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Economy

Global Growth is Decoupling
Recent Economic Indicators
Thomson Reuters/Univ. of Michigan Consumer Sentiment

81.2

Consumer Confidence

80.7

Existing Home Sales, Monthly Change
New Home Sales, SAAR*
Personal Income, Monthly Change
Personal Consumption Expenditures, Mo Chg
Non-farm Payroll Increase/Decrease
Unemployment Rate

1.0%
414,000
0.0%
0.2%
113,000
6.6%

ISM Non-Manufacturing Index

54

ISM Manufacturing Index (PMI)

51.3

New Durable Good Orders, Monthly Change
Industrial Production, Monthly Change
Capacity Utilization
Retail Sales, Monthly Change

-4.2%
0.3%
79.2
0.2%

CPI, Monthly Change, SA

0.3%

CPI Core, Monthly Change, SA

-0.1%

PPI, Monthly Change, SA

0.4%

PPI Core, Monthly Change, SA
U.S. Trade Deficit

0.3%
38.7 Bil

Q4 2013 Non-farm Productivity, Qtrly Chg

3.2%

Q4 2013 Real GDP, Quarterly Change, SAAR*

3.2%

*Seasonally Adjusted Annual Rate
Values reflect most recent data available at the time of publication.
Source: Bureau of Economic Analysis of the U.S. Department of Commerce, U.S.
Department of Labor, Federal Reserve, Thompson-Reuters University of Michigan,
Institute for Supply Management, National Association of Realtors, The Conference
Board, U.S. Census Bureau, Bloomberg.
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Overview
The Fed finally started withdrawing its bond purchasing program last
month and announced the plan to increase the amount of monthly
tapering to $20 billion in February. Additional stimulus reductions are
expected to follow. However, tapering does not equal tightening and
the Fed will maintain an accommodative policy to support the
economy via low interest rates. Similar plans are expected from the
European Central Bank and the central banks in Japan and the UK. On
the contrary, many emerging market (EM) economies continue to see
rising inflationary pressure and declining growth. Combined with Fed
tapering, this is causing capital outflows and currency depreciation in
many EM countries. Left with little choice, EM central banks have
responded with tighter monetary policies, a move that will likely
result in slower economic growth ahead.
Tighter monetary policies explain significantly higher short-term rates
in emerging markets. At the end of January, short interest rates in EMs
were around 4.75% vs. 0.30% in developed economies. This will likely
not change in 2014 as the projections from the IMF call for elevated
inflation levels in EMs (5.6%) vs. developed economies (1.7%). Still,
the IMF projects global growth to increase to around 3.7%, largely on
account of recovery in the developed world.
U.S. domestic spending is set to remain high and possibly accelerate
this year. According to Cornerstone Macro, banks’ willingness to make
commercial and consumer loans remains historically high, which
combined with growing corporate profits and increases in property
prices, should provide additional support for future spending. The firm
expects real total capital expenditure to increase to 8% year-overyear while consumer spending is expected to grow to 3% by the end
of 2014. Just the opposite can be expected from housing where weak
housing formation and higher mortgage rates might curb the pace of
the housing recovery in 2014. Nonetheless, the housing sector is still
expected to positively contribute towards the GDP.

Unemployment Rate

Change in PPI and CPI, monthly
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Some analysts are partially blaming weather for the recent weakness
in the headline employment reports given that many people did not
work for part of December and January due to the cold temperatures
and increased snowfall. The data collected by outplacement firm
Challenger, Gray and Christmas provide further justification for weak
retail employment – down 13,000 in January – by citing inevitable
post-holiday layoffs. In addition, excluding weak government
employment (down 29,000), private employers have added an
additional 142,000 new workers in January, bringing private payrolls
to about 300,000 below its prior peak.
GDP
The advanced estimate for U.S. GDP in the final quarter of 2013 was
reported at 3.2%, outpacing a consensus estimate of 3.0%. Still, it
compares unfavorably to the 4.1% reading in Q3. Fourth quarter GDP
was affected by the weakness in government spending that can be
attributed to a two-week shutdown last October. Aside from this
data, personal consumption increased 3.3% and exports increased
11.4%, both very strong contributors. Demand was not quite as
healthy as expected, growing 2.8% in the fourth quarter of 2013 after
a 2.5% jump in Q3, and final sales of domestic purchases slowed to a
1.4% growth rate after 2.3% in the previous quarter. Overall the
report suggests that the private sector is strong but may have shown
some weakness towards the end of the quarter, and a slowdown in
the government sector offset some of the positive private sector
contribution.
Employment
The employment report disappointed for the second straight month,
although it did show improvement from December. Non-farm
payrolls gained 113,000 in January trailing consensus estimates of
181,000, and following a very weak 75,000 December figure. The
unemployment rate continued its downward trend to 6.6% while the
labor force rebounded sharply, indicating that the drop in the
unemployment rate is not due to people giving up on the job search
or leaving the labor force. This trend is actually a major plus as
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households reported 616,000 new jobs this month, indicating natural
growth in the jobs market and a true reduction in unemployment.
Average hourly earnings appear to have bottomed which should be
positive for consumer spending. The acceleration in earnings came
from the manufacturing, mining, information and transportation
sectors. Though these gains have been somewhat offset by slower
growth in the health and education, retail and construction sectors.
Monetary Policy
The Federal Reserve announced last month they will continue with
the tapering of the quantitative easing program by another $10
billion, which brings the monthly purchase amount to $65 billion. This
consists of $30 billion in mortgage-backed securities and $35 billion
in long-term treasuries. Based on the wording of the report the Fed
still seems dovish, especially with the improving employment
numbers, but they did make an effort to point out that the current
state of low inflation could present future risks to the economy. It is
fairly safe to assume that as long as the economy continues to
improve the Fed will continue to taper the asset purchase program,
but any unexpected event or unfavorable data could alter the course
of action. It is also worth noting that this was Ben Bernanke’s final
meeting as Chairman; he was replaced by Janet Yellen on February
1st.
Housing
The December existing home sales rebounded slightly from a weak
November report, gaining 1.0% after a 4.3% November dip, settling
at a level of 4.87 million homes. Available supply fell sharply to 4.6
months from a reading of 5.1 last month, indicating a significant
tightening of supply which could lead to weak sales in the coming
quarter. Winter weather has certainly been a factor for the U.S.
housing market in recent months. This can be seen in the Architecture
Billings Index, which fell across the northern states in December by
over 4.5%. The colder weather so far in January could lead to further
weakness in the index, which is still rolling off negative effects from
the government shutdown. The Architecture Billings Index is a leading
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ISM Report on Business Activity

U.S. Industrial Production

Index Levels from January 2008 - January 2014
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indicator of overall U.S. construction spending, so hopefully this
factor will strengthen with warmer weather. Housing starts fell in
December by 9.8% after a major jump of 23.1% in November, but
still gained 1.6% on a year-over-year basis. Overall housing permits
dropped by 3.0%, suggesting a small rut in the growth of the housing
sector, but much of this drop can be attributed to intensely cold
temperatures and precipitation across the northern U.S. in December
that halted some business activities. Construction activity is still
positive in the housing sector but the slowdown in permits could
indicate deceleration. Recent economic weakness, and in turn lower
interest rates, has led to lower mortgage rates. According to Freddie
Mac, the average rate for a 30-year fixed rate mortgage fell to 4.23%
in the first week of February.
Retail Sales and Inflation
Retail sales were positive in December, suggesting a stronger
presence of a healthier consumer than the previous jobs report would
indicate. Retail sales bumped up 0.2% versus a consensus of no
change after a 0.4% upward move in November. The number would
have been significantly higher if not for motor vehicles and parts
dropping 1.8%, erasing all gains in this sector from November.
December retail sales actually climbed 0.7% when taking autos out of
the equation. Inflation remained low in December with the exception
of energy prices. Headline CPI in December climbed 0.3% while the
core figure was up just 0.1%. The energy sector jumped 2.1%, but
most other components gained modestly or fell slightly. Inflation
remains low in general, with the December year-over-year number
coming in at 1.5%, still significantly below the Fed’s target of 2%.
U.S. Manufacturing Activity
Manufacturing in the U.S. is still strong as the December industrial
production report came in at 0.3% during the month after a 1.1% rise
in November, with the manufacturing component increasing 0.4%.
This marks the fifth consecutive monthly manufacturing increase;
industrial production in total marked a 3.7% increase from a year ago.
The ISM Manufacturing Index, however, was surprisingly weak in
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January, dropping 5.2 points to 51.3 from 56.5 in December. This is
the largest monthly drop in nearly three years and the lowest reading
since May of last year. The new orders component posted the largest
decline, down 13.2 points to 51.3, which still indicates positive growth
but at a much slower pace. This report somewhat contradicted the
monthly factory orders figures, which came in up 0.2%, excluding
aircrafts (-1.5% including aircrafts). Weather could have been a factor
in these numbers as well. Some economists are revising first quarter
GDP estimates and other data points downward to account for
weather-related slowdowns. Optimistically speaking, these indicators
can rebound as weather improves throughout the United States. The
Non-Manufacturing ISM Index increased by one point to 54.0. The
business activity component jumped two points to 56.3 while other
components moved up just slightly. This increase comes despite the
weather-related headwinds to business during the past two months,
an indication of positive growth acceleration and a comforting
counterbalance to the negative news from the manufacturing portion
of the ISM survey.
China
Chinese manufacturing PMI fell in January to a nominal 49.6% and
seasonally-adjusted 48.5%. This suggests a coming slowdown in real
GDP growth, an idea supported by Premier Li Keqiang. He stated that
China could keep unemployment low and maintain order throughout
the country with GDP levels at 7.2%. Some analysts’ forecasts of
China’s GDP have fallen below 7% for 2014. Furthermore, there is a
historical correlation between Chinese bank stocks and the
manufacturing PMI index, and as bank stock prices run lower this
could indicate further downward movement for manufacturing PMI in
China.

Fixed Income

Most Major Fixed Income Markets Post Gains for the Month
Fixed Income Current Yields

1/31/2014

3 Month U.S. T-bill

0.02%

2 Year U.S. Treasury

0.34%

5 Year U.S. Treasury

1.49%

10 Year U.S. Treasury

2.67%

30 Year U.S. Treasury

3.61%

1 Month

YTD

Barclays U.S. Aggregate

Total Returns

1.48%

1.48%

Barclays U.S. Govt./Credit

0.95%

0.95%

Barclays U.S. Municipal Bond

1.95%

1.95%

Barclays U.S. Corp. High Yield

0.66%

0.66%

Barclays U.S. Long Credit A

3.26%

3.26%

Barclays U.S. Treasury 20+ Year

5.98%

5.98%

Barclays Global Aggregate

1.06%

1.06%

Barclays Emerging Markets

-0.28%

-0.28%

1 Month and YTD data as of: 1/31/2014
Values reflect most recent data available at the time of publication.
Source: Morningstar, Inc., U.S. Department of the Treasury, Barclays Capital

Overview
Largely attributable to the combination of a meltdown in emerging
market stocks, bonds and currencies, and a focus on “risk-off”
securities, most sectors in the bond market posted robust gains for
the month, with yields in the U.S. Treasury market dropping to their
lowest levels in three months. Another driver of demand included a
jobs report that showed slower-than-expected payroll growth.
Because the jobs report is one of the primary indicators the Federal
Reserve uses to determine monetary policy, any weakness fuels
concerns the central bank will keep short-term rates lower for longer
than previously believed.
Looking forward, some strategists, including PIMCO’s Bill Gross, feel
the rally in the bond market can continue, particularly if employment
growth remains subdued and key inflation measures stay below the
Fed’s target. However, from a valuation perspective, Treasuries
remain very expensive relative to historical averages. Yields on
Treasuries with maturities out to approximately 2022 remain near the
historical rate of inflation, which suggests U.S. Government debt
offers investors an extremely low expected return/high risk
opportunity at this time. In the short-term, we expect continued
volatility in the bond markets amid contagion concerns resulting from
emerging market weakness. In the long-term, however, we feel the
outlook for developed economies remains cautiously optimistic,
without a hard landing in China, likely leading to higher rates.
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High Yield Bond Spreads

10-Year Government Bond Yields
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Corporate
The investment grade corporate sector rallied sharply, gaining 1.81%,
in sharp contrast to losses posted in the previous two months. Given
the recent volatility in this sector, strategists seem to have conflicting
views of the market’s overall direction. Rather than forcing a
directional view, a better approach may be to consider strategies that
offer relative value. Specifically, investors can focus on sectors with
the widest spreads, which tend to have higher beta in rising markets.
Should investment grade bonds resume their tightening bias, the
wider sectors should rally even faster; but if the market spread is
stable or widening, these same sectors are no more likely to lag.
These sectors include metals & mining, cable, and supermarkets.
Once again, high-yield bonds gained for the month, rising 0.70% and
bringing 12-month returns to 6.77%. Meanwhile, some bond
investors are losing their aversion to illiquid parts of the corporate
junk bond sector, as the extra yield buyers demand to own smaller
denominations that trade infrequently dropped to 0.25% from
1.00%. The lower premium for illiquid assets suggests managers are
still willing to reach for yield to enhance returns, likely increasing
expected volatility in the markets. Because stricter banking
regulations accelerated a decision by many bond dealers to reduce or
eliminate using their own assets to facilitate trading, illiquid securities
become more vulnerable to price swings when market sentiment
deteriorates. Against this backdrop, mutual fund managers forced to
sell assets to meet withdrawal requests often accept weak bids since
many large market-makers, driven out by the Volcker Rule, no longer
participate in this arena.
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Municipals
Challenges eased in the tax-exempt market with the Barclays
Municipal Bond index gaining 1.95%, as mutual fund and ETFs in this
sector experienced inflows, breaking an almost eight-month
redemption streak. Redemptions surged in 2013 as market
participants first reacted to rising interest rates, and later to credit
worries caused by a combination of the Detroit bankruptcy, concerns
over Chicago’s unfunded pension liabilities, and a weakening financial
picture in Puerto Rico. However, expectations for the muni market
have improved, as new issuance is forecast to remain subdued and
higher tax rates are likely to attract investors back into this asset
class. A tax increase of 3.8% to fund Medicare for high-income
earners along with a cutback in deductions are likely to influence
investor’s decisions when considering after-tax returns. We continue
to recommend munis with an emphasis on a defensive structure in
the form of above-market coupons. Our focus maturity range for
yield curve positioning remains five to seven years, preferring “A”
rated GO and essential service revenue bonds.
Meanwhile, S&P downgraded Puerto Rico’s general obligation bonds
to below investment grade, citing short-term liquidity concerns in the
commonwealth. This move comes despite a year in which officials
took several steps to strengthen its balance sheet including
implementing widespread pension reforms, widening its corporate tax
and sales base, reducing its deficit, and making plans for a balanced
budget by 2015. Still, these are long-term positives, in contrast to
more immediate concerns about liquidity.

Performance by Country

U.S. Treasury Yields

Unhedged Total Returns, January 2014

In % Points as of 01/31/2014
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International
The Barclay’s Global Treasury ex-US index rose by 1.34% on an
unhedged basis, but gained 1.47% on a local currency basis,
consistent with a stronger U.S. dollar against other major currencies.
Most major country government bonds posted strong gains of more
than 2.00% including Canada, Germany, the United Kingdom and
France as investors fled from emerging market bonds. Peripheral
sectors including Spain, Italy, and Ireland also benefitted from this
exodus, remaining in high demand for many market participants.
Meanwhile, the European Central Bank announced it would keep its
benchmark interest rate at a record low of 0.25%. Borrowing
testimony from Ben Bernanke, ECB president Mario Draghi said rates
would “remain at present or lower levels for an extended period of
time.” With European economic growth and inflation at below target
levels, he said risks for the eurozone “remain on the downside” and
the ECB is ready to “take further decisive action” to spur the weak
recovery. Draghi refused to say the fight against Europe’s debt crisis is
over, even as countries like Ireland and Portugal return to the debt
market. Against this backdrop, some strategists expect further rate
cuts as Draghi stressed the importance of maintaining a high degree
of monetary accommodation along with ECB’s willingness to deliver
further decisive action.

3 MO
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Puerto Rico Downgrade Implications
Standard & Poor’s downgraded Puerto Rico’s general obligation
bonds to BB+, as analysts David Hitchcock and Horacio AldreteSanchez noted, “While we believe a near-term bond sale would
provide temporary liquidity into fiscal 2015 and could be an
important stabilizing factor, we believe there remains implementation
risks over the next year in light of continued economic weakness.”
Given the widespread sell-off observed during the second half of
2013, much of the bad news is likely already priced into valuations for
Puerto Rico GO Bonds, which are yielding well over 10% for a 10-year
maturity. However, some strategists feel these bonds might
experience additional selling pressure amid the combination of
unwinding of leveraged bond positions and forced redemptions from
investment platforms with “investment-grade only” guidelines.
From an overall muni market perspective, no direct linkage exists
between Puerto Rico’s credit profile and that of many thousands of
municipal issuers comprising the rest of this $3.7 trillion sector.
Separately, some investors feel the federal government will provide
relief to avert a default. Although the commonwealth has
approximately $70 billion of obligations outstanding, we feel an aid
package would be difficult to pass through Congress considering the
federal government failed to provide direct relief to Detroit, Jefferson
County or any of the California cities that filed for bankruptcy in
recent years.
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Equities

Rough Start to 2014 for Equities
1 Month

YTD

Dow Jones Industrial Average

Total Returns

-5.19%

-5.19%

S&P 500

-3.46%

-3.46%

NASDAQ Composite

-1.70%

-1.70%

S&P 100

-4.01%

-4.01%

S&P 400 MidCap

-2.12%

-2.12%

S&P 600 SmallCap

-3.86%

-3.86%

Russell 2000

-2.77%

-2.77%

MSCI EAFE

-4.02%

-4.02%

MSCI EAFE Small Cap

-1.52%

-1.52%

MSCI Emerging Markets

-6.47%

-6.47%

1 Month and YTD data as of: 1/31/2014
Values reflect most recent data available at the time of publication.
Source: Morningstar, Inc.

Overview
While we anticipated volatility in the stock market this year after
outsized returns in 2013, the declines through the end of January were
worse than anticipated. Triggered by the lower-than-expected
December jobs number, the decline in U.S. manufacturing data,
reports of poor auto sales, a disappointing services industry
purchasing managers' survey, a subpar retail holiday season, and
evidence of a slowdown in home price appreciation, equity investors
started selling. Profit taking in sectors and industries that had
performed well in 2013 was accompanied by rotation into more
defensive stocks.
Closing out the month at 15,698.85, the total return in January for
the Dow Jones Industrial Average was -5.2%, the worst of the three
major U.S indices. The Dow experienced six triple-digit losses over the
course of the month. The broad based S&P 500 Index fell 3.5% to
1,782.59. The NASDAQ Composite's return was -1.7%, finishing at
4,103.88 after ending December at its highest level since September
2000. The NASDAQ’s outperformance was aided by strength in
stocks such as Google (+5.4%) and Microsoft (+1.1%) as well as the
biotech industry. While many fear the “January Indicator,” research
looking back nearly 70 years has shown that there is better than a
50% chance that stock markets will be positive for the remainder of
the year, even if they are down in January.
According to Standard & Poor’s, total earnings for the S&P 500 are on
track to reach new all-time quarterly and annual records for the
fourth quarter and year 2013 respectively. Fourth quarter earnings
are projected to increase 8.1% compared to last year, the highest
quarterly growth rate of 2013. Of the approximately 350 S&P 500
companies who have reported quarterly results so far, 72% have
beaten earnings expectations, about in line with earnings surprises
over the last four years. As the earnings season has coincided with
mixed economic data and questions regarding the stability of
emerging markets, companies have been offering cautious forward
guidance.
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S&P 500 Sector Breakdown

S&P 500 Sector Performance by Market Capitalization

Month-End Percentages

One Month Return As of 01/31/2014
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S&P 500
Financials
15%

Domestic Equity
Leading all S&P 500 Index sectors on the downside in January were
Energy (-6.3%), Consumer Discretionary (-5.9%) and Consumer
Staples (-5.1%). Within Energy, both oil services companies such as
Noble Drilling (-17.2%) and the integrated operators including Exxon
(-8.9%) and Chevron (-10.6%) were weak. Consumer Discretionary
retailers Best Buy (-41.0%) and Bed Bath & Beyond (-20.5%) reported
holiday sales below expectations. Consumer Staples stocks were
weighed down by fears of slowing growth in emerging markets.
January's best performing sectors included Utilities (+3.0%), Health
Care (+0.9%), and Information Technology (-2.5%). After significant
underperformance in 2013, investors bought up Utilities stocks
including Exelon (+5.9%) and Dominion Resources (+5.0%). Health
Care stocks that outperformed included Alexion (+19.5%) and Boston
Scientific (+12.6%).
According to Standard & Poor’s, mid cap equities outperformed both
large cap and small cap equities in January. The S&P MidCap 400
declined only 2.1%, better than the S&P 500 Index return of -3.5%
and the Small Cap 600 Index return of -3.9%.
As for style performance, large cap growth stocks outperformed large
cap value stocks in January, but value outperformed growth in mid
cap and small cap stocks. After posting the strongest returns
(+42.7%) for the full year 2013, small cap growth stocks had the
worst performance in January, down 4.1%, while mid cap value stocks
held up the best, falling only 1.7%.
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Source: Morningstar, Inc

International Equity
International equity indices were also weak in January. In general,
international developed markets reacted to the same news and
concerns of the U.S. markets. The MSCI EAFE Index of developed
markets fell 4.0% in U.S. dollar terms. The weakest country indices
included Finland (-7.6%), Singapore (-6.5%) and Norway (-6.4%).
Within the major developed markets, Germany and France both fell
nearly 5% while the UK and Japan were both down about 4%. Ireland
(+3.0%) and Italy (+0.5%) posted positive returns. Fears of deflation
in the eurozone weighed on markets. Inflation in December of only
0.8% was well below the ECB's target of “close-to-but-below 2%,”
carrying risks of deflation in wages and demand and in turn
depressing the economy.
Hopes for an emerging market rebound in 2014 were dimmed as the
year began with a 6.5% decline in the MSCI Index for Emerging
Markets. The country index for Turkey led all decliners, falling 13.3%
as the Turkish lira was down over 10%, raising fears of worsening
inflation and an exodus of investors. Turkey’s central bank’s attempt
to shore up its currency by increasing the overnight lending rate by
425 bps was met with mixed reviews. Brazil (-10.6%) suffered due to
currency troubles in neighboring Argentina as the peso saw its worst
one-day trading session since the country's 2002 financial crisis.
China’s trade surplus in December was lower than expected, hinting
at continued economic weakness in the world’s second largest
economy. An index of Chinese manufacturing growth showed the
sector was contracting for the first time in six months. China’s MSCI
country index fell 6.7% for the month.

[Premier Bank Market Review

page 9]

Alternative Investments

Commodities/REITs off to good start in 2014
Price Change
Dow Jones UBS Commodity Index

1 Month

YTD

0.59%

0.59%

Oil

-0.59%

-0.59%

Copper

-3.88%

-3.88%

3.12%

3.12%

Gold

Total Return
NAREIT-All Equity REITs

3.31%

3.31%

NAREIT-Industrial/Office

4.27%

4.27%

NAREIT-Residential

6.48%

6.48%

S&P Global Property Ex-US

-4.09%

-4.09%

HFRX Global Hedge Fund Index

-0.60%

-0.60%

HFRX Equity Hedge Index

-1.01%

-1.01%

HFRX ED Merger Arbitrage Index

0.09%

0.09%

-0.87%

-0.87%

HFRX Emerging Markets Comp Index

1 Month and YTD data as of: 1/31/2014
Values reflect most recent data available at the time of publication.
Source: Morningstar, Inc.

Overview
The DJ UBS Commodity Index and the FTSE NAREIT All REITs Index
gained in January to start 2014 on a high note, up 0.30% and 3,38%
respectively. Hedge funds were in the red, as the HFRI Fund Weighted
Composite Index lost 0.6% for the month, but still outperformed the
broader markets, as the S&P 500 dropped 3.5%.
Commodities
The DJ UBS Commodity Index gained a modest 0.30% in January to
start 2014 with a positive return. This gain comes after a -1.05%
return during the last quarter and a -9.52% fall for the 2013 calendar
year. Natural gas continued a strong run last year with a booming
16.86% return in January while Brent Crude and WTI fell modestly,
and gold rebounded as economic factors and Federal Reserve action
sparked a shift in investment sentiment. Agricultural commodities fell
slightly as well, returning -1.29% in the first month of the year.
Natural gas prices have risen rapidly as temperatures throughout the
United States have been unusually frigid, leading to higher demand
for gas and the highest natural gas price since January of 2010.
Inventories fell by over 266 billion cubic feet (Bcf) during the last
week of January to land at 1,923 Bcf, which is 778 Bcf less than this
time last year and 556 Bcf below the 5-year average. These low
supply numbers can be attributed to the unusually cold winter and
will remain low if the weather persists, which is expected to be the
case. Nearly 50% of U.S. households use natural gas to heat their
homes, and the bulk of that usage is in the midwestern U.S., which
has been particularly affected by the weather. If February is as cold as
December and January were, we should expect to see natural gas
supplies continue to fall and prices to increase further.
Gold and silver prices looked to rebound in the beginning of January
before falling towards the end of the month as the Federal Open
Market Committee declared that the QE3 taper would continue.
Precious metals have shown a fairly predictable negative correlation
to economic data, so if we see weak data coming out of the U.S.
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REIT Sector Performance As of 01/31/2014

Commodity Sector Returns as of 01/31/2014
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economy with regards to jobs, housing, GDP, or manufacturing it
could positively impact gold prices. Gold finished the volatile month
of January up 3.12% and silver ended down with a return of -1.29%
Hedge Funds
Weakness in emerging markets triggered a broad decline in January as
the hedge fund industry suffered slightly negative performance as
most of the industry’s expectations failed to come to fruition. The
HFRI Fund Weighted Composite Index posted a loss of 0.6% last
month, with concentrated weakness in Emerging Markets strategies
leading the drop, according to data from Hedge Fund Research (HFR).
Analysts point to hedge fund managers beginning the year with
expectations of the successful themes of Q4 2013 remaining
prevalent, including Japan reflation and strengthening in developed
market equities led by the U.S. as the main factor for the negative
performance out of the gate. Emerging Markets, which are tracked by
the HFRI Emerging Markets Index, lost 2.6% last month, the first
monthly decline for the index since August.
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REITs
Real estate investment trusts (REITs) started 2014 on a high note, as
the FTSE NAREIT All REITs Index gained 3.38% in January. Equity
REITs, as tracked by the FTSE NAREIT All Equity REITs index, vastly
outperformed the broader market, gaining 3.31% last month,
compared with the 3.5% loss with the S&P 500. Breaking it down by
property sector and subsectors, January was a good month across the
board. Healthcare REITs led the way, gaining 8.06% last month.
Residential REITs, composed of Apartments and Manufactured
Homes, were right behind posting returns of 6.48% for the month.
Analysts point to today’s changing interest rate environment as a
reason for investors to target sectors like Apartment REITs, which
position well with short lease durations and sensitivity to an
improving economy. Commercial Financing REITs finished January up
4.7% and after three years of momentum building within the space,
analysts project that institutional lenders will place potentially record
amounts of capital into commercial real estate in 2014.The only
sectors that ended January in the red were Lodging/Resorts and
Timber, losing 2.57% and 4.14%, respectively.

Although most strategies being tracked ended January in the red,
including equities, with the HFRI Equity Hedge posting a decline of
0.7%, January marked their strongest monthly performance versus
stocks since May of 2012. Even though the industry posted losses,
January showed how hedge funds provide downside risk protection as
the industry was notably better than the Dow Jones Industrial
Average which dropped 5.3% and the S&P 500 which lost 3.5% last
month. While first month numbers are no certainty for a positive
year, industry analysts and investors say January's hedge fund returns
may help burnish the nearly $3 trillion hedge fund industry's image
after investors pulled out billions in December.
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