
Market Update, October 2014 

Stock and bond markets gave us a wild ride in October.  Concerns over slowing 
economic growth in Europe and Asia pulled investment values down sharply earlier in 
the month.  Eventually, the momentum turned positive on investor confidence in the 
U.S. economy.  In the end, U.S. stocks returned more than 2% for the month and are 
up by nearly 10% year-to-date.  Foreign stocks were down 1% in October, after being 
flat for the first nine months of the year.       

Plunging below 2% earlier in the month, the 10-year U.S. Treasury Bond ended 
October yielding 2.3% … still well below the 3% yield at the beginning of the 
year.  Declining interest rates have helped U.S. bonds to total returns of just over 5% 
year-to-date, while foreign bonds are down slightly. 

Other news from the economic front: 

• The preliminary estimate of U.S. third quarter GDP came in at a solid 3.5% 
annual rate. 

• U.S. inflation for September rose 1.4% … 29 consecutive months below the 
Fed’s 2% target rate. 

• The Fed officially ended its bond purchase program (QE3). 
• The European Central Bank announced its own bond buying program as it 

combats low inflation in the Eurozone. 
• Oversupply, soft demand, and a strong dollar sent oil prices down for a fourth 

consecutive month. 

On the last day of October, Japan’s central bank and largest sovereign pension fund 
announced a new (and very ambitious) stimulus program.  Global stocks surged on the 
news, confirming yet again the relationship between easy money and rising asset 
values. 

 

To be sure, the Bank of Japan’s action reminded investors of the stiff 
headwinds facing the world’s major economies and underscored the sense 
among analysts that asset-price rises in recent years are built on a 
fragile foundation of central-bank support. 

 Tom Lauricella & Corrie Driebusch, WSJ – 11/1/2014 

 

The Bank of Japan’s asset holdings represent almost 60% of its economy … which is 
approximately twice the level held by the Bank of England and the U.S. Federal 
Reserve.  Japan’s national debt is already twice the size of its economy … the 
largest debt ratio in the world.  These stimulus efforts have caused the Japanese yen 
to hit a six-year low against the dollar.  The dollar has appreciated 46% against the 
yen since the start of 2012. 



Slowing global growth continues to be the big concern for investors.  While the U.S. 
economy looks relatively strong, the Eurozone is at risk of falling into recession 
for the third time in five years.  Add to that China’s slowing growth rates and 
Japan’s ongoing struggles, and you have a rather precarious global economic 
outlook.  Easy money policies may have helped stock values, but some of the largest 
countries in the world - with growing debt and aging populations - have not seen 
significant economic benefits. 

 

Slower economic growth is a consequence of a world awash in debt.  (It’s like trying 
to run a marathon with a refrigerator tied to your back.)  Stimulus efforts may 
produce “sugar highs”, but the effects are not long-lasting.  Common sense tells us 
that the issuance of additional debt will eventually magnify … not mitigate … our 
menacing global debt levels.   
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