
August was a very quiet month for the stock market. The price range for the S&P 500 in August was 2.15%, which, compared 
to June (5.03%) and July (6.47%), was less than half of what the range was for those months. We expect the markets to perk up 

after Labor Day when most of Wall Street will be back in the office and geared up for the final quarter of the year. Although the 
market has been in a tight range over the 

last month, we still saw new all-time highs 
on the S&P 500. This is positive from a 

technical perspective when looking at the 
bigger picture, but we still are not hitting 
on all fronts. Dow Jones Transportation 

Average (DJTA) is well off all-time highs 
(18%) and small caps have yet to confirm 

and make all-time highs (but are very 
close). We think small caps will confirm 

before the end of the year, but DJTA really 
needs to make up some ground for us Dow 

Theorists, who believe indices must 
confirm each other.  

Even with the markets not moving much, 

there is plenty of news and economic 

numbers to digest. Overseas, the Bank of 

England (BOE) cut the interest rate target to 0.25% and expanded bond purchases as they saw increased risk to their economy 

post-Brexit. We’re still in the early phases of Brexit and continue to watch economic data points and political posturing as 

Europe works through Brexit and a fragile (compared to the US) economy.  

The US economy is heading in the right direction and, in our opinion, is still the best in the world. Led by motor vehicle sales, 

consumer spending is strong and July numbers (reported in August) confirmed that. Consumers are a major factor in the US 

economy and we expect these trends in consumer spending to continue due to the strengthening employment conditions. 

Unemployment remained below the 5% level, coming in at 4.9% even with an uptick in the participation rate (increased 0.1% 

from the previous reading). We also saw average hourly earnings increase 0.3% month-over-month. We believe these strong 

trends will persist for the rest of the year and be the backbone of economic growth for the US moving into 2017. 

 C o m m e n t a r y  

(cont. on reverse) 

S&P 500 2,170.95 

DJIA 18,400.88 

NASDAQ 5,213.22 

Oil $44.70/barrel 

Gold $1,311.40/ounce 

10 Year Treasury Yield 1.57% 

Unemployment 4.9%  

GDP 1.1% in Q2 2016 

Consumer Price Index 

(CPI) 

+0.0% 

12 month change: +0.8% 

Core CPI 
+0.1% 

12 month change: +2.2% 

 

Gasoline Savings - Gas prices have dropped from $3.60/

gallon to below $2.00/gallon over the last two years. A 

driver that has a car that gets 25 MPG and drives 15,000 

miles would save around $960 over the course of a year. 

With over 200 million drivers in the US seeing extra 

money in there pocket, we are starting to see the benefits 

 
Inflation - the lack in inflation numbers can be good for 

consumers and business as prices stay reasonably the 

same. But, the lack of inflation can lead to disinflation or 

deflation which is far more scary than inflation. This is a 

major issue for the Fed when thinking of raising rates 

 

Currency Wars - counties around the world are cutting 

interest rates and we are starting to see signs of a currency 

war. Countries would prefer a weaker currency when 

looking to stimulate their economies by boosting exports. 

Lower interest rates tends to cause a country’s currency to 

fall in value. 
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Index 3 Mo 1 Yr 3 Yr 5 Yr 

S&P 500 4.10 12.55 12.30 14.69 

MSCI EAFE 1.68 0.38 2.93 5.48 

BarCap Agg Bond 2.32 5.97 4.37 3.24 

     Data as of 8/31/2016.  Investments cannot be made directly into an index.  

 

Looking forward, the major question on everyone’s mind is when the Federal Open Market Committee (FOMC) will 

increase the target interest rate. Currently the target range is 0.25% to 0.50%, where it has been since the last rate hike in 
December 2015. There are three remaining FOMC meetings this year and all could be in play for a rate increase, but with an 

election around the corner, we project December to be the most likely time for an increase. Again, the employment situation 
is looking very good so the concerns the FOMC has are inflation (or lack of inflation) and global risk. The Fed’s target is 

2.0% inflation and it looks at this on its favorite inflation indicator, Personal Consumption Expenditures (PCE). The latest 
PCE report showed year-over-year numbers of 0.9% for headline and 1.6% for core. The only inflation reading above 2.0% 
is core Consumer Price Index (CPI) which was 2.2% for July (reported in August). The Fed is walking a fine line as they 

don’t want to be too early or too late on rate hikes. 

Our team is keeping an eye on multiple technical indicators while also being mindful of rebalancing at opportune times. Our 
outlook remains bullish on equities for the long term and we believe that improving economic conditions will persist in the 

future. Opportunities should present themselves at some point for strong foreign markets as Quantitative Easing should 
improve companies’ balance sheets and, in turn, help stock returns. The uncertainty of Brexit could push this opportunity 

out further as we expect some slow down in Europe and the UK. The equities in our portfolios remain diversified based on 
our strategic modeling, and we expect active management in our funds to start outperforming passive investments as the 

“rising tides lift all boats” market slows down and stock pickers become more important. Movements in treasury yields are 
being watched closely and our fixed income positions continue to be tactically underweight to government bonds and 

overweight to corporate, high yield, floating rate, and global bonds. 

 

 

(cont.) 
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Securities and advisory services offered through Cetera Advisor Networks LLC, Member FINRA/SIPC. Cetera is under separate ownership from any other 
named entity.  

 

This document is created by Portfolio Partners. Portfolio Partners provides investment research, portfolio and model management, and investment advice 
to investment advisor representatives.  

Consider the investment objectives, risks, charges and expenses carefully. This is not an offer to buy or sell any financial instruments  and should not be 

relied upon as the sole factor in an investment-making decision. Opinions expressed are not intended as specific investment advice or to predict future 

performance.   This information is not intended as investment or tax advice. Investors should consult a financial planner and tax advisor.   


