
 
 
 
 
  
 
John Templeton famously said, "Stock prices are a lot more volatile than stock values."  Indeed.  We've 
seen examples many times, including this month of October. 
 
The volatility that's been missing all year suddenly appeared this month and stocks headed 
south.  Why?  We were told that investors were spooked by what some saw as a sharp increase in bond 
yields. In truth, yields haven't risen much which is why our many preferred and income vehicles have 
held fine.  The yield on the 10-year Treasury, which was 3.11 percent two weeks ago before the Fed 
raised rates, is 3.17 percent today, down from a high of 3.25 this week.  In the bond world they say the 
market is volatile.  Not all that much, I say.   
 
In knee-jerk fashion some people sold stocks as rates ticked a little higher.  Well, some stocks.  Tech 
stocks with low (or no) dividend yields were crunched.  Stocks with attractive yields and the prospect of 
dividend boosts were fine.  Utilities are Exhibit A.  The S&P Utility SPDR (XLU) is up 8 percent over the 
past six months while the S&P is up 4 percent.  For years Wall Street told us again and again to avoid 
utilities because interest rates will be rising.  They were right about rates, wrong about utilities.   
 
Those who are not concerned that interest rates will rise might be worried about a slowdown in 
earnings growth and the economy.  If so, they have company.  Harvard economist Martin Feldstein said 
a stock market sell-off could cause a recession, though he has no idea just when.  The 
trigger?  According to Feldstein, who by the way is a credible economist and has been for decades, a rise 
in the ten-year Treasury yield to 5 percent would send stocks tumbling.  Well, yes and no. 
 
Stocks would decline long before the yield reached 5 percent.  A relentless decline in bond prices and 
rise in yields would in time draw some investors away from stocks and toward income vehicles.  True, 
but what would cause rates to rise so much?  Only a sharp rise in inflation and today's CPI numbers 
show no reason to be concerned.  To the Fed's delight, in fact surprise, no such rise has occurred nor is 
one in sight.  The internet is a powerful disinflationary force weighing on prices.  Look at what Amazon, 
Wal-Mart, Target and many others have done through online shopping.  Bricks-and-mortar stores (Toys 
R Us, Sears) are closing by the thousands. 
 
So with all due respect to Martin Feldstein, and acknowledgement that a sharp market sell-off amid a 
march toward 5 percent for the ten-year Treasury would rattle stock investors, those dots cannot be 
connected.  The ten-year yield won't ratchet higher without much more inflation (unlikely), so barring 
the prospect of a collapse in profits and GDP growth (also unlikely) stocks won't decline other than 
during periodic profit-taking as we're seeing now; that won't trigger the recession Feldstein fears.   
 
 
 
 
 
 
 



 
 
 
 
 
 
If the economic and profit outlook remains strong (it will) stocks will outperform other asset 
classes.  Allow for some large daily declines and rallies, but those will be very temporary as we've seen 
many times over the past nine years and are seeing again this month.  Let the media search for reasons 
every time stocks fall as they did yesterday and early today.  Blame it on this, blame it on that.  Find 
something.  Blame it on anything other than what it usually is, i.e. profit taking in a bull market.   
 
The policy accomplishments by President Trump and his team, while ignored by the media, are noticed 
on Wall Street where earnings growth was and will be the driving force.  Taxes were cut, regulations 
slashed, and trade deals re-negotiated while oil and gas production are up and incentives to invest were 
added.  Profits soared and will keep rising.  No wonder stocks are up.  Even Fed chief Powell praised the 
economy that is "in fantastic shape unprecedented in modern times."  There are times when growth is 
strong and times when inflation is low but having both simultaneously is virtually unheard of.  He is 
right.  Unemployment is at a 49-year low and the index of purchasing managers' sentiment has its 
second highest reading ever.  Manufacturers, both small and large, are practically giddy.  Expect GDP in 
the third and fourth quarters to remain strong.   
 
Back to stocks.  The slowly changing focus I mentioned recently toward value stocks and away from 
growth is evident and it will be for a long time.  Energy stocks are traditional value plays even when oil 
and natural gas prices are steady.  But they are not steady now.  Oil is up amid rising demand and 
concerns about the supply picture now that sanctions against Iran are in place.  Natural gas has risen as 
well with storage ahead of the heating season far below average and well below last year's 
level.  Demand is expected to rise 2 percent annually until 2035.  Prices would spike at the prospect of a 
colder than normal winter. 
 
Bottom line: Don't be concerned about volatile swings in the overall market.  We've seen them before, 
we'll see them again.  It's still a bull market.   
 
Best regards,  
 
JB 


