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TRUMP SHOCKS THE WORLD, U.S. ECONOMY  
GAINS MOMENTUM IN Q3
• Donald Trump once again defied predictions and shocked 

the world by being elected as the 45th President. The 
Republicans also managed to retain control of the 
House and Senate so they will control all branches 
of government for the first time since 2007. Trump’s 
election introduces significant uncertainty to the outlook 
for government policy, economic activity and future 
Federal Reserve actions. Based on his beliefs, we expect 
to see infrastructure spending, corporate tax reform, 
repatriation of trillions of dollars from overseas and less 
regulation. He has a pro-growth agenda, but some of 
his policies could lead to higher inflation. Once the noise 
quiets and Trump’s agenda becomes more clear, U.S. 
markets will once again become focused on corporate 
earnings and the future direction of the Fed.  

• The 2.9% GDP growth rate in Q3 was the fastest pace  
in two years. The U.S. economy grew at an anemic 1.1% 

SHOCK AND AWE 
Well, we didn’t see that coming. We have from time to time exhorted caution when it comes to purported market 
experts bearing predictions with regard to the markets, but polls have always seemed to be a different breed 
of cat. There is no shortage of explanations to explain this epic miss by the overwhelming majority of pollsters, 
with the answer likely residing somewhere in the middle of alt right and liberal elite theoretical “truisms”, but 
the result is undeniable. Going back to the market prognosticators, however, consensus suggested that global 
equity markets would not respond favorably to the unlikely Trump victory. Some even suggested as much as 
an immediate global equity sell-off of 20%, or more. Markets were clearly pricing in a Hillary victory and why 
wouldn’t they? As Election night slowly began to reveal the result, markets responded as predicted...the open 
Asian markets sold off dramatically and U.S. equity futures plummeted, triggering “limit down” levels. By the 
next day, however, markets rebounded and for the last week have been riding the wave of a Trumped-up rally. 
Ironically, investors who positioned for the opposite outcome are enjoying the believed-to-be counterintuitive 
market response, or, said another way, even people who were betting against Trump are “winning” with 
his election. This initial rally is not entirely unfounded. Some of the potential policies (tax cuts, trillions of 
repatriated corporate dollars, infrastructure spending, rolled back business regulation, etc.) would be growth 
catalysts and provide at least a short-term tailwind to the economy. Conversely, there are a host of issues 
(trade wars, disruption of ACA repeal, currency battle with China, geopolitical instability, etc.) that could be 
problematic. The book has yet to be written, but in the meantime there will be plenty of predictions and polls.

annualized rate over the first half of 2016, but the drag from 
inventories turned into a tailwind in Q3. Consumer spending 
(+2.1%) moderated during Q3, but exports surged 10% due 
to huge demand for soybeans, capital goods and consumer 
goods. Inventories contributed 0.6% to Q3 GDP although 
business spending on equipment (-2.7%) dropped for the 
fourth straight quarter. This report should provide support 
for a December rate hike, but GDP growth is expected to fall 
back to the 1.5% level in Q4.   

• The U.S. economy added a modest 161,000 jobs in 
October, but wage growth accelerated, strengthening 
the Fed’s case for an interest rate hike at its December 
meeting. The jobs reading was below the 175,000 
expectation, but the August report was revised higher 
by 9,000 and September’s revision was +35,000. Average 
hourly earnings jumped 0.4% during the month to 
a healthy annualized rate of 2.8%. Tightening labor 
market conditions are finally starting to force employers 
to pay up for a smaller pool of available talent. The 
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below the 56.0 consensus expectation. Business activity, 
new orders and employment continue to sit at healthy 
expansionary levels, but they all registered slower paces 
of growth during the month. October’s service sector pace 
was likely unsustainable, but services continue to be the key 
driver of U.S. and global economic growth.

• New home sales increased 3.1% to a seasonally adjusted 
annual rate of 593,000 units in September. August’s sales 
pace was revised down to 575,000 units (from 609,000 
units). Results are volatile from month to month, but they 
have risen nearly 30% Y/Y. Despite rising demand for 
housing, home building has been lagging, with builders 
complaining about land and labor shortages. Demand is 
being driven by rising wages as the labor market nears 
full employment, as well as by very low mortgage rates. 
Sales rose in three of the four regions with only the 
West reporting a 4.5% decline. There was 4.8 months of 
inventory on the market in September, down from 4.9 in 
August. Existing home sales rose 3.2% in September led 
by demand from first-time buyers.

EARNINGS ARE GROWING FOR THE FIRST TIME  
SINCE Q1 2015
• 88% of S&P 500 companies have reported Q3 earnings 

and results have been 4.9% above expectations. The 
biggest drivers of the better than expected Q3 earnings 
have been real estate, utilities, technology and Financials. 
All 11 GICS sectors have beaten expectations and the 
aggregate EPS growth rate for Q3 is 2.7% (+6% excluding 
energy), the first positive quarter since Q115. 

U.K. SHOWS RESILIENCE, EUROZONE MUDDLING ALONG
• The U.K. economy showed resilience in Q3 with growth 

that was above expectations. The economy expanded 
0.5% Q/Q in Q3 and that was above the 0.3% forecast. 
Services surged 0.8%, offsetting declines in construction 
and production. This marked the 15th consecutive 
quarter of growth for the U.K., albeit down from the  
0.7% clip in Q2. Q3 was a solid quarter, but experts still 
believe that the impact from Brexit will take time to filter 
through the economy. Growth is expected to slow to  
1% in 2017. After some initial policy action, the BoE left 
rates unchanged at its November meeting.

• The Eurozone economy expanded 0.3% Q/Q in Q3 or 1.6% 
Y/Y. The region’s slow pace of growth continued in Q3 and 
although some recent PMI data show a pickup in activity, 
most experts believe growth will slow in 2017. The latest 

unemployment rate fell from 5% to 4.9% and the broader 
U6 unemployment rate declined to 9.5%.   

S&P 500 Price % Chg by Sector (1992-2012)

Election 
Year 

Election 
Year +1

Election 
Year +2

Election 
Year +3

S&P 500 -0.2 13.5 6.6 13.8

Consumer Discretionary 1.1 19.9 9.4 12.8

Consumer Staples 6.1 8.5 8.3 9.1

Energy 4.6 13.9 2.4 12.7

Financials 8.8 15.7 4.5 6.2

Health Care 4.5 13.1 10.4 12.8

Industrials 3.5 14.9 3.2 14.6

Informational Technology -4.3 18.2 15.7 30.8

Materials -3.5 14.7 4.7 12.2

Telecom -6.0 5.7 7.9 10.9

Utilities 6.2 3.7 0.3 9.3

Source: FactSet

• The manufacturing sector hit a three month high in 
October as the ISM Manufacturing Index registered 
a 51.9 reading. This was above the 51.7 estimate and 
September’s reading of 51.5. Production, employment and 
export orders all remained at healthy levels in October, 
but there was some deterioration in the new orders 
component which fell from 55.1 to 52.1. Manufacturing has 
improved as energy prices have rallied a bit and the impact 
from the strong dollar has subsided. 
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•  Following a sharp increase to 57.1 in September, the ISM 
Non-manufacturing Index fell back to 54.8 in October, 
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reading on core inflation was 0.8% and this is expected 
to move higher over the coming months as the low base 
effect from energy prices rolls off. Although the Eurozone 
has been growing at a similar pace as the U.S., the 
troubled region is only expected to register 1.4% growth in 
2017 with little sign of any real momentum.

• Eurozone PMI data showed an acceleration in October led 

MARKET REVIEW 
Volatility picked up across the globe in October and most major global indices lost ground. Japan and emerging markets 
managed to eke out small gains, but growth and European stocks were particularly weak. Markets began the month 
on solid footing, but gave up ground towards the end as Donald Trump rebounded in the polls. The S&P 500 shed 1.8% 
during the month, but the small cap focused Russell 2000 fell 4.8%. Growth underperformed value globally as the Russell 
2000 Growth was the worst performer with a 6.2% decline. International developed markets performed about in-line 
with the U.S. led by Japan, Spain and Italy. The MSCI EAFE fell 2% in October led by a 3.3% decline in Europe. Non-U.S. 
developed markets are flat YTD, but Europe has fallen almost 3%. EMs posted another solid month with a gain of 0.3%. 
Beaten down EM countries like Brazil and Russia have driven the asset class to a 16.6% YTD gain. Yields continued to trend 
higher across the globe in October and this was generally negative for Treasuries, munis and other sovereign debt. The 
Barclays Aggregate lost 0.8% during October while higher issuance contributed to the 1.1% decline in munis. The move 
higher in European and Japanese debt resulted in a 2.8% drop in the Barclays Global Aggregate. Despite the move higher 
in global interest rates, the appetite for credit remained high. HY and bank loan spreads widened at the end of October, 
but they finished the month slightly tighter than where they started the month. As a result, HY added 0.4% in October 
while bank loans rose 0.8%. After a terrible showing in 2015, HY and bank loans have now gained 15.6% and 8.6% YTD, 
respectively. EMD lost 0.9% last month due to some spread widening and renewed strength in the U.S. dollar. Hedge 
funds declined for the first time since February as the HFRI Fund Weighted Composite lost 0.6% and the HFRI Equity 
Hedge shed 0.5%. Hedge funds have still gained 3.6% YTD driven by event-driven, relative value and L/S strategies. Real 
assets were weak across the board in October with losses in real estate, MLPs and commodities. Rising interest rates hurt 
REITs which fell 4.9% and falling oil/commodities fueled the 4.5% drop in MLPs and the 0.5% decline in commodities. 
Volatility may be here to stay, but U.S. markets have hit new highs after Trump’s victory. 

by an upswing in Germany. The final Markit Eurozone PMI 
Composite Index rose to 53.3 in October (up from 52.6 in 
September) with faster output growth in both manufacturing 
and services. PMI data suggest that growth in Q4 should be 
consistent with Q3, but we continue to stress that growth 
varies quite a bit from one country to the next with little 
momentum. Perhaps another flaw of the single economic 
bloc populated by many different economies. 

CHINESE GROWTH HAS STABILIZED,  
CREDIT CONCERNS LINGER
• China’s official manufacturing PMI came in at 51.2 

in October, above the 50.4 estimate. The Caixin 
Manufacturing PMI rose to 51.2 in October, the fastest 
pace of improvement since March 2011. The government’s 
official services PMI rose to 54.0 in October, from 53.7 in 
September. The rebound in manufacturing is a positive 
sign for China while the service sector, which accounts for 
over 50% of the Chinese economy, remains quite healthy/
supportive. Growth has stabilized in China and inflation 
continues to be benign with producer prices that actually 
rose for the first time in five years. The Chinese economy 
has rebounded, but there is concern over rapid property 
price gains driven by a significant credit expansion. 
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October 31, 2016 MTD (%) QTD (%) YTD (%) 1 YEAR (%) 3 YEAR (%) 5 YEAR (%) 10 YEAR (%)

Fixed Income Indices

BarCap Municipal -1.05 -1.05 2.92 4.06 4.89 4.34 4.57

BarCap US Aggregate Bond -0.76 -0.76 4.99 4.37 3.48 2.90 4.64

Barclays US High Yield 0.39 0.39 15.56 10.14 4.55 7.17 7.60

Barclays Global Aggregate -2.78 -2.78 6.80 5.59 0.85 0.90 3.87

JPM GBI-EM Global Diversified -0.85 -0.85 16.08 11.04 -3.72 -1.19 4.95

Equity Indices

DJ Industrial Average -0.79 -0.79 6.36 5.49 7.91 11.50 6.93

S&P 500 -1.82 -1.82 5.87 4.51 8.84 13.57 6.70

NASDAQ Composite -2.31 -2.31 3.63 2.68 9.80 14.09 8.17

Russell 1000 -1.95 -1.95 5.82 4.26 8.48 13.51 6.83

Russell 1000 Growth -2.35 -2.35 3.51 2.28 9.36 13.65 8.22

Russell 1000 Value -1.55 -1.55 8.29 6.37 7.59 13.31 5.35

Russell Mid Cap -3.17 -3.17 6.76 4.17 7.28 13.12 7.55

Russell 2000 -4.75 -4.75 6.16 4.11 4.12 11.51 5.96

Russell 2000 Growth -6.21 -6.21 0.80 -0.49 3.70 11.34 6.92

Russell 2000 Value -3.29 -3.29 11.69 8.81 4.47 11.63 4.91

HFRI Equity Hedge -0.48 -0.48 3.71 2.47 2.38 4.50 3.09

MSCI World -1.91 -1.91 4.04 1.79 4.40 9.65 4.48

MSCI ACWI Ex USA -1.43 -1.43 4.77 0.72 -1.04 4.11 2.07

MSCI EAFE -2.04 -2.04 0.12 -2.74 -0.86 5.48 1.70

MSCI EAFE Small Cap -2.83 -2.83 2.55 3.35 3.40 9.28 4.07

MSCI Emerging Markets 0.25 0.25 16.64 9.67 -1.70 0.90 3.82

MSCI Frontier Markets -0.39 -0.39 2.20 -2.60 -0.69 4.51 -0.44

Real Assets

FTSE NAREIT Composite -4.84 -4.84 7.27 8.37 10.18 11.45 4.62

Alerian MLP -4.45 -4.45 10.78 -1.80 -7.07 2.00 7.97

DJ UBS Commodity -0.49 -0.49 8.34 -2.62 -12.05 -10.61 -5.81
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