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Domestic Stocks
The Dow managed another 0.8% price gain this month, in an exact repeat of March’s action. The S&P was up 0.6%, but the Nasdaq kept up its losing ways, with a decline of -2.0%. You can blame those sexy social media stocks for most of that. Still, the numbers are turning slightly positive on the Dow and the S&P for the year. Even in a flat market you can have a positive return if you put together a portfolio of dividend stocks: you will at least earn the dividend. Speaking of which, dividend increases have been meaningful in the last few years. This year alone, twenty five of the 65 or so companies we follow closely have increased their dividends – and the year isn’t half over. 
Looking forward, the market is treading water. Earnings season has been less than stellar. Without more participation by consumers in the economy, it’s going to be tough for some companies to show earnings growth. The overall market is reflecting that, but we view this as the ‘pause that refreshes’. Stocks are not wildly expensive and we think the correction everyone expects will only take the form of sideways movement, not a big downdraft. We intend to use this pause to clean up portfolios, recycling money into better-valued opportunities. 


Fixed Income 
We just spent several days at our industry’s annual conference where we had to listen to everyone and his brother talk about the inevitability of rising interest rates and how to manage bonds given that assumption. Even the august Comptroller of the Currency listed in its quarterly ‘Risks’ publication rising long term rates. I collared the personnel at the Comptroller’s booth to ask what happens if rates in the short-end rise but the long-end stays where it is. Won’t banks have a tough time in that case? Well, yes, I was told, but the gang who puts this publication together had taken a consensus view, and that’s what they published. Not shy, I told them their experts were wrong, and they ought to look at the flat interest rate scenario as a threat. 
So in April, rates fell again, and as we write this, rates are even lower than at month-end despite Yellen’s assurances that the Fed is going to get around to raising rates one day soon. The ten-year closed out April at 2.65% and the long bond dipped to 3.46%. Even the short-end fell marginally. We can thank Russia for our consequently lower mortgage rates: as Putin stamps his feet, investors flock to our bonds in what is aptly named the ‘safety trade’, driving rates down. This has happened for a couple months now, and the result is falling mortgage rates in the US. Thanks, Vladimir. While we send sanctions your way, you boost our housing market. Seems like a good trade to me. 
We should be fairer about our views on interest rates. Last year, about this time, the long bond and the ten-year were at lower yields. We never thought the long bond at sub 3% was sustainable, but we did point out that even if rates increased from that point, you don’t need to lose money on bonds. You just have to buy the right bonds and stay awake while rates change, managing the portfolio to take advantage as cash payments rise. 

International
Foreign stocks were mixed last month but generally marginally better than our markets. The Toronto exchange pulled out a 2.2% gain. Mexico eked out a 0.6% increase. Our ‘back door’ Mexico stock, Rent A Center, has done well so far, but of course its Mexican expansion is still nascent. Brazil rose a relatively tame 2.4%; often this volatile market swings dramatically but not this month. Europe, which is putting together the longest-awaited, most watched, slowest recovery ever, rose 2.8%, not quite recovering from a poor month in March. Europe’s economic concerns have fed into our markets, with its concern over deflation having a mild impact on our bond market. European central bankers have actually discussed the possibility of negative interest rates, implying that investors would pay to buy its bonds! Well, that’s one way to discourage investing. The Nikkei had the worst performance of the major markets we follow, down -3.1%. The Hang Seng, a fair China proxy, was down -0.1%, which is minor but for the fact that last month this market did poorly. China bears close watching as it is undergoing an economic transformation that could sideswipe economies everywhere. 
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