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The stock market indexes have been making new highs in the face of uncertainties over the
economy, geopolitical tensions, and the U.S. presidential election. Stocks were resilient in
September, historically the worst month of the year, registering small gains and extending them
further in October, which has proven to be one of the most challenging periods for the market.

The economy has weathered two hurricanes (Helene and Milton) as well as a couple of strikes
(International Longshoremen’s Association and Boeing) that have reached tentative agreements.
Nonetheless, the September employment report crushed expectations, adding 254,000 new jobs,
100,000 more than expected, while the unemployment rate fell to 4.1%, down from 4.3% in June.

On September 18, the Federal Reserve lowered the fed funds rate a half percentage point (0.5%) to
a range of 4.75% to 5.0% prior to the jobs report on October 4. The yield on the 10-year U.S.
Treasury fell from 4.48% in July to 3.60% in September due to expectations that the Fed would cut
rates, then rebounded to 4.16% after the strong jobs numbers. Meanwhile, the two-year Treasury, a
harbinger of the fed funds rate, has dropped even more, from 4.78% in July to 4.0%.

Iran launched 200 ballistic missiles into Israel on October 1, its largest strike since Hamas attacked
Israel a year ago. Oil prices (as measured by WTI crude) initially jumped but have actually fallen to
a one-month low below $70, perhaps due to Israel agreeing to target Iran’s military sites rather than
oil or nuclear facilities. While the potential for a larger war in the Middle East can’t be dismissed,
history would suggest that it may not result in a bear market here.

As shown in the chart above, other than Germany’s invasion of Poland in September 1939 (which
marked the start of World War Il) and the Yom Kippur War in October 1973, geopolitical crises have
not necessarily coincided with bear markets. If anything, investors would have been better off
buying rather than selling in the aftermath of these events.

Meanwhile, the stock market is off to its best start to an election year ever. Importantly, stocks tend
to rise no matter who is in the White House. As a result, investors should avoid letting their personal
views influence their investment decisions. As displayed below, stocks have performed well under
Democrat and Republican administrations (with the notable exception of Bush II, which began its
first term and ended its second during economic recessions). Gridlock, where neither party controls
the White House and Congress, may, in fact, produce the best outcomes.

Both presidential candidates are proposing fiscal programs that would likely widen the federal
budget deficit, which totaled $1.8 trillion, the third largest on record, for the fiscal year ended in
September. The interest expense alone was $882 billion, up 125% since 2021. The national debt is
now at an all-time high of $35.7T and climbing, yet neither party is proposing policies that would
reduce the deficit and reign in the growth of debt.
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