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October 1, 2013 

 

 

THIRD QUARTER 2013: 

Potential Pullback, Positive Outlook 

 

 

Dear Investor, 

 

I hope you had a nice end of summer and are enjoying a beautiful start to autumn! Despite a 

pullback during August, U.S. stocks continued to edge higher during the third quarter, with the 

S&P 500 Index
1
 touching an all-time high on September 18. For the quarter, the S&P rose 5.24% 

and is now up 19.79% year to date. Foreign stocks, as measured by the MSCI-EAFE Index, 

gained 11.56% and are up 16.14% over the same periods, respectively. 

 

Short Term Outlook 

 

While stocks have performed well this year, it’s important to remember that the financial 

markets are forward-looking. And, as traders watch the drama over raising the nation’s debt 

ceiling and the government shutdown in Washington D.C., they may become nervous about the 

potential negative impact on the U.S. economy. So, don’t be surprised to see an increase in 

market volatility until our political leaders can reach a compromising solution. 

 

Regardless of what happens in Washington, there is another reason we can expect a potential 

pullback in stocks. As reported by BTN Research, it has been nearly two years since the S&P 

500 experienced a drop of 10% or more. That’s the fifth longest stretch without a 10% decline in 

the past 50 years.   The unsettling situation in Washington may be the catalyst for a normal 

pullback in stock prices.   

 

Long Term Outlook 

 

But, what about the (more important) long-term outlook for stocks? In my opinion, several trends 

point to a positive outlook. First, earnings for U.S. corporations have continued to grow. 

Earnings for companies in the S&P 500 reached an all-time high this year and analysts at FactSet 

Research are estimating that third quarter earnings will rise an additional 3.4%.  

 

These gains have come despite a recession in Europe and slower growth in China. Recent signs 

that the Eurozone (the world’s second largest economy as measured by GDP), is on the road to 

economic recovery bode well for future corporate earnings growth. And, if China, Japan, and 

emerging markets economies can return to the higher growth rates of several years ago, that will 

further bolster prospects for earnings expansion. 

 



 

 

 

 

Of course, fiscal policy is another major driver of stock and bond market performance that 

cannot be overlooked. On September 18, the Federal Open Market Committee surprised many 

when it announced no imminent plans to “taper” its most recent round of bond buying, which has 

helped to keep interest rates near historically low levels. While bonds rallied on the news, the 

overall trend in recent months has been a gradual rise in yields and interest rates—another sign 

that the economy may be gaining momentum. 

 

Feel free to get in touch with me if you have any questions or if there have been any major 

changes in your financial circumstances. 
 

Sincerely, 

 

 
 

 

Mike Ovshak 

CFP
®
 

1 The S&P 500 Index is a broad-based measurement of changes in stock market conditions based on the average performance of 500 widely held 
common stocks.  

2 The MSCI EAFE Index an unmanaged market capitalization-weighted index of equity securities of companies domiciled in foreign countries 
that is designed to represent the performance of developed stock markets outside the United States and Canada. 

All indices are unmanaged and investors cannot invest directly into an index. Past performance is not indicative of future results. Diversification 
does not assure a profit or protect against a loss in declining markets. 

 


