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• U.S. job growth came to a screeching halt in May with 
only 38,000 new jobs created. This was well below the 
162,000 estimate and the March and April reports were 
slashed lower by a total of 59,000 jobs. A major surprise 
in the report was the decline in the unemployment rate 
from 5% to 4.7%. Most of the decline was due to people 
dropping out of the labor force (62.6% labor participation 
rate). Another concern was the skew towards part-time 
jobs which grew by 139,000 in May while 59,000 full-time 
jobs were shed from the economy. Wage growth was a 
bright spot in the report showing 2.5% annualized growth. 

• The weak jobs report certainly casts some doubt on 
whether the Fed can raise rates with a slowing labor 
market. The economy has averaged about 200K new jobs 
per month over the past year, but those numbers have 
fallen to 150K in 2016 and only 116K in the past three 
months. The 10-Year Treasury traded down to 1.7% 
following the report and the probability of a June rate 
hike plunged from 21% to 4%.

• First quarter GDP growth was revised up to 0.8% from 
the initial estimate of 0.5%. A more modest hit from 
trade helped the upward revision along with less of a 
negative impact from inventories. There was no revision 

MERCURY RISING 
With a massive heat wave smothering most of the country this week, summer has arrived in full force in advance of 
next week’s solstice and official beginning. As the temperatures heat up outside, so too are they on the political front 
as the Presidential election enters its final showdown between the two presumptive nominees. Still feeling a bit of the 
Bern, Hillary enters the final phase slightly more battered than expected, while Trump has defied almost all expectations 
skewering his GOP counterparts with his tirades on his path to the nomination. The next few months might even be 
entertaining, in a macabre sense, if only the consequences weren’t so severe and the underlying divisions in our country 
weren’t so pronounced. Speaking of division, next week brings conclusion to another heated battle on the future of 
the E.U. David Cameron’s calculated risk of calling for a referendum on a Brexit to bring finality to the debate grows 
closer to backfiring with each passing day. In the past week, the odds of a Leave vote have increased from close to a 30% 
likelihood to approaching 45% as of yesterday. Markets today are largely pricing in more of a Bremain outcome, so if 
the election on the 23rd yields Brexit, there is asymmetric downside risk to the markets and not just in the U.K. A Brexit 
would be destabilizing for European markets, and a likely rally in the dollar would exacerbate likely negative non-
U.S. returns for U.S. investors. This combined with U.S. equities already challenged with bloated valuations, declining 
earnings and recent slowing macroeconomic data, could really turn up the heat on global markets this summer. 

to consumer spending, but residential fixed investment 
was revised higher as the housing market remains 
healthy and supportive of economic growth. April’s data 
were pretty good overall and point to an economy that 
has regained some momentum with growth estimates 
ranging from 2-3% for Q2. 
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Core CPI rose 0.2% in April (in-line with expectations) 
and this equated to a 2.1% annualized rate which is 
above the Fed’s 2% target. Gasoline, rent, medical care, 
and transportation costs all rose in April. The pickup in 
inflation should give the Fed more ammunition to raise 
rates during the second half of 2016.

• Inflation in China remained modest last month as CPI 
rose only 2.3% Y/Y, in-line with expectations and March’s 
reading. Most of the annual increase was due to surging 
food prices, particularly pork, and more encouraging 
is the slight uptick in producer prices that increased 
from –4.3% in March to –3.4% in April. Stronger March 
data pointed to a stabilization in the Chinese economy, 
but soft recent data have renewed concerns about the 
sustainability of the recovery. Risks remain skewed to the 
downside in terms of growth and inflation so the PBOC 
should continue its supportive monetary policy. 

• U.K. inflation registered its first fall in seven months 
in April as CPI declined from 0.5% to 0.3% (below 
expectations). The inflation picture in the eurozone was 
not much brighter as annual inflation came in at –0.1% 
for May versus –0.2% in April. Outside of the U.S., global 
inflation remains below target levels, but it should pick 
up as the impact from falling energy prices rolls off in the 
next few months. 

• The Eurozone’s composite PMI ticked up to 53.1 in May 
from April’s reading of 53.0. The pace of activity and 
economic growth has remained pretty stable over the 
past few months, albeit at very subdued levels. The rate 
of output increased in Germany, France and Ireland, but 

• The U.S. manufacturing sector expanded at a slightly 
better pace in May and this marked the third consecutive 
month in expansionary territory. The ISM Manufacturing 
Index reading was 51.3 last month and this was above 
the 50.8 reading in April and the 50.2 estimate from 
economists. While manufacturing activity expanded, 
growth in new orders slowed further as businesses 
continue to deal with sluggish overseas demand 
and weak capital spending in the energy sector. In a 
separate report, construction spending fell 1.8% in 
April, its largest drop since January 2011. Both private 
construction and private residential construction fell 
1.5%. The manufacturing headwind remains in place and 
when combined with weak construction data, estimates 
for Q2 GDP could be cut. 

• While factory orders surged 1.9% in April, the U.S. service 
sector expanded at its slowest pace since February 2014. 
The ISM Non-Manufacturing Index was 52.9 in May, well 
below the 55.7 level in April. The service sector continues 
to grow, albeit at a slower pace, and the gauges of 
new orders and employment both declined. The weak 
employment and service sector reports are disappointing 
because they cast doubt on whether the U.S. economy 
has regained lost momentum after a difficult Q1. 

• Japan’s economy expanded at a much faster than 
expected clip in Q1 with growth of 1.9% (annualized). 
Experts expected only 0.3% growth in Q1, up significantly 
from the 1.1% contraction in Q415. Consumer spending 
grew 0.6% while business spending fell 0.7%. The 
economy also benefited from an extra day in February 
due to a leap year. The report was encouraging because 
Japan avoided another technical recession, but the 
pressure is still on the BoJ to consider additional 
measures to spur growth and reverse the direction of the 
Japanese yen. The strong yen and sluggish growth from 
Asian countries will likely result in a return to negative 
growth in Q2. Shinzo Abe and his government clearly 
understood this when they decided to delay the looming 
consumption tax increase (from 8% to 10%) for 2.5 
years. Sluggish consumer spending, slow wage growth, 
and falling corporate profits are all concerns for the 
Japanese economy.

• Inflation continues to be benign across the globe and this 
has led to supportive monetary policy for most developed 
and EM countries. U.S. CPI rose 0.4% in April, above the 
0.3% estimate and this was the fastest pace in 3+ years. 
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Spain hit a three month low and Italy touched a 17 month 
low. The service sector component came in slightly better 
than expected, but down from Q1 levels. Overall, the 
eurozone cannot seem to gather any momentum, but Q1 
GDP was above estimates at 0.6% growth (1.7% Y/Y). 

• India continues to be a bright spot in the global economy 
led by favorable demographics, economic reforms and 
investment reforms. The country’s large population is 
young and growing fast, a combination that is supportive 
for the workforce and consumer spending. Advances in 
wealth and technology should drive consumption growth 
for the foreseeable future.

• Infrastructure development will be a huge driver of 
growth in the future as the IMF projects infrastructure 
investment to top 8% (from 5.4%) during the 2017-2018 
fiscal year. Foreign direct investment has also increased 
sharply over the past few years. President Narendra 
Modi has implemented many economic reforms across 
the country and his reform agenda has been successful 
at reducing corruption, elevating confidence, increasing 
transparency and improving the business environment. 
Modi’s sound economic reforms and lower energy prices 
have greatly helped India’s current/fiscal account deficits.   

MARKET REVIEW 
U.S. equities once again regained their leadership role in May as the strengthening dollar had a significant impact on 
non-U.S. and emerging market returns. The tech heavy Nasdaq was the best performing U.S. market last month and 
small caps slightly outperformed large cwaps. The S&P 500 gained 1.8% in May while the Russell 2000 rose 2.3%. 
Growth beat value for the first time in a while and after strong May performance, most major U.S. equity indices are 
now up 2-5% YTD. Non-U.S. equities suffered from renewed weakness on the currency front that created a significant 
headwind for U.S. based investors. Many developed and EM countries posted positive returns in local terms, but when it 
was all said and done, the MSCI EAFE Index lost 0.8%. After a strong start to the year, EMs gave back some of the gains 
in May as fears over another rate hike in the U.S. caused equities and currencies to sell off. The MSCI EM Index shed 3.7% 
during May led by weakness in Latin America and Eastern Europe. Low rates across the globe continued to keep a lid on 
rates in the U.S. The Barclays Aggregate was flat in May while modest spread tightening and a further rebound in energy 
aided returns for high yield and bank loans. High yield gained 0.6% in May while bank loans rose 0.9%. Munis rose for 
the 11th consecutive month with a gain of 0.3%. Munis continue to benefit from solid inflows, strong demand and muted 
supply. Bonds outside the U.S. had a weak month mostly driven by the strong dollar. The Barclays Global Aggregate 
fell 1.3% during May while EMD lost 5.4%. Non-U.S. fixed income and EMD continue to be among the best performing 
asset classes YTD with gains of 5.9% and 7.7%, respectively. Hedge funds posted gains for the third consecutive month 
in May led by solid performance from event driven, L/S equity, and relative value strategies. The HFRI Fund Weighted 
Composite rose 0.4% during May and the HFRI Equity Hedge Index gained 0.8%. After a sour start to the year, all major 
hedge fund strategies are now positive YTD. Real assets were a mixed bag in May with gains in real estate and MLPs and 
modest losses in commodities. MLPs rose 2.5% in May, real estate gained 2.4% and commodities shed 0.2%. Real assets 
have gained between 5-9% YTD and they have been good diversifiers for portfolios. 
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May 31, 2016 MTD (%) QTD (%) YTD (%) 1 YEAR (%) 3 YEAR (%) 5 YEAR (%) 10 YEAR (%)

Fixed Income Indices

BarCap Municipal 0.27 1.01 2.70 5.87 4.03 5.07 4.93

BarCap US Aggregate Bond 0.03 0.41 3.45 2.99 2.91 3.33 4.97

Barclays US High Yield 0.62 4.56 8.06 -0.81 2.95 5.44 7.42

Barclays Global Aggregate -1.34 -0.03 5.87 5.32 1.41 1.20 4.02

JPM GBI-EM Global Diversified -5.44 -3.00 7.68 -4.86 -6.71 -3.26 4.84

Equity Indices

DJ Industrial Average 0.49 1.11 3.34 1.39 8.19 9.96 7.55

S&P 500 1.80 2.19 3.57 1.72 11.06 11.67 7.41

NASDAQ Composite 3.62 1.61 -1.19 -2.41 12.71 11.78 8.55

Russell 1000 1.75 2.30 3.51 0.78 10.89 11.44 7.50

Russell 1000 Growth 1.94 1.01 1.76 1.61 12.50 12.11 8.78

Russell 1000 Value 1.55 3.69 5.39 -0.06 9.23 10.70 6.11

Russell Mid Cap 1.64 2.71 5.02 -1.97 10.18 10.33 8.03

Russell 2000 2.25 3.86 2.28 -5.97 6.93 7.86 6.27

Russell 2000 Growth 2.69 3.72 -1.14 -9.13 7.68 8.15 7.20

Russell 2000 Value 1.83 3.99 5.76 -2.75 6.10 7.55 5.25

HFRI Equity Hedge 0.82 1.97 0.22 -5.31 2.70 2.13 2.94

MSCI World 0.65 2.31 2.11 -3.39 7.05 7.13 5.13

MSCI ACWI Ex USA -1.59 1.09 0.82 -10.97 0.64 0.57 2.47

MSCI EAFE -0.78 2.20 -0.75 -9.24 2.45 2.58 2.40

MSCI EAFE Small Cap 0.61 2.98 2.45 0.76 8.22 5.98 4.26

MSCI Emerging Markets -3.71 -3.17 2.40 -17.33 -4.62 -4.50 3.44

MSCI Frontier Markets 1.09 4.22 3.43 -8.59 0.67 2.38 0.58

Real Assets

FTSE NAREIT Composite 2.43 0.77 6.56 10.02 9.55 9.96 6.57

Alerian MLP 2.53 13.85 9.11 -24.20 -5.99 2.43 8.76

DJ UBS Commodity -0.19 8.31 8.76 -15.32 -13.16 -12.45 -6.12
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