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• July was another strong month of hiring for U.S. 
employers. 255K new jobs were added to the economy 
last month (180,000 forecast) with upward revisions to 
May and June’s reports and solid private sector growth. 
The unemployment rate held steady at 4.9% and average 
hourly earnings grew by 8 cents to an annualized rate of 
2.6%. Employment remains strong despite weak economic 
growth over the first half of 2016. GDP growth should be 
closer to 3% in Q3 and the probability of a Fed rate hike 
ticked up slightly. 

• U.S. economic growth disappointed markets in Q2 based 
on the initial reading of 1.2% growth. This missed the 
2.6% expectation despite solid consumer spending. While 
consumers were resilient in Q2, businesses were cautious, 
cutting back on investment and aggressively reducing 
inventories amid weak global markets, heightened 
uncertainty and the lingering drag from a stronger dollar. 
Private fixed investment (includes residential/business 
spending) declined 3.2% during Q2 while consumer 
spending grew at a 4.2% annualized clip. Government 
spending fell 0.9% and Q1 GDP was revised lower from 
1.1% to 0.8%. While the consumer appears to be strong, the 
rest of the economy remains vulnerable to downside risks. 

SUMMER DIVERSIONS 
As kids either prepare to begin or have already headed back to school, thinking about the summer camps, family trips 
and leisurely days at the pool is quickly shifting from active endeavor to mere memory. Summer, the intentional respite 
from school, is indeed a time for pleasant diversions for all ages, not just children. It’s that time of year. The majesty of 
the Olympics offers a far more desirable target of our attention than many of the less majestic things simultaneously 
occurring in the host nation. Petrobas scandal and zika? We’ll take some Michael Phelps and Simone Biles instead. 
Similarly, why would investors focus on a close to zero interest rate world and tenuous global economy, when instead 
one could turn to the ever-ascending equity bull market seven and a half years strong? Never mind that global growth 
and corporate earnings continue to decline, resulting in even loftier valuations, equities still offer at least the potential 
of more promise than does fixed income. The U.S. consumer is firing on all cylinders, which is far more appealing to 
look at than the trends in the manufacturing and service sectors. Don’t look over there…look over here. The market 
impact of Brexit has for now been effectively neutered by central banks and the persistent desire to focus more on today 
than tomorrow. Perception can often be reality, but then again, September is just around the corner. 
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The unemployment rate held 
steady at 4.9% and average hourly 
earnings grew by 8 cents to an 
annualized rate of 2.6%. 
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services PMI accelerated to 53.9. The Eurozone service 
sector also expanded in July with growth coming from 
Germany, France, Italy and Spain.

• U.S. corporate earnings have come in better than 
expected through 2/3 of the Q2 reporting season.  
S&P 500 earnings have fallen 3.8% in Q2, but this is better 
than initial expectations for a 5.5% decline. Companies 
continue to do a good job managing expectations as  
71% of reports have been above the mean EPS estimate. 
Earnings in the energy sector have dropped 86% Y/Y so 
when the sector is excluded, S&P 500 earnings have 
actually risen 0.1%. This marks the fifth straight quarter 
of Y/Y earnings declines since Q2’08 and Q3 projections 
are also negative. Growth is expected to return in Q4 (+6%) 
although those numbers will likely get revised lower. S&P 
500 earnings are projected to grow 13% in 2017.

• Thus far, Brexit has had little impact on the U.K. economy 
or global markets. Beyond the initial market selloff and 
depreciation of the pound/euro, global equities have 
marched higher. Even growth in the U.K. came in better 
than expected during Q2. The U.K. economy grew 0.6% in 
Q2, above estimates and Q1’s 0.4% pace. Q2 growth was 
driven by strong industrial production and manufacturing 
output. Q2 likely represents one last hurrah for the U.K. 
economy as PMI data point to a substantial decline in 
manufacturing and services activity. 

• The Bank of England recognized this slowdown based on 
their August 4th meeting where they cut interest rates 
by 25 bps to 0.25% and also slashed growth forecasts 
and introduced additional QE targeting corporate and 
bank bonds. Brexit has increased uncertainty and the 
BoE responded by cutting its 2017 growth forecast from 
2.3% to 0.8%. The pound weakened further based on 
this bad news, but that should ultimately be positive for 
exporters/multinationals. 

• Durable goods orders dropped 4% in June on the heels of 
the 2.8% decline in May. Core capital goods rose 0.2% led 
by gains in electrical equipment orders and motor vehicle 
orders. Orders for commercial and military aircraft 
plunged 59% in June, a driving factor in the headline 
number decline. Business spending remains soft and 
the Fed acknowledged this in their July statement. 
Weak global demand and the strong dollar has hurt U.S. 
exports and the headwinds in place do not appear to be 
going away any time soon.

• U.S. manufacturing grew at a modestly slower rate in 
July with the ISM Manufacturing Index falling from 53.2 
in June to 52.6 in July. This marked the fifth consecutive 
month above 50 for the index after being in contraction 
territory from October 2015 to February 2016. The 
employment gauge fell back below 50 during the month 
and new orders softened a bit, but production gained 
ground. In a separate report, construction spending fell 
0.6% in June to its lowest level in a year. Both private and 
public construction spending declined during the month, 
suggesting a downward revision to Q2 GDP. 

• The 0.6% Q/Q rise in retail sales paints a strong picture 
for U.S. consumers. Sales rose more than expected led by 
solid increases in retailers, restaurants, building materials 
and gardening supplies. Consistent with the Q2 GDP report, 
consumer spending continues to support the economy 
while businesses appear to be pulling back the reigns. 

• Service sector activity softened a bit in July with the ISM 
Non-Manufacturing Index slipping from 56.5 in June to 
55.5. The underlying details were mixed with declines 
in production and employment and slight gains in new 
orders. We believe the U.S. consumer is healthy and 
while consumer spending should moderate over the 
coming months to more sustainable levels, it should lead 
to stronger U.S. economic growth during the second half 
of 2016. Manufacturing has been weak across the globe 
for some time, but the service sector remains healthy 
in most countries/regions. In China, the Caixin Services 
PMI weakened to 51.7 in July, but the official government 

We believe the U.S. consumer 
is healthy and while consumer 
spending should moderate over 
the coming months to more 
sustainable levels, it should lead 
to stronger U.S. economic growth 
during the second half of 2016.

Sales rose more than expected 
led by solid increases in retailers, 
restaurants, building materials and 
gardening supplies.
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• Eurozone GDP met expectations during Q2 with  
0.3% growth. While Q2 growth met estimates, it was 
down from 0.6% growth in Q1. Spain continued to show 
solid 0.7% Q/Q growth (fastest in the Eurozone), but 
France flatlined. Unemployment remains a challenge at  
10.1% and the 0.2% inflation rate continues to be very 
weak. A weak global economy has led to weak exports 
from the Eurozone and a string of terrorist attacks 
and the problematic banking sector are still producing 
headwinds. The manufacturing PMI weakened to  
52 in July, down from 52.8 in June. Germany, Austria 
and the Netherlands recorded strong growth, while the 
outlook was weaker elsewhere.  Economic growth could 
be ratcheted lower in the coming quarters due to the 
uncertainty over Brexit and its potential impact on trade 
with the U.K. 

• Sentiment and asset flows have improved in emerging 
markets over the past five months and they have been the 
best performing equity asset class YTD. EMs were down 
10% through February 11th, but they have rebounded 
sharply since and are up over 16% YTD. Flows have turned 
positive in 2016, but they have largely been driven by ETFs 
over active management, suggesting investors still do 

MARKET REVIEW 
Equity markets around the globe were full steam ahead in July led by growth, Japan and EMs. Markets have essentially 
been off to the races since the Brexit scare and equities, bonds and most currencies have posted gains. A better than 
expected start to the Q2 earnings season has fueled more gains in U.S. equities. The S&P 500 added 3.7% in July 
bringing its YTD gain to 7.7%. After trailing large caps for most of 2016, the small cap focused Russell 2000 gained 6% 
last month and mean reversion has brought its YTD return to 8.3%. Growth beat value in July, but value continues to 
lead growth over the past year. Europe posted solid gains last month although the U.K. was a particularly weak spot 
in the benchmark. Strong gains in Japan, Germany, Australia and Hong Kong aided the 5.1% rise in the MSCI EAFE 
Index and the 5.1% gain in the MSCI EM Index was driven by Brazil, India and Indonesia. Europe remains in negative 
territory YTD, but sentiment and performance has really turned positive across EMs. After falling post-Brexit, yields 
were generally range-bound in July, but spreads tightened further despite renewed weakness in oil/commodities. 
The Barclays Aggregate rose 0.6% while high yield gained 2.7% and bank loans added 1.4%. YTD, HY has gained over 
12% and bank loans have risen 5.7%. Bonds and currencies outside the U.S. mostly gained ground in July and this was 
positive for the Barclays Global Aggregate which rose 0.8% and EMD which increased 0.6%. EMD has now gained 14.7% 
YTD led by a strong rebound in beaten up commodity sensitive countries like Brazil. Hedge funds posted gains for the 
fifth consecutive month in July led by L/S, event-driven and EM strategies. Downside protection has been okay, but up 
capture remains disappointing. The HFRI Fund Weighted Composite rose 1.7% and the HFRI Equity Hedge Index gained 
2.4%. Real assets were a mixed bag with gains in real estate and MLPs and losses in commodities. Commodities followed 
the price of oil lower last month and favorable weather and abundant supplies also hurt agricultural commodities. 
Commodities are up 7.5% YTD, but they slipped 5.1% in July. Real estate tacked on another 3.8% last month and MLPs 
eked out a 0.6% gain. Real estate and MLPs are now both up 15-18% YTD. Diversification has definitely paid off in 2016.

not trust the current rally. Unlike the headfakes over the 
past few years, economic growth forecasts and earnings 
have improved in many EMs. GDP growth is still much 
higher than the stagnant developed world and the 2016 
earnings picture looks more attractive versus other areas, 
especially when removing resources.

GDP growth is still much higher 
than the stagnant developed  
world and the 2016 earnings 
picture looks more attractive 
versus other areas, especially 
when removing resources. 
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July 31, 2016 MTD (%) QTD (%) YTD (%) 1 YEAR (%) 3 YEAR (%) 5 YEAR (%) 10 YEAR (%)

Fixed Income Indices

BarCap Municipal 0.06 0.06 4.40 6.94 5.91 5.13 5.01

BarCap US Aggregate Bond 0.63 0.63 5.98 5.94 4.23 3.57 5.06

Barclays US High Yield 2.70 2.70 12.01 4.98 4.46 6.16 7.74

Barclays Global Aggregate 0.75 0.75 9.78 9.45 2.63 1.50 4.37

JPM GBI-EM Global Diversified 0.60 0.60 14.71 5.30 -3.20 -2.38 5.34

Equity Indices

DJ Industrial Average 2.94 2.94 7.38 7.01 8.57 11.52 7.92

S&P 500 3.69 3.69 7.66 5.61 11.16 13.38 7.75

NASDAQ Composite 6.60 6.60 3.09 0.66 12.49 13.37 9.46

Russell 1000 3.81 3.81 7.69 4.84 10.93 13.22 7.89

Russell 1000 Growth 4.72 4.72 6.15 4.35 12.86 13.62 9.50

Russell 1000 Value 2.90 2.90 9.38 5.38 8.99 12.75 6.18

Russell Mid Cap 4.57 4.57 10.31 4.37 10.37 12.73 8.79

Russell 2000 5.97 5.97 8.32 0.00 6.74 10.43 7.17

Russell 2000 Growth 6.54 6.54 4.84 -5.30 7.39 10.78 8.40

Russell 2000 Value 5.40 5.40 11.81 5.59 6.01 10.03 5.85

HFRI Equity Hedge 2.37 2.37 1.87 -1.68 3.06 2.79 3.22

MSCI World 4.25 4.25 5.31 0.13 7.19 8.52 5.39

MSCI ACWI Ex USA 4.97 4.97 4.27 -5.08 1.80 1.81 2.72

MSCI EAFE 5.08 5.08 0.83 -7.07 2.45 3.49 2.46

MSCI EAFE Small Cap 6.14 6.14 3.04 1.74 7.63 6.68 4.83

MSCI Emerging Markets 5.09 5.09 12.02 -0.38 0.07 -2.41 4.24

MSCI Frontier Markets 1.27 1.27 1.14 -7.89 0.13 2.61 0.67

Real Assets

FTSE NAREIT Composite 3.85 3.85 18.10 21.55 14.06 12.80 6.83

Alerian MLP 0.56 0.56 15.35 -9.70 -5.05 3.75 9.07

DJ UBS Commodity -5.11 -5.11 7.46 -7.98 -12.50 -12.27 -6.38
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