
Special points of 

interest: 

 The unemployment rate 

fell to 5.9% last month, 

the lowest reading 

since July of 2008.  

 The U.S. trade deficit in 

August fell to its lowest 

level since January; 

exports rose to a 

record level.  

 Small cap stocks continue 

to struggle. There was a good deal of market volatility this week 
despite generally positive economic news. Investments 

that benefit from slower growth (e.g., bonds and 

utilities) did better early in the week while the faster-

money trades performed well late and especially on 

Friday. The unemployment rate (surprisingly) fell to 5.9 

percent in September, the lowest such level since July 

of 2008. That’s equal to the Fed’s projection for year-

end. Average weekly hours worked ticked up to 34.6, 

the most since may of 2008. And the economy added 

248,000 new jobs. With inflationary trends largely 

contained, the consensus view is that the strong 

employment report showed a nice rebound but wasn’t 

so powerful as to force the Fed to raise rates.  

 

The broader outlook isn’t so sanguine. Year-over-year growth rates are still in the two percent range — which isn’t terrible but 

it isn’t great either. Declining wages for better paying jobs provide something (else) to be nervous about.  

 

The S&P 500’s Shiller P/E of nearly 26.5, which is above the 70th percentile for P/E10 levels over the past 25 years, continues to 

suggest poor expected returns over the longer-term and an elevated risk of material drawdown. Even so, it is essentially 

worthless as a nearer-term indicator.  

 

The economic news continues to be generally good. I still advise caution. 
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Market YTD 2013 2012 5 Years 

US Stocks (large)(SPY) 7.89% 32.21% 15.84% 16.24% 

US Stocks (small)(IJS) -2.54% 39.72% 18.10% 16.44% 

Ex-US Stocks (dev)(EFA) -4.28% 22.62% 17.22% 6.77% 

Ex-US Stocks (EME)(EEM) -0.45% -3.14% 17.32% 3.60% 

US Bonds (AGG) 4.40% -2.15% 4.04% 3.90% 

Global Bonds (FWDB) 5.02% -1.94% 7.83% N/A 

US Bonds (HY)(HYG) 3.42% 5.90% 13.83% 9.45% 

US REIT (IYR) 13.56% 1.05% 18.36% 15.78% 

Ex-US REIT (IFGL) -1.95% 5.29% 37.32% 8.04% 

Gold (IAU) -1.28% -27.94% 8.37% 3.22% 

Commodities (GSC) -10.01% -1.93% -1.73% 5.53% 
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“Remember that the market is a master manipulator. It con-

ditions us to think one way over and over and over until we 

are finally convinced of a pattern. Just when we think we have 

things figured out, the market magically changes character.”   
 

- Joe Fahmy 

The following recent articles are well 

worth your time. 

 When History and Finance Go Wrong (ThinkAdvisor) 

 Bill Gross, Calpers and the End of the Investment Guru 

(The New York Times) 

 YTD Stock Market Scorecard (Josh Brown) 

 Bond investing isn’t about forecasting (Felix Salmon) 

 Weighing the Week Ahead (Jeff Miller) 
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http://joefahmy.com/2014/10/01/markets-pattern-past-2-years/
http://www.thinkadvisor.com/2014/09/29/when-history-and-finance-go-wrong
http://www.nytimes.com/2014/10/01/upshot/bill-gross-calpers-and-the-end-of-the-investment-guru.html?partner=rss&emc=rss&_r=0&abt=0002&abg=0
http://thereformedbroker.com/2014/10/05/ytd-stock-market-scorecard/
https://medium.com/bull-market/bond-investing-isnt-about-forecasting-3f2298043c9e
http://dashofinsight.com/weighing-week-ahead-will-global-weakness-drag-us-economy/
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