
Special points of 

interest: 

 The S&P 500 cut through 

the 200-day moving 

average and took out 

the August lows too. 

 Initial jobless claims came 

in at 264,000, the 

lowest number since 

2000. 

 Gasoline prices hit their 

lowest levels since 

2011; the VIX was 

higher than any time 

since 2011. 

It was yet another week of high volatility for every corner of the world 
markets, driven by European woes, retail sales data and mixed earnings 

reports. For most days this week and for the week’s equity returns overall, 

stocks were down, except for small caps. Even so, equities rallied sharply on 

Friday. Bonds were also on a roller coaster, with the rate on the 10-year U.S. 

Treasury note temporarily dropping below 2 percent on Wednesday before 

rebounding to a still-low 2.2 percent on Friday. 

 

In the aggregate, stocks generally return 3 percent annually more than bonds, 

reflected their greater risk. Times like this are why this equity risk premium 

exists. Handling our emotions when the markets are volatile is very difficult. 

 

Note what Nobel laureate Robert Shiller said over the week-end in The New York Times. 

 

“Has a bear market begun? It’s a great question. The problem is that short-term market movements are extremely hard to 

forecast. But we live in the present and must try to understand what’s driving markets now, even if it’s much easier to predict 

their behavior over the long run.   

 

“Fundamentally, stock markets are driven by popular narratives, which don’t need basis in solid fact. True or not, such stories 

may be described as ‘thought viruses.’ When they are pernicious, they are analogous to the Ebola virus: They spread by 

contagion.” 

 

As always, caution is advised. 

Market  Snapshot  

This  i s  what  the equity  r i sk  premium is  for  
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Market YTD 2013 2012 5 Years 

US Stocks (lg)(SPY) 3.47% 32.21% 15.84% 13.88% 

US Stocks (sm)(IJS) -3.86% 39.72% 18.10% 14.70% 

Ex-US Stocks (dev)(EFA) -7.40% 22.62% 17.22% 4.73% 

Ex-US Stocks (EM)(EEM) -1.80% -3.14% 17.32% 1.81% 

US Bonds (AGG) 5.57% -2.15% 4.04% 4.21% 

Global Bonds (FWDB) 5.06% -1.94% 7.83% N/A 

US Bonds (HY)(HYG) 2.99% 5.90% 13.83% 8.69% 

US REIT (IYR) 16.50% 1.05% 18.36% 15.54% 

Ex-US REIT (IFGL) -2.07% 5.29% 37.32% 6.32% 

Gold (IAU) 2.65% -27.94% 8.37% 3.02% 

Commodities (GSC) -14.30% -1.93% -1.73% -1.84% 

 

http://www.nytimes.com/2014/10/19/business/economy/when-a-stock-market-theory-is-contagious.html?_r=0
http://rpseawright.wordpress.com/


“The intelligent investor realizes that stocks 

become more risky, not less, as their prices 

rise, and less risky, not more, as their prices 

fall.”  
 

– Jason Zweig 

The following recent articles are well 

worth your time. 

· What Are the Odds We’re Heading For Another 

Crash? (A Wealth of Common Sense) 

· Improving the Odds in Active Management (John Reken-

thaler) 

· Amplifiers (Tom Brakke) 

· How Often Does the Stock Market Correct? 

(Philosophical Economics) 

· How to Ruin Your Life (Morgan Housel) 

Chart Courtesy: FT 

http://awealthofcommonsense.com/heading-another-crash/
http://news.morningstar.com/articlenet/article.aspx?id=668663
http://news.morningstar.com/articlenet/article.aspx?id=668663
http://researchpuzzle.com/blog/2014/10/15/amplifiers/
http://www.philosophicaleconomics.com/2014/10/how-often-does-the-stock-market-correct/
http://www.fool.com/investing/general/2014/10/14/how-to-ruin-your-life.aspx
http://www.ft.com/cms/s/16e71bdc-4f16-11e4-9c88-00144feab7de,Authorised=false.html?_i_location=http%3A%2F%2Fwww.ft.com%2Fcms%2Fs%2F0%2F16e71bdc-4f16-11e4-9c88-00144feab7de.html%3Fsiteedition%3Duk&siteedition=uk&_i_referer=http%3A%2F%2Fwww.ritholtz.com%2Fbl
http://rpseawright.wordpress.com/

