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Domestic Stocks
October was a rollicking month – true to its reputation. After taking the market averages into negative territory for the year thanks to a steep decline, the markets turned right around and headed up to records by month-end. The Dow gained 2%; the S&P was up 2.3%; and the NASDAQ popped by 3.1%. 

A person might wonder: if there were things wrong last month, how did they clear up so fast? ISIS, Ebola, China’s slowing – these problems are still around. But amongst those factors mentioned in the September issue, another phenomenon was at play: hedge funds had made bets on oil prices and interest rates, and those bets moved the wrong way. Unwinding those bets meant reaching for whatever was available to sell – namely, stocks. The selling pressure ceased about the time investors also figured out that earnings were coming in fairly strong for the third quarter. Additionally, the Bank of Japan threw a bone to the markets on the last day of the month, announcing that it would substantially increase the amount of its pension fund invested in stocks.  
As promised last month, we made a few bond sales here and there, and where we simply had cash available from prior stock sales, we plowed much of it back into stocks. We think we see a developing opportunity in energy stocks, but calling a bottom is impossible. When in doubt, we use incremental purchases to build positions in stocks we like, fully expecting that we won’t see a turnaround right away. 

Fixed Income
More and more lately, we hear strategists synching up with our opinion of the bond market - low interest rates for a very long time. Eventually, the market will wholeheartedly believe what we’ve thought for some time, and then - we might change our minds. But for now, steady as she goes. The shortest end of the yield curve, Treasury bills due in 3 months or less, carry zero percent yields. The long end, after ending last month at 3.2%, closed out October at 3.06% though it spent a week or so trading below 3%. Think for a minute what might happen if we do have a growth slowdown from here: instead of hanging around 3%, the long bond would probably routinely trade in the ‘2’s’. 
The bad side of the rest of the market embracing the ‘low interest rates for a very long time’ thesis is that all the niches where yield was available have been picked over. More and more we find that we are ‘settling’ for bonds that won’t offer much more than 5%-6% per year in return even if we are right on credit improvement. We could be wrong, though. If long rates do move solidly into the ‘2's’, performance will be better. Remember what happened at the beginning of 2014: everyone and his dog was forecasting big stock market returns and negative bond returns – a repeat of 2013, in other words. Instead, the S&P 500 is up just shy of 11% and the long end of the US Treasury market (20 years and out) has returned over 20% this year to date. 

International 
The election in Brazil is over, with citizens re-electing Dilma Rousseff, whose policies have helped bring the country ever closer to recession. With Brazil slouching in the direction of Argentina, it’s getting tougher to make an investment case for Latin America. The demographics are great and many countries are resource-rich, but economic and political management has been poor. Prosperity has not improved the lot of the underprivileged much; while recessions hit them hardest. In any event, the market did put in a ‘relief rally’ of 6.9% last month, as uncertainty over the election came to a close. 
The Nikkei rose 1.5%. Someday we may be talking about the problems in Japan as we spoke about the problems in Greece, but for now Japan’s politicians seem able to paper over the country’s debt and growth issues. Meanwhile, Hong Kong’s market bounced after a very bad September, rising 4.6%. Canadian stocks slid again last month by -2.3%, reflecting economic worries about its major trading partners – the US and China. Falling oil prices will definitely hit our neighbor’s economy, as energy comprises a major export. Mexico, on the other hand, managed to close about flat. 
The FT-SE dropped -1.2% last month. Europe will need to renegotiate its deficit rules with at least France, and things aren’t going too well in Italy either. Greece is lobbying to exit austerity in order to keep a political party that favors policies unfriendly to the Euro organization out of the running. If we have one prediction to make for 2015, it will be that things heat up again in Europe, maybe not to the point of calling into question the Euro again, but at least enough to cause some worry even in the US. 
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