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Dear Friends of the Firm,  April 2013
 
It seems like a long time ago that we were subject to an apparently endless stream of news about the 
implications of our nation going over the Fiscal Cliff.  These stories made people feel that the markets 
were staring face first into a double barrel Federal budget shot gun.  Actual events have not been quite 
in line with the dire predictions. The Dow Jones Industrial Average rose 308 points on the first trading 
session of 2013, and rose consistently during the ensuing quarter.   
   
During the first quarter, steady positive market changes culminated in the Dow Jones breaking its all 
time high and eventually rising to 14,578 by the end of March, an increase of 11.9% percent for the 
quarter.  Moreover, the quarter was defined by low volatility despite the potentially destabilizing 
behaviors of our political leaders.  In some respects the gradual and consistent increase in U.S. equity 
prices frustrated those investors holding cash who were looking to deploy capital at “the right time”.  A 
significant amount of money on the sideline was poised to be invested on any major sell off, but it 
never happened.  In fact, ten of the twelve weeks in the quarter saw week on week increases in the 
S&P 500.  Those investors looking for a “sell off” in the market had to wait until mid March when 
there were three consecutive daily falls in U.S. equity prices, totaling less than a 1% drop.  With no 
downside correction in the market, equity investors had to invest in a seemingly ever rising market. 
 
Despite the strong U.S. equity, markets there were ripples in the water from other parts of the world.  
In the first quarter, the Emerging Markets Index had little to no gain for the quarter, and the EAFE 
Index significantly trailed the U.S. market, gaining only 5.3%.  Even as China forecast a growth rate of 
7.5% for 2013, investors preferred the safety and strength of the dollar as the asset of choice.  
Continued uncertainty in the Euro zone, and the Cyprus banking crisis, reminded investors globally of 
the advantages of a strong banking industry, and the safety of the U.S. dollar and dollar denominated 
assets. 
 
A first quarter which defied most forecasters’ punditry gives rise to three main questions: 

1. What was behind the strong performance of the U.S. equity markets? 
2. What happens when the Federal Reserve turns off its policy on easing?  
3. What have we learned about how the markets and Washington interact?   

 
With regard to the strength of the U.S. stock market, the tremendous amount of cash that has been on 
the sidelines becomes a powerful market mover when investor sentiment becomes positive about 
equities.  Another powerful market dynamic will come into play if bond investors become less 
sanguine with their bond allocations and redeploy these assets into equity investments. Finally, 
corporate earnings continue to perform well and thus give investors confidence in stock values.   
 
There is little doubt that the market has benefited from the tailwinds provided by the Federal Reserve, 
and its global counterparts, through the provisions of an endless supply of liquidity and transparency.  
With ever-growing signs of an improving economy the market debate grows louder as to when and 
how the Fed will exit from its multiple rounds of quantitative easing and liquidity measures.   
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