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 Market Update 

Volatility spiked to levels 

not seen since 2009 and 

equities erased year-to- 

date gains, following the 

first market correction 

(loss over 10%) for stocks 

since 2011. 

 

After trading in a narrow range through much of the quarter, equities 

experienced their first correction (loss greater than 10%) since 2011 as market 

sentiment quickly changed in mid-August amidst the highest level of volatility 

seen since 2009. The abrupt decline in stock prices was sparked by the largest 

depreciation in the Chinese yuan in two decades which added to already-existing 

concerns over an economic slowdown in China. At the same time, investors grew 

concerned about the rate of economic growth in the US when the Federal 

Reserve decided not to raise interest rates here at home.  In addition to growth 

concerns, industry specific news hurt the auto and biotechnology sectors and 

markets, and industries tied to commodities faced headwinds from a decline in 

natural resource prices. As we enter the third quarter earnings season, analysts 

expect profits to decline for the second straight quarter, reflecting the impact of a 

strong U.S. dollar and lower energy prices. 

Global equities, as measured by the MSCI ACWI IMI, fell 9.6% for the quarter, 

taking the index into negative territory for the year-to-date period(-6.8%). 

Emerging markets were the hardest hit, declining 17.9%, as they struggled with 

weakening demand from China, lower commodity prices and the prospect of 

higher U.S. interest rates. Within developed markets, those economies most 

dependent on Chinese demand had the largest stock markets drawdowns; Japan 

(-11.8%) was the worst performer, followed by European stocks (-8.7%), while 

U.S. equities (-6.4%) kept investors the most insulated from losses. Looking across 

sectors, the sharp drop in commodities led the energy and materials industries to 

have the steepest drawdowns, while the consumer, information technology and 

utility sectors experienced less severe declines than the market. In examining 
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returns by investment style, high quality, growth stocks had the best relative 

performance, in our view.  

Bond prices increased and yields fell during the quarter as investors moved away 

from risk assets to the relative safety of US fixed income instruments. Over the 

quarter, the 10-year U.S. treasury yield fell 30 basis points to 2.06%, driving a 

1.2% gain in the Barclays Aggregate Index. US Treasury prices were inflated by 

investors’ demand for safety, a lower projected path for interest rates and a five-

year trough in inflation expectations. While yields on high quality debt declined, 

the drop in commodity prices and risk-off environment led investors to pull assets 

from non-investment grade credits, causing spreads to rise to their highest levels 

since 2012. Meanwhile, expectations for a rate hike in the U.S, weakness in China, 

and once again, the decline in natural resource prices, caused declines in 

emerging market debt and currencies and sparked significant capital outflows.  

The U.S. economy grew 3.9% in the second quarter, following a 0.6% expansion in 

the first three months of the year. Personal expenditures have been the main 

driver of growth as consumer spending rose 3.6% last quarter and vehicle sales 

hit a 10-year high. Spending has been supported by all-time highs in real 

disposable incomes and the lowest unemployment rate (5.1%) since 2008. 

Outside of consumer related measures, residential housing has been additive to 

GDP each quarter this year as sales, prices, and starts continue to trend higher 

and service sector surveys are indicating strong growth. While the bulk of the 

economy is expanding at a healthy pace, activity in manufacturing, which 

represents around 12% of GDP, has slowed significantly, due to weakening global 

demand and the stronger dollar.  

Contrary to expectations a few months ago, the Federal Reserve declined to raise 

interest rates during its September meeting. In making this decision, the Fed cited 

“developments abroad” and stated they would like additional time to evaluate 

the impacts of increased volatility. While the central bank has reached their 

objective of full employment, inflation remains well below their target of 2%. 

Since their September meeting, market participants are placing less than a 50% 

probability that rates will be hiked this year. Outside the U.S., 40 central banks 

have cut rates this year, and the European Central Bank and Bank of Japan are in 

the middle of aggressive programs of monetary stimulus, which may be 

accelerated before year-end.  
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Since quarter-end, the prospect of more aggressive monetary policy easing 

outside the U.S. and expectations that the U.S. central bank won’t increase rates 

until 2016 have sparked equity markets to rally to just short of their intra-year 

high. As we move forward, we believe markets will continue to be focused on 

economic data in order to gauge the slowdown in Chinese growth and the timing 

of a rate hike by the Federal Reserve. While emerging market economies continue 

to slow and financial conditions have tightened, developed countries have only 

modest economic linkages to developing markets and should continue to grow at 

a modest pace as they benefit from lower energy prices, in our view. We believe, 

this slow growth backdrop, and accommodative global central bank policy, should 

support equity markets over the intermediate term; however, as we enter the 

later innings of the U.S. economic cycle, bouts of market volatility are likely to be 

more frequent and stock returns should become more dependent on stock 

specific earnings results, rather than the broad-based multiple expansion seen in 

recent years. 

Disclosures & Definitions 

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.  

 

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.  

 


