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AFTER A STRONG 2013 FOR THE S&P 500,  
WE SEE BETTER OPPORTUNITIES OVERSEAS 

 
2013 was a fabulous year for the US stock market. The S&P 500 returned over 29% which is the  
4th highest annual return over the past 50 years and has now produced price appreciation of 160% over 
the last 58 months. According to The Leuthold Group, this bull market (using the Dow Jones Industrial 
Index as a benchmark) now ranks #7 historically in terms of total gain and #6 in terms of longevity, 
when compared to all bull markets since 1900. 
 
While that data does give us cause for concern, we are still not ready to call the end to the bull market 
here in the United States. However, given the strong price appreciation of the US market and the current 
higher valuation for US equities, we feel it makes sense to look at adjusting our portfolio allocations to 
other global markets that may offer better relative value.  After looking at a number of factors this fall, 
we raised the allocation to international equities within the Total Return and many of our Custom 
Investment Service (CIS) portfolios.  
 
The first thing we looked at was relative performance.  In 2013, the US equity market outperformed 
Latin American by 45%, Asia ex Japan by 25%, and Europe by 9%. From a longer-term perspective, the 
US equity market (S&P 500) has reached and exceeded its 2007 peak level, while the rest of the world, 
as represented by the MSCI EAFE index, is still 37% below its 2007 peak.    
 
The second and most important reason relates to valuations.  At this time the US equity market is more 
expensive than other areas around the globe and in relation to emerging markets (EM), the US is 
significantly more expensive. So while we take the position that the European markets will continue 
their slow continued improvement, we see real investment opportunity in the emerging markets. 
 
For example, a fundamental metric that has been very useful in evaluating the appropriate time to invest 
in the emerging markets is the price to book ratio. Historically when the price to book ratio is 1.5 or 
lower, it has been an excellent time to invest. We are currently at that level. Additionally, the consensus 
forecast indicates that the emerging markets gross domestic product (GDP) is expected to grow at 
double the rate of US GDP next year. Finally, most emerging market countries have attractive levels of 
debt to GDP when compared to the US and Europe. 
 
When talking about emerging markets we must look at China. Chinese markets were up less than 1% in 
2013, as the stock market was responding to the fact that the Chinese economy has been going through 
an adjustment from very strong growth of over 10% per year to a more modest growth of 6-7%. As 
economic growth has slowed, investors have been less bullish on Chinese stocks.  

 
But recently the economic news from China has been very good.  For example, China recently reported 
that exports grew 12.7% year over year for November and their trade surplus was $33.8 billion, which 
was the highest level since January, 2009.       (OVER) 
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Although we don’t expect a return to 10% growth, these are just two out of a number of positive reports 
that may be giving us an early indication of more stable and sustainable growth in the Chinese economy. 
Consequently, we have positioned our portfolios with an allocation to China. 
 
So while we believe that it is a good time to invest in the emerging markets, Europe also looks attractive 
for several reasons, including the fact that the European Central Bank (ECB) is continuing their 
stimulative monetary policies. At the November meeting the ECB lowered the interest rate on the main 
refinancing operations of the Eurosystem by 25 basis points to 0.25%.  ECB President Mario Draghi also 
stated that they decided to keep the main refinancing operations (MRO) at full allotment  
“for as long as necessary, and at least until July, 2015”. This policy stance should provide a nice tailwind 
for the European economy and markets within Europe. 
 
While we believe monetary policy will be a tailwind for Europe, the situation in the US is different.  Our 
recovery has been stronger than Europe’s and this has caused the US Federal Reserve to reduce their 
$85 billion in monthly bond purchases. They recently announced a reduction for January and the impact 
of this is likely to be marginally higher interest rates in 2014. Already the yield on the 10 year Treasury 
has risen from 2.72% in November to 3.02% in December. Higher interest rates could present at least 
mild headwinds to the US stock market, which is another reason we like international stocks. 

 
As many of our readers understand, we have always maintained an exposure to global equities over the 
years.  Our portfolio allocation has ranged anywhere between 15-30% over the years.  Recently, we felt 
that it was appropriate, based on the reasons stated above, to raise our allocation to international 
investments to the high end of the range. To put this allocation in perspective, the United States makes 
up less that 50% of the world economy. So technically, a 70-75% allocation to the US equity market is 
still an overweight position.  All things considered, based on our evaluation, we believe there is good 
value in overseas markets and we want to be positioned accordingly.  

 
As we look forward to 2014 we see further gains in the US and global markets, with outperformance by 
international markets relative to the US. Next year is likely to be a little bumpier ride than this year as 
we have not had a 10% correction since 2011.  Following such a strong year we would expect US equity 
market returns to be in the single digits for 2014, with increased volatility. The primary negative surprise 
to our forecast would be significantly higher interest rates, which could slow the economy. 
 

BUENA VISTA INVESTMENT MANAGEMENT LLC 
LONG-TERM MARKET INDICATORS 

 
Buena Vista Conservative Buy/Sell Discipline:  Bullish (turned positive 1-2012) 
Leuthold Major Trend Index Bullish (turned positive in 7-2013) 
InvesTech Negative Leadership Composite: Bullish (turned positive in 11-2013) 
S&P 500 Stock Index: 1,848    (29.53% thru 12-31-13) 
Dow Jones Total Market Index 19,053  (30.86% thru 12-31-13) 
 

Important Disclosure – The performance numbers contained on this page are provided for informational purposes only.  Returns may vary depending on personal 
objectives and timing of invested dollars.  The performance numbers contained on this page are net of Buena Vista management fees and are based on investments 
held in a composite of accounts with like investment strategy.   Contact Buena Vista Investment Management LLC for more specific information concerning 
performance and market data. Do not rely on this information to make investments. 
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