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Domestic Stocks
To those who started the year unabashed bulls, 2014 has been confounding. First, the indexes have made very little progress year to date. Second, everything that seemed to work so well last year quit working this year, and everything that didn’t work at all last year, is doing well this year. High flying names like Amazon, Netflix, and Facebook were severed this month. For the year, owning these has called for a bottle of Pepto Bismol on the desk. On the other hand, the REITs, left for dead last year, are having a par-tay this year, higher short term interest rates notwithstanding. All in all, this year looks like the revenge of the nerds. It’s amazing how the attraction of actual earnings – versus pie in the sky - and real live dividend increases – versus none at all – is so enduring. 
The Dow in March squeezed out a 0.8% price gain, and the S&P was pretty respectable at 1.2%. But the Nasdaq, the sports car of the stock world, blew a tire. It declined -2.5%. That’s despite a big return at Microsoft. Say what?? Isn’t that a dead technology company, you ask? Despite discouraging everyone by not centering its business model on social interaction designed to let all your buddies know when you went to the store and how the asparagus looked, thereby allowing ninety five companies to send you asparagus ads, Microsoft has increased its earnings and dividends 14.5% per year and 13.0% per year, respectively, over the last five years. Let’s see, compounding the earnings numbers, that turns into…. Well I’ll be! Just a couple bucks shy of a double! While no one was looking, Microsoft doubled its earnings. How desirable is that? What if you could double your savings in five years? What if you could double your salary in five years? I wouldn’t kick that to the curb. It’s a pretty rare phenomenon, and the stock finally looks like it’s going to give patient investors some reward. 

Fixed Income 
A funny thing happened on the way to interest rate increases. All the people who thought it would be a really good idea to hang out in the shortest maturities because the Fed! Is! Going to! Hike rates! got handed so so returns. People who didn’t think rate increases would amount to much and were happy buying longer maturities made money. We don’t have returns yet for the quarter, but looking at Vanguard’s bond funds is a pretty good proxy. The Vanguard Short Term Bond Index (VBISX for those following along) was up 0.36% through 3/31. The Vanguard Long Term Bond Index (VBLTX) returned 6.89% for the same period. You read that right: nearly seven percent so far this year on long bonds. 
Stop the press! That bond market return is pretty fancy! How can that be when everyone knows that bonds are so over? That interest rates are rising? Why, that return is better than stocks, and by a lot!

See above - discussing what wasn’t working last year and how it is working this year. Bonds had a big snap back in the first quarter. Before you sell all your stocks, remember that ditty from last month’s Marketline: the math says that the lower interest rates go, the harder it is to make money. It’s a little more complicated than that, but suffice to say, these nice returns probably won’t continue in the same fashion. Still, we could turn out to be wrong about giving the edge to stocks this year. Maybe bonds will be the heroes once again, as has happened so many years in the last several. 

We repeat here something we have said many a time before, hoping that it will be more understood this time around: in higher interest rates is the cure for higher interest rates. That has multifaceted meanings, but one of them is: when rates go up in an indebted economy like ours, it feeds back to economy activity and makes rates go back down. Our economy cannot tolerate higher interest rates, or growth would come to a screeching halt. The other meaning, and the one that explains how bond returns can be so high this year, is that when rates rise, your portfolio manager – providing he knows what he is doing – should be able to make changes in your bond holdings to capture those rates and ameliorate or obliterate principal losses. We’re on it!


International
Foreign stocks were thoroughly mixed last month. The Toronto exchange pulled out a little gain, and we think that’s because the Canadian market has had a rough time, and is probably a bit undervalued by now. We are glad, because most of our foreign stocks are Canadian. Mexico gained 4.3%. We finally found our way into Mexico via a stock called Rent-A-Center which has operations there and is very cheap. Brazil surged by 7%, a good showing for this volatile market. Brazil is kind of a classic “emerging market”, part of the group that was roundly slapped around early this year. Europe, which is putting together the longest-awaited, most watched, slowest recovery ever, declined -3.1% amid worries that inflation is turning to deflation. The Nikkei was essentially flat. So far, not so good for this market, despite showing some life in 2013. The Hang Seng, a fair China proxy, was down -3.0%. China bears close watching this year as it is undergoing an economic transformation that could sideswipe economies everywhere. 
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