
US equities were generally flat during the first quarter of 
2014. The Standard & Poor’s (S&P) 500 and the NASDAQ 
indexes finished with modest gains while the Dow Jones 
Industrial Average (DJIA) fell less than 1%. This was 
the fifth straight quarterly rise for the S&P 500 and the 
NASDAQ (however slight), continuing the bullish trend for 
equities. However, near the end of the quarter, Federal 
Reserve Chair Janet Yellen unnerved some investors by 
hinting that the Fed may raise interest rates earlier than 
expected. Her somewhat surprising comments benefited 
the more defensive equity sectors, which outperformed 
the overall index for the quarter. The utilities and 
healthcare sectors gained 10% and 6% respectively 
while the consumer discretionary sector underperformed, 
falling 3%. 

March 9, 2014 marked the fifth anniversary of bear-market 
lows, when the S&P 500 index touched 666, as stresses 
on the financial system and the world economy slammed 
asset prices. Since that time, the S&P 500 has come 
roaring back by nearly 175%. The five-year advance 
has increased the value of investors’ holdings in US 
equities by some $16 trillion, according to Wilshire 
Associates. Moreover, the Federal Reserve reported that 
US households’ net worth surged nearly $3 trillion in 
the fourth quarter of last year, to a record $80.6 trillion. 
This jump in households’ net worth is $11.8 trillion above 
the $68.8 trillion reached in the second quarter of 2007, 
according to a strategist at the investment firm Gluskin 
Sheff. In the fourth quarter of 2013 alone, the value of 
US equities rose $1.3 trillion, and US real estate climbed 
$456 billion.

The expansion of the Fed’s balance sheet — to more than 
$4 trillion from less than $1 trillion prior to the beginning 
of the Great Recession in September 2008 — paved the 
way for asset appreciation. According to Gluskin Sheff, 
there has been a more than 90% correlation between 
the growth of the central bank’s assets and the S&P 500 
since the bull market began five years ago.

The effect of quantitative easing on interest rates is just 
as profound. The Federal Reserve’s unprecedented 
purchases of Treasury and US agency mortgage-backed 
securities kept a lid on borrowing rates. The benchmark 
10-year T-note yield ended the first quarter of 2014 at 
2.72% — eleven basis points lower than the benchmark’s 
2.83% rate at the end of March 2009. The roundtrip of 
the 10-year T-note yield comes despite the enormous 
increase in liquidity. 
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MARKET COMMENTARY The decline in private borrowing costs, which is reflected 
in interest rates on corporate bonds, auto loans, home 
mortgages, and credit card debt has been a key element in 
the equity bull market, allowing companies and consumers 
to borrow at historically low rates. The central bank’s actions 
allowed auto makers to resume offering low rate car loans, 
which has boosted auto demand to levels not seen since 
2007 of nearly 16 million new vehicles per year. Record 
low mortgage rates provided institutional investors and 
individuals the ability to access inexpensive debt, spurring 
a bounce in residential real estate prices. The Case-Shiller 
Index, a composite that tracks 20 real estate markets across 
the US, is up over 12% since then end of 2008.

It is perhaps this backdrop of the broad recoveries in the 
financial and real estate markets that cause investors to 
worry about the Fed’s plans to taper quantitative easing. 
Beginning in December 2013, the Fed trimmed $10 billion 
from its $85 billion-a-month pace. Since then, the Fed has 
reduced another $20 billion-a-month to the current $55 
billion-a-month program as outlined during new Fed Chair 
Janet Yellen’s first Federal Open Market Committee meeting 
in March. 

Yet, many signs remain that the Fed must continue its 
accommodative policies, albeit at a lower level. The 
unemployment rate lingers just below 7% which is the Fed’s 
targeted threshold as announced by former Fed Chairman 
Ben Bernanke in June 2013. The labor-force participation 
rate remains at 63% (near a 40-year low), and average 
hourly earnings rose only 2.1% from March 2013 to March 
2014. The graph below shows the flat line performance of 
year-over-year growth in average hourly earnings in the past 
five years. 
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WHEN TO WORK WITH WINFIELD
PRIVATE INDIVIDUAL INVESTORS
• Manage accumulated wealth, inheritances and settlements
 to meet investment objectives

ENDOWMENTS AND FOUNDATIONS
• Manage assets with a long-term growth strategy while
 meeting investment policy requirements

BUSINESS OWNERS
• Customize investment portfolios to meet investment
 objectives and lessen risk of concentrated assets
• Defer taxable earnings in profit sharing plans
• Manage and advise 401(k) plans

BUSINESS PROFESSIONALS
• Customize investment portfolios, manage stock options
 and consolidate 401(k)/IRA plans to meet investment
 objectives and lessen risk of concentrated assets

RETIREES
• Customize investment portfolios to meet investment
 objectives with the option of drawing income
• Management of IRAs, trusts and taxable accounts 
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While asset prices have increased substantially, average 
pay has gone nowhere. This is both bad news and 
good news. Clearly, the American workforce is both 
underemployed and stagnating. On the other hand, with 
official inflation readings well within the Fed’s 2% target, 
there’s little reason to expect a departure from the current 
plan for securities purchases. As New York Fed President 
William Dudley said in March, he favors continued stimulus 
for “a considerable time,” with the first increase in rates in 
the middle of 2015.

International equity markets also paused in the first 
quarter as investors’ concerns turned to an economic 
slowdown in China and rising geopolitical tensions in 
Crimea. China’s economic rebalancing away from credit-
fueled investment in heavy industries like steel toward 
more domestic consumption has led to a deceleration 
in growth from 8-9% to 5-7%. In March, Russian stocks 
plummeted as the US and other nations imposed 
economic sanctions to protest the annexation of Crimea. 
Overall, the MSCI Europe Asia Far East (EAFE) Index rose 
less than 1%. 

In early April, Greece successfully issued €3 billion ($4.1 
billion) in five year debt. Not more than two years ago, 
when Greece faced the prospect of default and ensuing 
collapse, the yields of Greek bonds reached nearly 40%. 
Our conviction in maintaining at least a portion of our 
portfolios in fixed income despite near record low interest 
rates appears to have been confirmed by investors’ 
almost insatiable demand for yield, even for debt issued 
by the government of Greece. 
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FIRM BROCHURE
In March, Winfield filed an updated Firm Brochure with the 
United States Securities and Exchange Commission (SEC). 
This brochure provides information about the qualifications 
and business practices of our company. Clients of Winfield 
received a copy of the Firm Brochure at the end of the first 
quarter. Information about Winfield is also available on the 
SEC’s website at www.adviserinfo.sec.gov. You can search 
this site by a unique identifying number, known as a CRD 
number. Our firm’s CRD number is 801-54970. 

CLIENTVIEW WEB PORTAL 

Winfield’s ClientView serves as your financial hub. Clients 
can upload wills, trusts, insurance policies, and other 
critical financial documents and view them in a completely 
secure environment. Cloud-based technology ensures that 
clients can access all of their important financial information 
in one place from anywhere with internet access. Our 
platform allows clients to gain a better understanding 
of their investments by providing performance and 
asset allocation information that is not available through 
traditional brokerage websites. We strongly encourage any 
clients or prospective clients who are interested in this tool 
to call for further information.


