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SIGNS POINT TO AN ECONOMIC BOUNCE IN Q3
• The U.S. economy grew at a 1.1% annualized rate during 

the second quarter and this was well below expectations. 
Consumer spending was a strong contributor to growth 
during Q2, but the larger than expected inventory drag 
knocked off 1.2% from overall growth. Inventories have 
fallen to unsustainably low levels so there should be a 
nice rebound in inventory investment during the second 
half of 2016. The U.S. consumer remains vibrant and 
assuming this continues in Q3 and Q4 along with the 
rebound in inventories, GDP growth should pick up 
towards the 3% level.

• The U.S. labor market has been one of the bright spots in 
the U.S. economy over the past few years, but the August 
employment report came in below expectations. Employers 
added 151k new jobs last month and that was below the 
180k estimate. The unemployment rate held steady at 
4.9% and the June and July reports were revised lower 
by a total of 1,000 jobs. Wage growth has ticked higher 
in recent months, but it fell back slightly in August to an 
annualized rate of 2.4%. The strong dollar and the sluggish 
global economy continue to pressure jobs and wages in 
manufacturing, mining and construction.  

SUMMER DIVERSIONS 
Labor Day typically represents the symbolic end of summer, just as its opposing bookend Memorial Day initiates the 
season. Pools close, seasonal teenage romances tragically break, and final summer barbeques extinguish, even though 
fall does not technically begin until the fourth week of September. This year, however, summer appears to be extending 
the dog days (and at least one prominent bromance...Trumputin) well beyond Labor Day. Continuing where August 
left off, the news cycle in general and thus the markets so far in September have been mostly humdrum. The election 
provides daily entertainment, thanks mostly to the Donald, but nothing really market-moving. Just as Hilary appeared 
to be establishing a firm lead, finally seeming to provide some clarity on the outcome, she stumbled, literally. With 
renewed rhetoric on her suitability for office we find ourselves back in a dead heat, and with the first debate coming 
soon it still looks like a jump ball between these historically unpopular candidates. We had an early-month market 
hiccup on the heels of a September Fed rate hike rumor, but with now extremely mixed economic data to look at, it 
now appears likely that yet again, the Fed will sit on its hands in September. Subsequently, markets have not done 
much in the last month as investors appear to be waiting for news to break is some direction. Sideways periods like this 
are of course not uncommon, and are neither good nor bad necessarily. Something is likely to happen soon to break this 
brief monotony. In the meantime, enjoy the extended summer.
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The unemployment rate held 
steady at 4.9% and the June and 
July reports were revised lower by 
a total of 1,000 jobs.
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MORE DISAPPOINTMENT IN THE EUROZONE,  
MORE STIMULUS?
• Eurozone inflation once again disappointed in August 

and at an annual rate of 0.2%, it remains well below the 
ECB’s 2% target. Interest rates are already well into 
negative territory and the central bank is buying massive 
amounts of government and corporate bonds, but neither 
has had any meaningful impact on growth or inflation. 
It’s unclear whether additional stimulus will help the 
situation, but the ECB needs to keep trying to lower the 
10.1% unemployment rate and boost persistently low 
inflation and sluggish economic growth. 

CHINESE MANUFACTURING REBOUNDS AND SERVICES 
CONTINUE TO SUPPORT GROWTH
• China’s manufacturing sector unexpectedly expanded 

at its fastest pace in nearly two years in August as 
construction boomed, suggesting the economy is 
steadying in response to stronger government spending. 
The official government manufacturing PMI rose to 50.4 
in August, up from 49.9 in July. While manufacturing 
activity picked up in larger firms, it was stagnant in 
smaller firms tracked by the Caixin/Markit Manufacturing 
PMI. This dichotomy could become a concern if it persists 
going forward. Services activity continued at a healthy 
pace in August with the official services PMI coming in 
at 53.5 (down from 53.9 in July). China has been focused 
on transforming its economy to more of a consumer led 
model so while manufacturing languishes, the service 
sector has been supporting the 6.5-7% GDP growth.

• After five consecutive months in expansion territory, the 
U.S. manufacturing sector contracted in August. The 
ISM Manufacturing Index reading of 49.4 in August was 
well below the 52.2 expectation and July’s 52.6 reading. 
U.S. manufacturing continues to be sluggish and now 
the gauges for new orders, employment and production 
have all fallen below 50. This report along with the 
subpar employment report definitely took away some 
of the recent economic momentum and likely takes the 
prospect of a September rate hike off the table.

• Construction spending was flat in July after rising 0.9% in 
June. Private construction spending rose 1% and private 
nonresidential spending jumped 1.7%, but government 
spending fell 3.1%. The May and June reports were 
revised higher which bodes well for a potential upward 
revision to the final Q2 GDP reading. 

• Durable goods orders rose much more than anticipated in 
July fueled by demand for machinery. After falling 3.3% in 
June, durable goods orders surged 4.4% in July. Civilian 
aircraft orders jumped nearly 90% while core capital goods 
increased 1.6%. Business spending has been trending 
down since the end of 2015, but the recent uptick in energy 
prices and oil/gas drilling should provide some support for 
business spending going forward. We expect the business 
environment to remain sluggish in Q3 due to weak global 
demand, the looming Presidential election and uncertainty 
over Brexit, the U.K. and Europe.  

THE HOUSING MARKET IS ON FIRE
• Sales of new single family homes surged 12.4% in 

July (+31% Y/Y) to a seasonally adjusted annual rate of 
654,000, the highest level since October 2007.Sales in 
the West were flat, sales in the Midwest rose 1.2%, sales 
in the South gained 18.1% and sales in the Northeast 
jumped 40%. Inventory levels fell further in July to 
a supply of 4.3 months. Housing demand continues 
to be robust across the U.S. and it is outpacing new 
and existing supplies. Housing starts have been fairly 
benign over the past few months so the lack of new 
production should only help bolster prices moving 
forward. Existing home sales surprisingly fell 3.2% in 
July, largely due to the lack of inventory available on the 
market. The tightening labor market has started to put 
upward pressure on wages and this has led to increased 
demand. Historically low mortgage rates and high levels 
of affordability should ultimately support the housing 
market going forward.
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INDIA’S ECONOMY COOLS, INFLATION TICKS HIGHER
• India’s economy has been a bright spot in the global 

economy, but economic growth disappointed in Q2. 
Growth remained strong at 7.1%, but it was below 
Q1’s 7.9% level and both personal consumption and 
investment spending decelerated. Personal consumption 
fell from 8.3% in Q1 to 6.7% in Q2 and investment 
spending downshifted to a 3.1% annual rate. India 
remains one of the fastest growing countries in the 
world, but Q2 growth was below forecast, inflation hit 
its highest level since September 2014, and Urjit Patel 
is slated to take the reigns at the Reserve Bank of India. 
Urjit is expected to take a hawkish approach towards 
inflation at the expense of growth. 

BRAZIL - ROUSSEFF OUT, TEMER IN
• On August 31st, the Brazilian Senate voted 61-20 to 

impeach President Dilma Rousseff for corruption and 
breaking budgetary laws. Her former Vice President, 
Michel Temer, officially became the next President of 
the country with a term that is slated to last through 
2018. Mr. Temer has been the acting President since 
May. Brazil put on a good show for the Olympics despite 
economic growth that fell 0.6% Q/Q (-3.8% Y/Y) in Q2. 

MARKET REVIEW 
Equity markets around the globe were quiet but generally higher in August led by emerging markets, Asia and value 
stocks. While low volatility and yield strategies have been strong performers in 2016, they have been out of favor for 
the past six weeks. Outside of Europe which has faced headwinds like Brexit and sluggish growth, all major developed 
and emerging market equity indices are positive YTD. U.S. equities generally posted gains during August, but there 
was some underperformance in large cap growth and mid-caps. The S&P 500 gained a modest 0.1% during the month, 
but the small cap focused Russell 2000 rose 1.8%. Small caps have outperformed large caps by a wide margin over the 
past few months and the asset class has gained 10.2% YTD. Value stocks regained their leadership role last month led 
by strong gains from the energy and financials sectors. Large cap value leads growth by 461 bps YTD while the margin 
is 862 bps in small caps. The MSCI EAFE was flat during the month as small gains in Europe and Japan were offset by 
weak results from Australia and Singapore. Europe is still in the red YTD, but Japan has gained 1.1% and the MSCI EAFE 
has risen 0.9%. EMs added another 2.5% in August and they have been the real star performer YTD after a few years of 
underperformance. EMs are up almost 15% YTD led by beaten down countries like Brazil, Russia and Thailand. Treasuries 
and other sovereign debt were largely range-bound in August, but yields did move slightly higher to end the month. 
This hurt core fixed income as the Barclays Aggregate lost 0.1% and the Barclays Global Aggregate shed 0.5%. While 
sovereign yields trended higher, spreads tightened further in high yield, bank loans and EMD. After gaining 2.1% last 
month, HY spreads are now back below 500 bps over Treasuries. Bank loans rose 0.8% (+6.8% YTD) and EMD local was 
flat (+14.8% YTD). Hedge funds posted gains for the sixth consecutive month in August led by L/S, event, relative value 
and EMs. The HFRI Fund Weighted Composite rose 0.4% and the HFRI Equity Hedge gained 1.3%. Real assets were down 
across the board led by broad weakness in commodities and the prospect for higher rates. REITs shed 3.4%, commodities 
lost 1.8% and MLPs fell 1.3%. Diversification did not work great in August, but it has been very beneficial YTD. 

Economic growth was weaker than expected during 
Q2 and it fell further from Q1 levels due to persistent 
political and macro uncertainty. Investors have bid up 
equities and the currency over the past six months in 
anticipation of a more stable political environment and 
better fiscal/monetary policy. The MSCI Brazil Index has 
gained 62% YTD through 8/31.
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August 31, 2016 MTD (%) QTD (%) YTD (%) 1 YEAR (%) 3 YEAR (%) 5 YEAR (%) 10 YEAR (%)

Fixed Income Indices

BarCap Municipal 0.13 0.20 4.54 6.88 6.47 4.80 4.87

BarCap US Aggregate Bond -0.11 0.52 5.86 5.97 4.37 3.24 4.89

Barclays US High Yield 2.09 4.85 14.35 9.07 5.40 7.48 7.79

Barclays Global Aggregate -0.49 0.26 9.25 8.79 2.64 1.15 4.20

JPM GBI-EM Global Diversified 0.04 0.64 14.75 11.33 -1.82 -2.38 5.23

Equity Indices

DJ Industrial Average 0.26 3.20 7.65 14.37 10.20 12.48 7.72

S&P 500 0.14 3.83 7.82 12.55 12.30 14.69 7.51

NASDAQ Composite 0.99 7.65 4.11 9.14 13.24 15.11 9.09

Russell 1000 0.13 3.95 7.83 11.69 12.02 14.60 7.64

Russell 1000 Growth -0.50 4.20 5.62 10.54 13.33 14.74 9.11

Russell 1000 Value 0.77 3.70 10.23 12.92 10.69 14.39 6.08

Russell Mid Cap -0.25 4.30 10.04 9.91 11.27 14.29 8.49

Russell 2000 1.77 7.84 10.23 8.59 8.53 12.85 7.04

Russell 2000 Growth 1.06 7.67 5.96 3.55 8.48 13.02 8.20

Russell 2000 Value 2.49 8.01 14.58 13.80 8.51 12.63 5.80

HFRI Equity Hedge 1.25 3.83 3.39 3.16 3.86 4.14 3.27

MSCI World 0.13 4.39 5.45 7.32 7.99 10.14 5.13

MSCI ACWI Ex USA 0.65 5.65 4.95 3.43 2.49 3.78 2.50

MSCI EAFE 0.08 5.16 0.92 0.38 2.93 5.48 2.19

MSCI EAFE Small Cap -0.58 5.52 2.44 5.78 7.44 8.39 4.48

MSCI Emerging Markets 2.52 7.74 14.85 12.25 1.48 -0.07 4.23

MSCI Frontier Markets -1.12 0.13 0.00 -3.40 0.52 3.46 -0.15

Real Assets

FTSE NAREIT Composite -3.23 0.50 14.29 24.69 15.31 13.18 6.13

Alerian MLP -1.32 -0.77 13.83 -6.23 -4.67 3.70 8.66

DJ UBS Commodity -1.76 -6.78 5.57 -8.76 -13.98 -12.75 -6.20
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