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SEPTEMBER’S GOLDILOCKS EMPLOYMENT REPORT, 
DECEMBER RATE HIKE MORE LIKELY
• U.S. employers added 156,000 new jobs in September, 

slightly below the 176,000 estimate. More people 
entered the workforce so the unemployment rate 
ticked up from 4.9% to 5%. July’s report was revised 
lower by 23,000 jobs and August’s report was revised 
higher by 16,000 jobs. Average hourly wages pushed 
higher to an annualized rate of 2.6%. The so-called 
U-6 unemployment rate that includes people who have 
stopped looking for jobs and those working part-time was 
unchanged at 9.7%. This was a Goldilocks report, but the 
probability of a December rate hike increased from 63% 
prior to the report to 70% after its release. 

• As expected, the Fed left rates unchanged at its 
September meeting and while they expressed confidence 
in economic growth, it was not solid enough to rationalize 
a move higher. They wanted to see further evidence of a 
strengthening economy. The first half of 2016 saw only 1% 
growth and although Q3 estimates are for 2.5-3% growth, 
they have come down over the past few weeks and recent 
data points like PMIs and retail sales have softened. Fed 
rate hike expectations have come down closer to market 
expectations over the past few meetings.  

PACKING UP THE CIRCUS 
While the axiom holds that all good things must come to an end, happily we are in a position where the same can 
also be said for things not so good. With the final Presidential debate completed on October 19, we can finally say 
we are in the home stretch of this depressingly ugly race. Thank goodness. Presidential elections are typically 
combative almost necessarily as each candidate attempts to advance their platform while denigrating their 
opponent’s. The success of the populist extremes of both parties with Trump’s candidacy and Sanders’ near-miss 
underscores how polarized and divided the country really is as moderates on either side are left grasping for a 
viable candidate. Meanwhile, the market continues to muddle along, giving back September’s broad but modest 
gains thus far in October. The employment picture is okay, and when combined with other reasonably positive 
data within manufacturing and services, the likelihood of a December Fed rate hike continues to increase. The 
emerging markets continue to shine brightly this year and time will tell if a rate hike extinguishes that light, but 
for now the growth forecasts are very favorable in EMs, particularly in Asia. In the meantime, whether you spend 
the next three weeks enjoying it or holding your nose, the circus is coming to an end.
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SERVICE SECTOR HITS 11-MONTH HIGH,  
MANUFACTURING REBOUNDS TO END Q3 
• U.S. manufacturing rebounded in September after 

contracting in August, according to the Institute for 
Supply Management. The ISM Manufacturing Index rose 
to 51.5 in September from 49.4 in August. New orders 
increased during the month, but the employment gauge 
remained below 50 (for the 3rd consecutive month) and 
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rise in permits and improved homebuilder sentiment bodes 
well for the housing market and economy in Q4.

EUROZONE IS STUCK IN THE MUD, HARD OR SOFT BREXIT?
• Eurozone manufacturing saw a mild acceleration at the 

end of Q3. Growth of output, new orders, new export 
business and employment all improved. The Markit 
Eurozone Manufacturing PMI rose to 52.6 in September, 
a three month high due to strong activity in Germany, 
Austria, and Spain. Italy moved back into expansionary 
territory and France edged closer to the 50 level separating 
expansion and contraction. Manufacturing gathered some 
momentum to finish Q3 and inflation rose 0.4% Y/Y in 
September to its highest level since October 2014. 

•  The British pound fell to a 31-year low against the dollar 
as fears over Brexit continued to spook investors. The 
pound fell after Theresa May announced that Article 50 
will be triggered by the end of March 2017. This would 
begin the formal two-year process to leave the EU. The 
EU’s response has been negative as they want to make 
the negotiation/transition process as painful as possible 
to discourage others from pursuing a similar path. It is 
unclear if the U.K. will pursue a hard or soft Brexit.

Bank of Japan’s Asset Purchases

JPY 
Billions

BoJ Annual  
Purchases of ETFs, 
J-REITs and JGBs

BoJ  
Total  
JGB 
Holdings

BoJ  
Total JGB 
Holdings 
as % of 
Market

BoJ 
Total EFT 
Holdings 
as % of 
MarketETFs J-REITs JGBs

2010 28 2 7,827 58,051 8.0 0.5

2011 800 64 9,579 67,631 8.9 30.4

2012 640 45 23,272 90,902 11.6 34.9

2013 1,095 30 52,714 143,616 17.2 30.9

2014 1,285 37 63,530 207,146 23.3 36.2

2015 3,069 92 81,195 288,342 31.6 42.7

Source: JP Morgan

THE BANK OF JAPAN IS THE ONLY GAME IN TOWN
• For the past 3.5 years, the BoJ has relied on monetary 

stimulus to spur economic growth and inflation. The 
exercise has failed to deliver sustainable growth and 

the manufacturing industry continues to struggle amid 
weak exports and soft demand in the U.S. The new orders 
component jumped from 49.1 to 55.1 in September and 
the production sub-index rose to 52.8. While this report 
came in above expectations, the manufacturing sector 
continues to face challenging conditions.  

• The ISM Non-Manufacturing Index jumped to 57.1 in 
September (11 month high), up from 51.4 in August. 
Economic activity in the services sector grew much more 
than expected (53.0 estimate), led by strong gains in 
business activity, new orders and employment. The service 
sector rebounded sharply to end Q3 and that should support 
stronger economic growth for the remainder of 2016.   

CONSUMERS FEELING UPBEAT, HOUSING/AUTOS  
REMAIN SOLID
• Consumer confidence in September surged to its 

highest level since the 2008 financial crisis. The 
September reading came in at 104.1, well ahead of the 
99.0 expectation and August’s revised reading of 101.8.  
Consumers’ views about current economic conditions 
and expectations about future economic conditions both 
rose in the survey, a development which could help boost 
consumer spending and the overall economy in coming 
months. Consumer spending cooled in August, but it is 
still expected to be a key contributor to Q3 GDP.

• U.S. auto sales rose in September from the prior month, 
but they have trended lower over the past year from record 
levels. September sales were reported at a seasonally-
adjusted annual rate of 17.76M units and this is up from 
16.9M units in August, but down from the 18.05M units 
reported in September 2015. In order to keep factories 
running at peak levels, manufacturers have ramped up 
incentives to record levels. While that eats into margins, 
there is more of a cushion as consumers increasingly 
favor higher margin SUVs and trucks.

• Sales of new single family homes retreated in September 
after surging to their highest levels since October 2007. 
New home sales fell 7.6% last month to a seasonally 
adjusted annual rate of 609,000 units, down from 659,000 
units in August. Sales of existing homes in the U.S. fell 
0.9% in August to an annualized rate of 5.33M units after 
declining 3% in July. The housing market continues to 
benefit from low inventories, historically low mortgage 
rates and a tight labor market that has put upward 
pressure on wages. There is little supply on the market and 
homes are often sold after receiving multiple contracts. A 
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inflation continues to sit well below the BoJ’s 2% target. 
At its September policy meeting, the BoJ changed the 
focus of its stimulus program from buying bonds and risk 
assets to targeting yields. After announcing negative yields 
in January, banks have been killed by the lack of spread 
between deposit rates and the 10-year part of the curve. The 
BoJ will target a 0% yield for the 10-year part of the curve 
with the goal of stimulating bank lending. The BoJ owns 30-
40% of all JGBs and may eventually run out of bonds to buy.

ASIAN EM GROWTH IS SUPPORTING GLOBAL ACTIVITY
• The IMF expects global growth of 3.1% in 2016 and 

3.4% in 2017. These figures are unchanged from its July 
forecast, but economic growth in the developed world 
has been ratcheted lower from 1.8% to 1.6% in 2016 with 
no changes to the 1.8% 2017 estimate. Projected growth 
in the eurozone and Japan has increased while it has 
dropped significantly in the U.S. The 2016 estimate for EMs 
increased slightly while there were no changes to 2017. The 
main increase was to India which the IMF expects to grow 
7.6% in 2016 and 2017. EMs are forecast to grow 4.2% in 
2016 and 4.6% in 2017 with Asia being the key driver. 

MARKET REVIEW 
Equity prices grinded higher in September with most major indices gaining around 1-2%. Small cap stocks outside the 
U.S. were the best performers during the month followed by frontier markets which have really lagged over the past 
few years. Within U.S. equities, small caps outperformed large caps and growth outperformed value. The S&P 500 was 
flat for the month, but mean reversion continued in small caps as the Russell 2000 gained 1.1%. After lagging for the 
past few years, small caps have come storming back in 2016 with a gain of 11.5%. International developed markets fared 
pretty well during September led by solid gains from Japan, Australia and Hong Kong. Europe lagged a bit last month, 
but the MSCI EAFE still posted a gain of 1.3%. After years of relative underperformance, emerging markets have been the 
real star performer YTD. The MSCI EM Index added another 1.3% in September, bringing its YTD gain to 16.4%. Yields 
across the globe continued to be range-bound in September although the 10-Year Treasury did tick higher to end the 
month. This was negative for the Barclays Aggregate which shed 0.1% during the month and muni bonds which were 
also hurt for the first time in a while by increased issuance. High yield (+0.7%) and bank loans (+0.9%) both rose last 
month on the heels of some additional spread tightening. Bonds outside the U.S. posted a solid month and emerging 
markets benefited further from currency appreciation. The Barclays Global Aggregate gained 0.6% and emerging 
markets debt (local) jumped 2%. Global bonds have now gained 9.9% YTD while EMD is up over 17%. Hedge funds 
posted their seventh consecutive monthly gain in September led by L/S equity, relative value and emerging market 
focused strategies. The HFRI Fund Weighted Composite gained 0.6% in September and the HFRI Equity Hedge rose 1.1%. 
Hedge funds have performed better over the past few months and they provided relative outperformance in September 
versus the S&P 500 and MSCI World indices. Real assets were mixed in September as the real estate sector fell (-1.4%) in 
response to higher interest rate expectations. Commodities surged 3.1% on the heels of higher oil prices and MLPs also 
gained 1.9%. Diversification has worked great in 2016 with all asset classes posting positive returns. 
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September 30, 2016 MTD (%) QTD (%) YTD (%) 1 YEAR (%) 3 YEAR (%) 5 YEAR (%) 10 YEAR (%)

Fixed Income Indices

BarCap Municipal -0.50 -0.30 4.01 5.58 5.54 4.48 4.75

BarCap US Aggregate Bond -0.06 0.46 5.80 5.19 4.03 3.08 4.79

Barclays US High Yield 0.67 5.55 15.11 12.73 5.28 8.34 7.71

Barclays Global Aggregate 0.55 0.82 9.85 8.83 2.13 1.74 4.26

JPM GBI-EM Global Diversified 2.02 2.68 17.07 17.06 -2.58 0.06 5.52

Equity Indices

DJ Industrial Average -0.41 2.78 7.21 15.46 9.23 13.77 7.39

S&P 500 0.02 3.85 7.84 15.43 11.16 16.37 7.24

NASDAQ Composite 1.89 9.69 6.08 14.97 12.09 17.07 8.93

Russell 1000 0.08 4.03 7.92 14.93 10.78 16.41 7.40

Russell 1000 Growth 0.37 4.58 6.00 13.76 11.83 16.60 8.85

Russell 1000 Value -0.21 3.48 10.00 16.20 9.70 16.15 5.85

Russell Mid Cap 0.20 4.52 10.26 14.25 9.70 16.67 8.32

Russell 2000 1.11 9.05 11.46 15.47 6.71 15.82 7.07

Russell 2000 Growth 1.44 9.22 7.48 12.12 6.58 16.15 8.29

Russell 2000 Value 0.79 8.87 15.49 18.81 6.77 15.45 5.78

HFRI Equity Hedge 1.05 4.67 4.22 6.04 3.23 5.61 3.33

MSCI World 0.58 4.99 6.06 12.02 6.44 12.27 5.06

MSCI ACWI Ex USA 1.28 7.00 6.29 9.80 0.64 6.52 2.63

MSCI EAFE 1.27 6.50 2.20 7.06 0.93 7.88 2.30

MSCI EAFE Small Cap 3.02 8.71 5.53 12.73 5.44 11.44 4.75

MSCI Emerging Markets 1.32 9.15 16.36 17.21 -0.21 3.39 4.28

MSCI Frontier Markets 2.60 2.74 2.60 1.37 0.24 5.05 0.04

Real Assets

FTSE NAREIT Composite -1.37 -0.88 12.73 20.76 13.49 15.39 5.77

Alerian MLP 1.85 1.07 15.94 12.74 -4.82 4.96 9.01

DJ UBS Commodity 3.13 -3.86 8.87 -2.58 -12.34 -9.37 -5.33

MARKET PERFORMANCE

For Distribution to Existing and Prospective Clients Only.
EverBank Wealth Management, Inc. is an investment advisor registered with the Securities and Exchange Commission. It is not a bank. EverBank 
Wealth Management, Inc. may recommend or make available products and services offered by its parent company, EverBank, a member of the FDIC, 
and EverBank’s subsidiary, EverTrade Direct Brokerage, Inc., a broker dealer registered with the Securities and Exchange Commission and a member 
of FINRA (www.finra.org) and SIPC (www.sipc.org). Investment services offered through EverBank Wealth Management, Inc.:

Are Not FDIC Insured Are Not Bank Guaranteed May Lose Value

© 2016 Conway Investment Research, LLC. All rights reserved. Used with permission. 16WEA6313
The information conveyed in these commentaries is for educational purposes only and should not be considered investment advice. Investments and 
strategies discussed may not be appropriate for all readers. Each investment is unique and reacts differently in various market and economic conditions. 
Information in this publication has been obtained from sources believed to be reliable, but the accuracy, completeness and interpretation are not guaranteed 
and have not been independently verified. Views expressed are subject to change without notice and, due to the rapidly changing nature of markets, may 
quickly become outdated. The information presented does not constitute a solicitation for the purchase or sale of any securities or options on securities.
Past performance is not indicative of future returns, and the value of investment and the income derived from them can go down as well as up. Diversification 
strategies do not ensure a profit and do not protect against losses in declining markets.

Source: Morningstar, Barclays, MSCI, FTSE, Dow Jones, FactSet Research, HFR 
1-year, 3-year, 5-year and 10-year data are annualized.


