying to predict which things will lead to short term volatility, I’d rather 

assume short-term volatility is going to happen at some point in the future, and 

have a pro-active plan in place to take advantage of it. This way, I don’t really 

have to concern myself with what causes short-term volatility, since I’ve already 

embraced the fact that it’s going to happen. 

 

So how did the markets behave as we approached the Government shutdown? 

For the month of September, the S&P500 (large caps) increased 2.9%, while the 

Russell 2000 (small caps) increased 6.6%. (No, that’s not a typo.) For the quarter 

ending September 30th, the S&P500 increased 5.3%, while the Russell 2000 

increased another 11.7%. For the year through September 30th, the S&P500 

finished up almost 18%, while the Russell 2000 ended up more than 26%! At the 

end of the quarter, I was thinking that it might be better for all of us, if we had 

more Government shutdowns and “debt-ceiling” debates?  

 

I hope most of you are catching onto the obvious conclusion that the current 

news cycle has no absolutely NO bearing on your long-term portfolio. And any 

doomsday prognostications about your children’s or grandchildren’s future are 

just that…prognostications…which should carry no importance. I personally have 

learned to embrace such prognostications with a smile on my face…and a good 



sense of humor. Based on the feedback I get from 95% of our clients and 

friends…you get it! Thanks!  

 

The 4th Quarter of 2013 

October actually did start with a small stock market dip. Frankly, we were hoping 

it would be a decent sized dip, which is very healthy for the stock market over the 

long run. Over the years, we have discussed the necessity of expecting normal 

10%-15% dips - on average - once a year. These normal dips provide perspective, 

rebalancing opportunities, and validation of the overall stock market value, 

through quarterly corporate earnings updates. After the run-up we experienced 

over the previous fifteen months, we felt a normal 10%-15% dip would be 

embraced. Unfortunately, the normal dip did not occur and the stock market 

surged again - even in the face of the next big catastrophic concern - the 

elimination and/or reduction of the Federal Reserve’s bond-buying program. 

 

Over the past five years, the Federal Reserve has engaged in a number of 

quantitative easing (QE) programs. During that time, they have been very 

transparent on why they engaged in the various QE strategies, and more recently 

they have explained exactly what it would take to reduce their current bond-

buying purchases. As an academic with a Ph.D. in finance, I have been particularly 

impressed with Ben Bernanke’s ability to explain their basic strategic plan in a way 

that anyone can understand. Simply put, if the economy shows significant signs of 

improvement (a good thing), they will reduce the amount of bonds they will buy. 

Unfortunately, very few people take the time to listen to Bernanke’s actual 

explanations, and instead opt for listening to someone else’s “take” on his 

strategies. That’s too bad. To date, the Federal Reserve has been very specific on 

three items of interest…core inflation (which is non-existent), GDP growth (which 

is tepid, but increasing) and the unemployment rate (which is higher than 

normal). Specifically, when these three economic indices show signs of 

improvement, the Fed will reduce and eventually eliminate their bond purchases. 



For over five years, we (at KWAG) have discussed and explained why the Federal 

Reserve’s strategies have been ingenious, smart, timely, good for the public, good 

for the average citizen, and excellent for investors. (Note: All of our updates can 

be found on our website under the “client communications” tab.)  

 

Of course, the media and a number of market pundits continue to question 

Federal Reserve policy, even though the Fed’s track record over the last five years 

has been pretty impressive. Interestingly, as the domestic economy has slowly 

improved, the media has amped up their disdain for the Fed’s strategies, by 

specifically implying that the stock market would "plunge", when the Fed eased 

off their bond-buying program. Well, in December, the Federal Reserve 

announced the reduction and eventual elimination of their bond-buying program 

over the next calendar year. The market’s reaction was swift! 

 

For the month of December, the S&P500 (large caps) increased 2.4%, while the 

Russell 2000 (small caps) increased 1.8%. For the quarter ending December 30th, 

the S&P500 and the Russell 2000 both increased double digits again! And, for the 

calendar year, the S&P500 finished up 29%, while the Russell 2000 ended up 37%! 

I personally can’t wait for the next Government shutdown, debt ceiling debate or 

Federal Reserve move. It will be interesting to see how miserably it affects the 

stock market, corporate America, and our children and grandchildren’s future.  

Of course, if your children or grandchildren had investment accounts, maybe their 

future improved… 

 

Our Upcoming Newsletter 

So, many of you are probably wondering where we stand on the economy and the 

stock market today? I hope none of you are surprised to hear we actually like the 

stock market as a long-term investment, and we really have very little concern 

about the long-term prospects of our diversified portfolios. However, it’s 

impossible to predict short-term market movements, so we’ll plan for any 

scenario over the short-run, by being well diversified across all of the financial 



markets. Then, we’ll let the market movements dictate how we pro-actively 

rebalance. We certainly have a view as to how this will play out over the next few 

years. Unfortunately, you’ll have to wait a few weeks for the specifics… 

 

On Friday, the 17th of January, 2014 we will be mailing out our year-end 

newsletter and account statements. When you get your quarterly package, please 

take the time to read our newsletter thoroughly, so you know where we stand on 

the economy, global issues, our managers, and our portfolios. Specifically, we will 

1) examine last year’s prognostications, 2) we’ll discuss what we expect to see in 

each of the various financial markets over the coming years and, 3) we’ll answer 

questions regarding the financial markets, short term opportunities, and our 

economy going out over the next three, five and ten years. The newsletter will be 

followed up by our…  

 

Client Appreciation Dinners 

During the last week of January, we will also be holding our annual client 

appreciation dinners. This is always a special time of year for us, as we get to 

thank everyone for their continued confidence in our services. As usual, we will 

provide a nice meal, then deliver a brief “state of the union” address examining 

last year’s key events, and then we’ll look ahead to the opportunities and 

challenges we see in 2014 and beyond. If you have any questions or specific topics 

you would like us to address at the dinners, please e-mail or call them in so we 

can make sure to get them on the agenda. In the meantime, please don’t forget 

to RSVP for any (or all) of the dinners below.  Please mark your calendar and make 

your reservations as soon as possible by calling our main office in Greenville, NC 

(877-366-5623) or emailing Angelique at asmith@thekielygroup.com. 

 

Sunset Beach, NC Monday, January 27th Sea Trails Convention Center      6:00-

8:00PM 

Greenville, NC Tuesday, January 28th Brook Valley Country Club          6:00-8:00PM 

Asheville, NC Thursday, January 30th Asheville Country Club                6:00-8:00PM 

mailto:asmith@thekielygroup.com


 

Thank You 

As usual, if you have any questions or concerns regarding our updates, your 

portfolio or any of our investment strategies, please feel free to contact us 

immediately. We always look forward to hearing from you and thank you for your 

continued confidence in our firm. The recent referrals are much appreciated. As 

you know, we remain 100% committed towards your financial well-being at all 

times. If you need anything or your goals or time horizons have changed, please 

do not hesitate to call or drop an e-mail to set up an appointment. We are here to 

serve your financial needs, whatever they may be.  Again, we thank you for your 

continued confidence in our firm and look forward to working together in 2014! 

 

HAPPY NEW YEAR! 

 

- Joe and The Gang at KWAG 
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