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 Market Update 

Signs of resiliency in the 

global economy 

following Brexit led to 

healthy returns for 

growth sensitive assets, 

rewarding diversified 

investors. 

 

 
Equities generated mid-single digit gains, coming mostly in July as stocks traded 
with historically low levels of volatility over the remainder of the quarter. U.S. 
markets hit record highs, yet lagged the returns generated by their international 
counterparts. In fixed income, high yield and emerging market bonds were the 
best performers, benefitting from stabilization in commodity prices. Meanwhile, 
U.S. investment grade bonds finished with slight gains, despite the 10-year U.S. 
treasury yield finishing 11 basis points higher for the period, after hitting an all-
time low of 1.37% on July 8th. The economy grew 1.4%, driven by strong 
consumer spending. Hiring remained steady and wages showed signs of 
improvement. This economic backdrop led to expectations that the Federal 
Reserve is likely to raise rates by year-end.  
 

 
Data above is provided as supplemental information only and not indicative of Orion’s performance. Past Performance is no 
indication of future results. You cannot invest directly in an index. For index definitions, please see the end of this commentary.  

 

 
 

Index Returns as of 9/30/2016

Asset Class Index Q3 YTD 1-Year 3-Year 5-Year 10-Year

Domestic Stocks Russell 3000 4.40 8.18 14.96 10.44 16.36 7.37

International Stocks MSCI EAFE 6.43 1.73 6.52 0.48 7.39 1.82

Emerging Market Stocks MSCI Emerging Markets 9.03 16.02 16.78 -0.56 3.03 3.94

Commodities Bloomberg Commodity -3.86 8.87 -2.58 -12.34 -9.37 -5.33

U.S. Bonds Barclays US Aggregate 0.46 5.79 5.19 4.03 3.08 4.79

International Bonds Unhedged Barclays Global Aggregate x U.S. Unhedged 1.03 13.10 11.67 0.75 0.70 3.82

International Bonds Hedged Barclays Global Aggregate x U.S. Hedged 0.53 6.89 7.53 5.78 5.04 4.68

High Yield Bond Barclays High Yield Index 5.56 15.12 12.73 5.28 8.33 7.71

Annualized
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U.S. GDP advanced 1.4%, remaining below 1.5% for the third straight quarter. Similar to recent 
quarters, growth was driven by consumer spending, which advanced at its fastest pace since late 2014. 
Declines in inventories and business investment detracted from growth, yet may show improvement 
looking forward as ISM’s survey of the manufacturing sector showed expansion for the first time in 
three months. Nonfarm payroll gains averaged 192,000, slightly lower than last year’s pace of hiring. A 
healthy labor market is benefitting consumers as the Atlanta Fed’s wage growth tracker rose 3.6%, its 
best rate since 2009, and median household incomes saw their largest year-over-year increase in the 
48 year history of the data. CPI and core (excluding food and energy) CPI came in 1.5% and 2.2% higher 
than a year ago, respectively. In the coming months, if oil prices remain at their current levels, CPI will 
surpass the Federal Reserve’s inflation target of 2% for the first time since 2013.  
 
A swift policy response from the Bank of England, coupled with solid readings from economic data, led 
global stocks to recover losses suffered following Brexit and finish with mid-single digit returns. The 
bulk of the quarter’s gain came in July as over the last two months of the quarter, equities grinded 
higher with historically low levels of volatility. U.S. stocks reached record highs despite the fifth 
consecutive quarterly contraction in earnings. International stocks outperformed domestic equities, 
with the best returns coming from emerging markets, which are now up 16% year-to-date. Contrary to 
the trend seen over the first half of the year, sectors with high dividend yields (REITs, Utilities, 
Telecomm) lagged the broad market, while the technology sector and cyclical businesses were the best 
performers. Small capitalization companies continued their recent outperformance over their larger 
counterparts.  
 
Returns were positive across fixed income sectors. The 10-year U.S. Treasury hit a historically low yield 
of 1.37% on July 8th, yet recovered to finish at 1.60%, 11 basis points higher than where it began the 
quarter. The Barclays Aggregate overcame the slight move higher in rates to finish with a return of 
0.46%, driven by gains in corporate credit. Lower rated sectors of the fixed income market, such as 
high yield and emerging market debt, outperformed domestic investment grade bonds, benefitting 
from higher oil prices and steady economic growth. In an interesting development, three-month LIBOR 
has risen 53 basis points from a year ago to 0.85% at quarter-end as money market reforms have 
driven assets from prime to government money market funds.  
 
The U.S. central bank left interest rates unchanged, yet Federal Reserve Chair, Janet Yellen, stated, 
“the case for an increase in the Federal Funds rate has strengthened in recent months,” leading to 
investors to believe that the  Federal Reserve is likely to raise rates in December for the first time since 
the year prior.  While expectations are for another rate hike in the coming months, the committee 
projected a shallower path of rate increases and lowered their growth forecasts. Outside the U.S., the 
European Central Bank left policy unchanged, the Bank of England cut rates, and the Bank of Japan 
stated it intends to maintain the 10-year treasury yield around zero in an effort to steepen its yield 
curve. In a sign that policy makers appear to be realizing that monetary policy is becoming increasingly 
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ineffective, Canada and Japan announced fiscal stimulus plans, while similar measures are receiving 
mention in the U.S. and UK.  
 
The UK economy showed no signs of deterioration following Brexit. Prime Minister, Theresa May, 
made comments that she intends to initiate the two-year break-up process with the E.U. by next 
March, and stated that she will favor controlling immigration over maintaining access the E.U. single 
market. Over the intermediate term, the uncertain business environment in the U.K. is likely to lead to 
reduced corporate investment, while a depressed British pound, which has fallen nearly 20% since 
Brexit, has the potential to lead to high inflation. In the coming year, politics in Europe will likely 
continue to influence markets as Italy will hold a referendum on constitutional reform by year-end, and 
elections in France, Germany and the Netherlands in 2017 will prominently feature politicians that 
oppose membership in the Eurozone. 
 
The U.S. election on November 8th is quickly approaching. We view the outcome that provides the 
greatest degree of policy certainty as the best result for markets. Current polls show that Hillary 
Clinton is currently the front-runner to win the election. Meanwhile, in Congress, the House of 
Representatives is likely to remain in Republican control, while the Senate could go to either party. A 
Clinton presidency, coupled with a divided or Republican Congress, would likely limit drastic changes in 
legislation, and subsequently, be a positive result for markets. While a continuation of political gridlock 
is the most likely election outcome, there appears to be growing bi-partisan support for infrastructure 
spending financed by corporate tax reform, which could be stimulative for economic growth. 
Regardless of the outcome of the election, we expect the attention of investors to quickly return to 
monetary policy and the global economy. 
 
Disclosures & Definitions 
 

Opinions expressed are as of the date published and are subject to change.  

 

1. In a rising rate environment, the value of fixed-income securities generally declines. 

2. Investments in international and emerging markets securities include exposures to risks such as currency fluctuations, 

foreign taxes and regulations, and the potential for illiquid markets and political instability.  

3. Any commodity purchase represents a transaction in a non-income-producing asset and is highly speculative. 

Therefore, commodities should not represent a significant portion of an individual’s portfolio.  

4. Individual investors cannot directly purchase an index.  

 

Russell 3000 Index - A market capitalization weighted equity index maintained by the Russell Investment Group that seeks 

to be a benchmark of the entire U.S. stock market. More specifically, this index encompasses the 3,000 largest U.S.-traded 

stocks, in which the underlying companies are all Incorporated in the U.S. 

 
MSCI EAFE - The MSCI EAFE Index is an equity index which captures large and mid cap representation across Developed 
Markets countries* around the world, excluding the US and Canada. With 928 constituents, the index covers approximately 
85% of the free float-adjusted market capitalization in each country. 
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MSCI Emerging Markets - The MSCI Emerging Markets Index captures large and mid cap representation across 23 Emerging 
Markets (EM) countries*. With 837 constituents, the index covers approximately 85% of the free float-adjusted market 
capitalization in each country. 
 
Dow Jones-UBS Commodity Index - The goal of the Dow Jones-UBS Commodity Index is to provide a diversified 
representation of the commodity markets. The index components consist of exchange traded futures on physical 
commodities, and currently represents 20 commodities individually weighted to account for each markets economic 
significance and market liquidity. 
 
Barclays Global Aggregate ex-U.S. Index - The index is designed to measure the universe of global non-U.S. dollar-
denominated government, government agency, corporate, and securitized investment-grade fixed-income investments. 
 
Barclays Global Aggregate ex-U.S. Index (Hedged) - The index is designed to measure the universe of global non-U.S. 
dollar-denominated government, government agency, corporate, and securitized investment-grade fixed-income 
investments. Currency exposure is hedged by to the U.S. dollar.  
 
Barclays High Yield Index - The index is representative of the universe of fixed-rate, non-investment grade debt. 
 
Barclays Capital Aggregate Bond Index - Comprised of approximately 6,000 publicly traded bonds with an approximate 

average maturity of 10 years.  

 

MSCI ACWI IMI - The MSCI ACWI Investable Market Index (IMI) captures large, mid, and small cap representation across 23 

Developed Markets and 23 Emerging Markets. With 8,588 constituents, the index is comprehensive, covering 

approximately 99% of the global equity investment opportunity set.  

 

 

 


