
 

 
Economic indicators were mixed in May, with a few key misses calling into question the strength of the 
economic recovery. The most significant miss was the dismal May jobs report which indicated the 
economy only added 38,000 jobs last month, the least since September 2010. There was no Federal 
Reserve meeting in May and while the Fed signaled it may move at its June meeting next week, the 
weak jobs report likely pushes any action into late 2016.  

Key Economic Statistics* Period Level Vs. Prior 
Manufacturing Economy Strength May 51.3 Stronger 
Service Economy Strength May 52.9 Weaker 
Monthly Jobs Report May 38k Weaker 
National Unemployment Rate May 4.7% Lower 
Annualized Quarterly GDP Growth Q1 – 2nd   0.8% Stronger 
Personal Consumption (Spending) Q1 – 2nd    1.9% Same 
Inflation–CPI ex.Food/Energy Apr 2.1% Lower 
* See disclosure for underlying economic indicator definition. FactSet 

Key Index Performance* 1 Mo 3 Mo YTD 1 Yr 3 Yr 5 Yr 10 Yr 
Equities        
Large Domestic Companies  
S&P 500 Total Return Index 
 

1.80 9.12 3.57 1.72 11.06 11.67 7.41 

Small Domestic Companies 
Russell 2000 Total Return Index 

2.25 12.15 2.28 -5.97 6.93 7.86 6.27 

International Developed Companies 
MSCI EAFE Index 

-0.91 8.59 -1.10 -9.68 2.00 2.12 1.92 

Emerging Market Companies 
MSCI EM Index 

-3.73 9.60 2.32 -17.63 -4.95 -4.83 3.11 

Taxable Fixed Income        
Short Term Bonds 
Barclays U.S. 1-3 Year Aggregate Index 

-0.06 0.43 1.05 0.96 1.00 1.03 2.84 

Intermediate Term Bonds 
Barclays U.S. Aggregate Bond Index 

0.03 1.33 3.45 2.99 2.91 3.33 4.97 

High Yield Bonds  
Barclays U.S. Corporate High Yield Index 

0.62 9.20 8.06 -0.81 2.95 5.44 7.42 

International Government Bonds 
Citigroup World Government Bond Index 

-1.51 2.38 6.80 7.00 1.22 0.49 3.73 

Tax Exempt Fixed Income        
Short Term Municipals 
Barclays Municipal 1-3 Year Index 

0.00 -0.02 0.64 1.20 0.90 1.05 2.39 

Intermediate Term Municipals 
Barclays Municipal 5-10 Year Intermediate Index 

-0.11 0.52 2.14 5.13 3.52 4.23 5.00 

High Yield Municipals 
Barclays High Yield Municipal Index 

1.32 3.01 4.73 4.70 3.61 7.51 4.88 

Real Assets        
Commodities 
Bloomberg Commodity Index 

-0.19 12.45 8.76 -15.32 -13.16 -12.45 -6.12 

Global Real Estate 
Dow Jones Global Select REIT Index 

0.62 9.23 5.65 8.59 9.43 9.10 5.95 
* All data as of 5/31/2016. See disclosures for underlying index definitions. Periods longer than one year represent annualized performance.  
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Economic Update 
Domestic economic indicators were mixed in May, with a few headline misses calling into question the 
strength of the presumed economic rebound from the first quarter’s slow start. First, it’s important to 
note that the economy continues to grow. The second estimate of first quarter GDP was revised upward 
to growth of 0.8%. The revisions were primarily related to an upgrade in business investment and net 
exports, and expectations are for overall economic growth to stabilize at 2.4% for the remainder of the 
year.  
 
The ISM Manufacturing index ticked up for May to 51.3, signaling continued recovery in the 
manufacturing sector. Manufacturing has now been positive for three months in a row following a dip 
below 50 (signaling contraction) around year end. This turnaround may be a function of stabilization in 
energy as the price of oil has ticked up from recent low levels to trade near the highest levels on a year 
to date basis. The ISM Non-Manufacturing index, which tracks the strength of the service economy, was 
one of the big misses as it fell from 55.7 to 52.9. That level continues to show expansion, but it was a 
bigger fall than most expected. In addition, within the index, the new employment component which is 
indicative of the hiring strength fell below 50, indicating hiring did not expand in May.  
 
That weak hiring figure leads into the second big headline miss in May – the jobs report. For the second 
month in a row, the economy added fewer jobs than expected. At 38,000 jobs and negative revisions to 
April’s already weak numbers, the May report is the weakest since September 2010. For reference, 
consensus expectations were for the economy to add 160,000 jobs in May. In contradiction to the weak 
number of new jobs, the unemployment rate actually declined from 5% to 4.7%. Unfortunately, this 
seemingly positive decrease in the unemployment rate reflects discouraged workers leaving the labor 
force.  
 
While these headline figures are disappointing, not all the labor data is negative news. To begin with, 
there has not been an uptick in new unemployment filings, suggesting that the business outlook has not 
declined to warrant reducing labor. In fact, the average hours worked and hourly compensation actually 
have been increasing. In addition, though the survey is lagged, at the end of March there were nearly 
5.757 million active job listings as surveyed by the government JOLTs report.1 
 
In mid-May, Federal Reserve Chair Yellen indicated that it is possible that the Fed would make their 
second move in the coming months. With the weak May jobs report, she was uncharacteristically 
transparent in a recent news conference by effectively saying that a rate increase at the June meeting 
was off the table.2 At the same conference, she made a point to note that the overall outlook remains 
positive, saying “… although the economy recently has been affected by a mix of countervailing forces, I 
see good reasons to expect that the positive forces supporting employment growth and higher inflation 
will continue to outweigh the negative ones.”3 
 
The positive forces referenced include the above mentioned labor market inflation, as well as stronger 
than expected consumption growth and retail sales. In addition, improvement and/or stabilization in the 
global outlook can be a net positive for the U.S. economy. The European Central Bank, for example, has 
recently upgraded the outlook for growth in the Eurozone from 1.4 to 1.6%.4  

                                                           
1 Job Openings and Labor Turnover Survey, Bureau of Labor Statistics, sourced from FactSet.  
2 “Yellen: No Rate Rise Until Economic Outlook Clears,” Wall Street Journal, 6/7/2016 
3 Ibid 
4 “ECB glimpses reasons for optimism but keeps ammunition ready,” Reuters, 6/2/2016 



Capital Markets Update 
Domestic equities were positive for the month, with small companies outperforming large companies. 
International markets underperformed on broad weakness in Japan, Europe and the United Kingdom. 
International returns were hampered by temporary strength in the dollar. The dollar strengthened 
through May as the probability of a rate increase by the Federal Reserve at their June meeting 
increased. Since the May labor report came out and it became clear that a hike in June is off the table, 
the dollar has reversed much of its recent strength. 
 
Emerging markets gave up the lead they had built on a year to date basis as major components Brazil 
and Russia sold off through May. Brazil is struggling to recover from a political corruption scandal. 
Compounded with falling employment, the country is in a recession which is expected to last for the 
remainder of 2016.5 The Russian economy continues to struggle with sanctions and the lower price of 
energy. However, if sustained, the recovery in the price of oil could help Russia to turn around more 
quickly than expected.  
 
The S&P 500 currently trades at a trailing valuation of 19.3x and forward valuation of 16.8x. Both 
measures are above recent historical averages and suggests that markets are somewhat extended. 
These valuations have been increasing as earnings have been falling. In short, investors are ignoring 
recent earnings declines and betting that earnings growth will return to U.S. companies in the second 
half of 2016 and continue through 2017.  
 
For the first quarter of 2016, earnings declined by 6.7% year over year. Expectations are for earnings to 
decline for the fifth consecutive quarter through Q2 16 before starting a rebound in Q3. For all of 2016, 
earnings are generally expected to be nearly flat, with growth of only 0.87%. Growth is expected to 
rebound to 13.6% in 2017. Much of the recent anemic growth as well as the expectation for a return to 
positive growth is tied to the energy sector. While the price of oil has recovered from mid-$20 levels 
experienced in Q1, it remains more than 50% off the highest levels since the end of the Great Recession. 
Energy earnings are expected to decline 68% for 2016 before rebounding by 215% in 2017. Clearly, 
those are big swings which will move the overall level of earnings. It should be noted that there is also 
significant risk to the forecast as it requires making an assumption about the price recovery in oil.  
 
In general, foreign markets continue to trade at a discount to U.S. markets on a forward basis. Emerging 
markets trade at a steeper discount, but caution is advised as these discounts may rightfully reflect local 
economic and political strain.  
 
Within fixed income, the 10-year Treasury ended May very close to where it started. As a result, core 
returns were generally flat. International unhedged returns were impacted by the appreciating dollar 
and were generally negative. Credit markets were positive as spreads movements were mixed and 
overall returns were primarily driven by yield – a welcome respite to volatility which has been prevalent 
over the last several months.  
 
As the Federal Reserve has taken a June rate hike off the table, the minutes and accompanying guidance 
provided at their meeting next week will be heavily scrutinized by investors for hints regarding the 
future course of interest rates. For the moment, rates have come down through early June as the 
economic environment has softened somewhat. The continuation of lower interest rates has both good 
and bad implications. On the good side, low interest rates are theoretically supportive of economic 
                                                           
5 “Brazil’s Recession Deepens,” Wall Street Journal, 6/1/2016 



growth and allow companies to finance investment into plant and equipment and consumers to finance 
purchases which boosts overall consumption. On the bad side, low interest rates give companies an 
opportunity for poor capital management decisions by taking on debt to finance dividend payments and 
share buybacks. These accounting tricks may help to boost shareholder return, but they do nothing to 
serve the greater purpose of a low interest rate environment – which is to boost economic output and 
growth. While this is not universally true (residential fixed investment is an example of real property 
being built and true economic expansion), there clearly are some companies which are taking advantage 
of the lower interest rate environment by leveraging up their balance sheets. We believe using active 
managers who can evaluate management’s capital discipline may help to reduce the future risk of 
stretched balance sheets. 
 
As Yellen indicated, the balance of economic news remains positive and expectations are for GDP and 
earnings growth to accelerate through the remainder of the year. However, there are risks to be aware 
of including the possibility of the U.K.’s exit from the European Monetary Union, deterioration in the 
growth outlook for China, and further polarization and uncertainty generated by the U.S. presidential 
election cycle. We believe the most effective strategy to deal with uncertainty is to have a financial plan 
in place and to periodically review the plan to determine if you are on track to meet your financial goals 
or if changes are needed. If recent market events have you concerned, we suggest speaking with your 
HD Vest Advisor.  
 
 
  
Asset allocation and diversification do not assure or guarantee better performance and cannot eliminate the risk 
of investment losses. Your individual allocation may be different than the HDVAS sample strategic model due to 
your unique individual circumstances.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Disclosures: 
 
Unless footnoted and disclosed otherwise, all economic data throughout report sourced from FactSet.  

All performance data throughout report – © 2016 Morningstar, Inc. All Rights Reserved. The information contained herein: (1) 
is proprietary to Morningstar and/or its content providers; (2) may not be copied or distributed; and (3) is not warranted to be 
accurate, complete or timely. Neither Morningstar not its content providers are responsible for any damages or losses arising 
from any use of this information. Past performance is no guarantee of future results. 

Large domestic companies measured by the S&P 500, which is an index of 500 major U.S. large cap corporation.  

Small domestic companies measured by the Russell 2000 Index which measures the performance of small-cap segment of the 
U.S. equity universe. Small domestic companies also measured by the S&P Small Cap 600 index.  
 
Neither MSCI nor any other party involved in or related to compiling, computing or creating the MSCI data makes any express 
or implied warranties or representations with respect to such data (or the results to be obtained by the use thereof), and all 
such parties hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness for a 
particular purpose with respect to any of such data. Without limiting any of the foregoing, in no event shall MSCI, any of its 
affiliates or any third party involved in or related to compiling, computing or creating the data have any liability for any direct, 
indirect, special, punitive, consequential or any other damages (including lost profits) even if notified of the possibility of such 
damages. No further distribution or dissemination of the MSCI data is permitted without MSCI’s express written consent. 
Neither MSCI nor any other party involved in or related to compiling, computing or creating the MSCI data recommends, 
endorses, approves or otherwise expresses any opinion regarding any issuer, securities, financial products or instruments or 
trading strategies and none of the data is intended to constitute investment advice or a recommendation to make (or refrain 
from making) any kind of investment decision and may not be relied on as such.  
 
International developed companies measured by the MSCI EAFE Index, which is an unmanaged market capitalization-weighted 
index of equity securities of companies domiciled in various countries. The Index is designed to represent the performance of 
developed stock markets outside the United States and Canada and excludes certain market segments unavailable to U.S. based 
investors. 
 
The Euro Stoxx index measures the performance of a subset of 12 Eurozone countries within the Stoxx Europe 600 index.  
 
Emerging market companies measured by the MSCI Emerging Markets Index, which is a free float-adjusted market 
capitalization index that is designed to measure equity market performance of emerging markets. 
 
Short-term taxable bonds measured by the Barclays U.S. 1-3 Year Aggregate, which is a subset of the Barclays U.S. Aggregate 
index, representing securities with 1 to 3 years remaining until maturity.  
 
Intermediate-term bonds measured by the Barclays U.S. Aggregate Bond index, which measures the performance of 
investment-grade bonds in the U.S. fixed-income universe. It includes U.S Treasury issues, agency issues, corporate bond issues 
and mortgage-backed issues. It is unmanaged, includes reinvestment of dividends, does not reflect the impact of transaction, 
manager or performance fees and is unavailable for investment.  
 
High-yield bonds measured by the Barclays US Corporate High Yield Index, which tracks the performance of domestic non-
investment grade corporate bonds.  

 
International government bonds measured by the Citi World Government Bond Index (WGBI), which measures the 
performance of 23 government bonds markets including Australia, Austria, Belgium, Canada, Denmark, Finland, France, 
Germany, Ireland, Italy, Japan, Malaysia, Mexico, the Netherlands, Norway, Poland, Portugal, Singapore, Spain, Switzerland, 
Sweden, the United Kingdom and the U.S.  
 
Short-term municipals measured by the Barclays Municipal 1-3 Yr index, which measures the performance of investment-grade 
municipal securities with 1 to 3 years remaining until maturity.  
 
Intermediate term municipals measured by the Barclays Municipal Intermediate 5-10 Year index, which measures the 
performance of investment grade municipal securities with 5 to 10 years remaining until maturity.  
 



High-yield municipals measured by the Barclays High Yield Municipal index, which measures the performance of below 
investment-grade municipal securities with at least 1 year remaining until maturity.  
 
Commodities measured by the Bloomberg Commodity index, which is comprised of future contracts on physical commodities 
which trade here in the U.S. and certain foreign markets. It measures the performance of investment in a broad basket of 
commodity futures contracts. 
 
Real estate measured by the Dow Jones Global Select REIT index, which represents equity real estate investment trusts (REITs) 
and REIT like securities traded globally.  
 
Manufacturing economy strength measured by the Institute for Supply Management Manufacturing Index. A measure above 50 
indicates expansion while a measure below 50 indicates contraction.  
 
Service economy strength measured by the Institute for Supply Management Non-Manufacturing Index. A measure above 50 
indicates expansion while a measure below 50 indicates contraction.  
 
Monthly jobs report measured by the Bureau of Labor Statistics’ US Employees on Non-Farm Payrolls Month over Month net 
change.  
 
National unemployment rate measured by Bureau of Labor Statistics.  
 
Annualized Quarterly GDP Growth measured by Bureau of Economic Analysis and is released as preliminary (1st estimate), 
revised (2nd estimate) and final over the course of a quarter.  
 
Personal Consumption growth measured by the Bureau of Economic Analysis and represents final market value of all goods and 
services produced in the U.S.  
 
Annual Inflation Rate measured by the Bureau of Labor Statistics Consumer Price Index (CPI). Value reflects year over year 
change in the CPI ex-Food and Energy index.  
 
An investment cannot be made directly into an index.  
 
Investments are subject to market risks including the potential loss of principal invested.  
 
This report is not an offer to buy or sell or solicitation of an offer to buy or sell any securities mentioned or to follow a specific 
investment strategy. Consult your financial advisor for more information.  
 
Asset allocation and diversification do not assure or guarantee better performance and cannot eliminate the risk of investment 
losses. Your individual allocation may be different than the HDVAS sample strategic model due to your unique individual 
circumstances.  
 
The views and opinions presented in this update are those of Jaco Jordaan and not of HD Vest Financial Services® or its 
subsidiaries.  
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