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Domestic Stocks
After July’s pause, which carried into August, the market turned on a dime and shot back up, breaking the 17,000 barrier on the Dow and 2000 on the S&P 500, for the first time ever. The moves were not accompanied by much fanfare, which is encouraging. The more this move in stocks is reviled, doubted, bet against, or otherwise just not on Mainstreet’s radar, the better for the bull market’s longevity. Last month it took no time at all for bulls to turn into bears, as suddenly ‘everyone’ was looking for the next big correction. So far, we’ve heard only the occasional story of ordinary folks quitting their jobs to day trade. 

Altogether, the Dow ended August up 3.7%; the S&P returned 4.1%; and the NASDAQ surged by 5.2%. We still have September and October to navigate – traditionally volatile months – but so far this year has included only a 5% to 6% hiccup, less than the norm. As we pointed out last month, earnings reports are solid, yet again. Against that backdrop, and with no big macroeconomic disaster looming, and especially with help from still-low interest rates, there just hasn’t been any reason for stocks to correct. Furthermore, a fact completely missed by every major financial publication: dividend yields are attractive and rising. Hundreds of companies have hiked their dividends this year. That’s not something you’ll get with a bond. Dividend hikes also provide decent ballast for a portfolio – an inflation-protected income stream with a little growth kicker. 

Fixed Income
Last month the long bond surprised even us. We were just at the edge of thinking that the thirty year Treasury was about played out – not that yields would rise, but that we wouldn’t get much of a price boost from a big decrease in rates again. While we were contemplating that possibility, the long bond plunged in yield, all the way from 3.28% to 3.08%. That may not sound like much but in bond parlance it was a big move. The ten year joined in the fun, dropping from 2.49% to 2.34%. Astonishingly, this action made hardly a ripple in the news. In fact, I’m not sure anyone noticed. Why not? Because it’s embarrassing to be on the other side of that trade – calling for higher interest rates - and be SO wrong. 

It’s time to rethink the consequences of a hike in rates by the Fed. For instance, anyone notice that the more imminent the rate hike seems, the lower long rates go? What’s the bond market saying? Well, one item that bond investors can’t help but notice is the struggle for growth in China lately, and the steady drumbeat of bad loan and property market news emanating from same. Another item of note is the deflation discussion over in Europe, which has heated up again. Bond investors see the risk in higher short rates, which could slow an already moribund economy – and international investors look at the lay of the land and think the US doesn’t look so bad. They’re buyers. Maybe when the long bond breaks into the 2’s, someone will notice!

International 
Overseas markets generally recovered from mixed results in July. Brazilian stocks – which have been all over the map this year – rose by nearly 10% in a huge move. The Mexican Bolsa was up over 4% last month as the markets passed a positive judgment on Mexico’s new president. The citizenry is less enthusiastic, but Pena Nieto is bent on economic cooperation with the US in his country’s oilfields, on immigration, and on trade (which is already a pretty good story). Europe, which continues its travails under a strong currency and big debts, rose about 2%. Europe has been a one step forward/one step back story for a while now, and its market has reflected that in 2014. 
The Nikkei fell by -0.6%. While the market originally applauded the looser monetary policy of Japan’s new leader, we were never sure how you cure debt with more debt. Structural changes were heralded, and finally announced in July. However, some of these depend on cultural change as well – such as inviting women and foreign workers into the workplace. Time will tell how well these take hold. Meanwhile, Hong Kong, where China is commanding that elections be held only among pre-approved candidates, has been rife with protests. That didn’t stop its market from rising 0.9%, but as China calls the shots more and more, it will be interesting to see if Hong Kong is able to maintain its reputation as a major international financial center. 

Canada had a decent month, with stock prices up 1.9% in Toronto. This market has been on a steady upward climb this year, with only one very minor negative month, and low volatility. As many of our foreign holdings are Canadian, including Tim Horton’s which has an offer from Burger King, we like this market action. Last year this market struggled for months before finally breaking out of the doldrums late in the year. 
 
Note: I will be out of the office from September 2 through September 15. If you need assistance, please call Julie on 503.558.1046 or John on 503.417.1950.  
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