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Economic Overview 

 

This month’s headline was undoubtedly the October employment 

report which indicated that 271,000 new jobs were created here in 

the U.S.    Compared to a street expectation of 185,000 jobs, this 

was the largest    positive surprise in this metric since 2009, and it is 

an even more compelling number when we consider that 268,000 of 

those jobs were   created within the private sector.  This report also 

came with a whiff of wage inflation as wages increased 2.5% on a 

year over year basis which  has put the possibility of a rate hike at the December Fed meeting back on the table.  

There is little doubt that the U.S. economy has been as resilient as any in recent months as evidenced by a number 

of other metrics.  Examples of this are found in the Purchasing Managers Composite (PMI) which is at 55.0, a strong 

reading given that numbers above the 50 level suggest expansion,  and the Index of Leading Economic Indicators 

(LEI) which increased +0.6% in October suggesting the domestic economy is on solid footing heading into 2016.  The 

major theme continues to be a solid domestic economy that is juxtaposed against a global environment that is  

struggling to gain momentum.  Chinese demand for  energy and industrial materials toward building infrastructure 

has found a cyclical ebb which has had a significant impact on the world’s resource rich economies.  This would        

include Brazil, Canada, Australia, Russia and many emerging market nations all of which have encountered equity 

bear markets in the last twelve months.  The capital intensive nature of the energy industry  suggests that we may 

spend several months working through a bottom in this area as capacity is reduced over that period.  Because of 

this, it is not likely that inflation will become problematic until global demand picks up.  While the Fed would prefer 

to begin the process of normalizing interest rates to the degree that the economy can tolerate it, there is not       

compelling urgency for them to do this in an aggressive manner due to the absence of inflation from the equation.  

Bearing this in mind,  our view is that the Fed will move gently and gradually with the outcome being a more drawn 

out process than normal that is purposefully less impactful to the pace of economic growth.  There are two           

economic unknowns looking forward into next year that will have the potential to impact markets.  The first is how 

aggressively the central banks in Europe and China will act to ease monetary policy in an effort to jump start growth.  

Should this occur while the Fed is tightening, our concern would be  further strengthening in the dollar which would 

in turn negatively impact exports and corporate earnings for many U.S.  companies.  The second is how the U.S. 

economy will respond once the Fed begins tightening.  For now, our stance is cautiously optimistic for the pace of 

growth to continue into next year. 

 

 

Dollar Strength A Concern 



 

 

Equity Markets 

 

The market bounced back strongly in October with the S&P 500 posting a gain of +8.43% which was welcome news 

in the wake of the late Summer correction.  Stock markets have been choppy for most of this year, and have made 

only modest progress higher which has been a source of frustration to many investors.  The most perplexing aspect 

of this has been that underlying economic and corporate fundamentals appear to be sufficient enough to warrant a 

better result.   

Unfortunately, this has been negated to some degree by a less 

certain global environment and speculation about when and how 

aggressively the Fed will begin to increase interest rates.   

These factors have contributed to an environment that has favored 
large cap domestic stocks and where leadership has become much 
narrower than it was a year ago.  Some of this has been driven by 
problems in the energy and basic materials areas which have been under pressure, but has also come to encompass 
the small cap area as well.  It has become a market of divergences that is lacking broad leadership.  These 
divergences in performance have occurred between domestic and international stocks, small cap and large cap, and 
Dow Industrials vs. Dow Transports and Utilities. The macro environment suggests that the primary focus should be 
on company specific characteristics that lend themselves to increasing profitability and earnings.  We are in the 
proverbial stock pickers market where finding companies with competitive advantage within industry is increasingly 
important. 
 
While there has been some choppiness in markets over the course of this year, the major indices still remain in near 
proximity to all-time highs that were set during the first half.  The reason for this is that valuations are not overly 
extended and the economy has continued to perform well.  Consensus earnings estimates for 2016 are calling for 9% 
growth which suggests that there is potential upside if the market can pass through resistance levels around 2,125 
on the S&P 500.  This offers some opportunity moving forward especially if the global situation can gain some 
traction either due to central bank accommodation or improving demand.   Even so, we are guarded in our approach 
given the length of time that the market has been consolidating sideways at this point.  We would not take a more 
defensive posture to the equity allocation in portfolios at this time due to the lack of fundamental evidence that the 
economy is slowing, but recent activity across global markets and economies has us monitoring the situation closely.  
From a sector standpoint, we would favor technology and financials for the moment.  Technology has shown some 
consistency as a leader over the course of the year with a number of strong balance sheet companies that are 
growing earnings in a challenging environment.  The financials should benefit as the Fed begins to move rates higher 
as bank profit margins should begin to increase under this scenario after several years of challenging headwinds.  
Consumer discretionary stocks have performed well, but we would take a more neutral position given the maturity 
of the trend and the Fed’s posture as this sector has been well correlated with the level of Fed accommodation 
historically. 
 
Heading into year end, some tax loss harvesting is likely to occur in market segments that have not performed well.  
These situations would largely be found in commodity related areas like energy, materials and emerging markets 
whose underperformance is well documented at this point.  Proceeds from these sales should be used either to  

Foreign Stocks Continue to Under Perform 



focus on strong balance sheet names within these segments that will gain market share through the downturn or 
investment in other areas of the market where more earnings growth potential exists in the near term.  We would 
also look to do some profit taking in the health care space heading into a Presidential election year as this sector   
has generated strong gains in recent years and may be subject to some political uncertainty during 2016. 
 

Fixed Income 

 

Bond performance has been pretty flat so far this year which is not entirely unexpected given the low levels of      
interest rates and the modest pace of growth in the economy.   The bullish case for bonds is that there is no          
evidence of a tangible acceleration on the inflation front while the bear case would focus on the fact that U.S.          
securities are likely over owned by foreign central banks and global institutional investors.  Still, there are valid       
reasons for foreign ownership to continue and massive liquidation is an unrealistic scenario.  With interest rates less 
than one half of one percent in both the Eurozone and Japan for ten year government bonds, there continue to be 
incentives for foreign participation in the U.S. market.  With that said, we are positioned gently short of benchmark 
maturity for the moment as a function of the economy’s resilience and the low level of  

rates.  In the current rate environment, there is not enough yield available in our view to justify the additional risk  
of extending further out the yield curve.  Credit selection has become increasingly important over the course of 2015 
with energy and materials sectors   being of primary concern.  The downturn in commodity prices has been a        
catalyst for consolidation in these areas which will likely continue for a period of time before these situations will 
present  good relative value on the credit side.  We have become more conservative with regard to credit selection 
in  general in recent months given increased concern about the global economy and the tenure of the post-financial 
crisis tightening in yield spreads.   
 
It is difficult to find compelling long term opportunities at present in the bond market so some measure of patience 
and discipline may be required for the time being.  Successful investing in this arena will likely come from                
maximizing after tax yield in high quality securities and avoiding the pitfalls of chasing yield at the expense of taking 
unnecessary risks to principal.  This tends to occur when rates are low, investor frustration is high and there is a        
human tendency to overreact to rectify the situation.  We do not see the value in this given the length in time of the 
current expansion which suggests the potential for investors to be whipsawed at some future point by buying riskier 
assets too late in the business cycle.  Perhaps the best opportunities in the bond market lie within the municipal 
market for higher bracket investors as there is reasonable yield pick up and a sufficient supply of quality paper. 
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