
 

 

Quarterly Update                              October 1, 2016 
 

Heading into US Presidential Election  

Markets are Near All-Time Highs 
 

Market Update 
 

Despite some rather significant setbacks that have raised concerns of a full-blown correction, the markets are 

ending this quarter at or near all-time highs.  It is a sign, I believe, of a remarkably resilient market 

environment.  This year alone the market has bounced back from: 

 

 An 8.7% decline in January/February that was a result of concerns over a global economic slowdown, 

led by China.  By mid-March, when these concerns eased, the market had recovered. 

 5% decline in late June when the UK surprised the world by voting to leave the European Union, 

causing a “Brexit” panic in markets.  By mid-July, the markets had recovered after deducing the likely 

ramifications of the exit would be minor and in the distant future. 

 Finally, a 3% decline this past month due to uncertainty surrounding the upcoming election and the 

Federal Reserve’s decision regarding short-term interest rates.  Again, the markets have bounced back. 

 

This resilient market is advancing despite very negative sentiment among investors.  For example, the American 

Association of Individual Investors (AAII) has been surveying investors since 1987 and currently they find that 

only 24.8% of investors are “bullish” or think that the markets will be up over the next six months.  Professional 

strategists and commentators are also very cautious or outright negative on the market now. 

 

This lack of enthusiasm for market conditions can actually be a contrarian indicator.  In other words, it bodes 

well, in my opinion, for markets doing well over the next six months, bucking the current negative sentiment.  

Either way, here are the market returns for stocks and bonds so far this year. 

 

2016 YTD Market Returns (thru 9/30/16) 
Index % 

Dow Jones (DJIA) 7.2% 

S&P 500 7.8% 

Small company (Russell 2000) 11.5% 

International (MSCI EAFE) 2.2% 

Bonds (Barclay Aggregate) 5.8% 

Source: Bloomberg Financial, 9/30/16   
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Economic Conditions 
 

It was recently reported that the US economy (GDP) grew by 1.4% during the second quarter. This growth rate 

is consistent with the slow and steady progress the economy has made since the end of the Great Recession in 

2009. Although it is common to refer to the economy as being in a “recovery” mode from the recession, 

technically this is incorrect. The economy fully recovered from the recession in 2011 and since that time has 

been in an expansion. 

 

 
 

The Leading Index, which attempts to forecast the direction of the economy over the next 6 months, continues 

to suggest continued growth. Notice how the index has shown significant deterioration in the months prior to 

past recessions and how steady it remains today. 

 

 

The economy grew 

at a 1.4% pace in Q2 

Outlook is stable. 

No sign of an 

eminent 

recession. 
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The labor market has largely recovered from the Great Recession with the latest announcement from the Labor 

Department reflecting a 4.9% unemployment rate. For several years now the economy has been adding an 

average of approximately 200,000 new jobs each month. Although many have opined as to the “quality” of the 

jobs being created, it is hard to argue that the “quantity” has been inadequate. 

 

 
 

 
 

Education continues to be the differentiator for jobs. It definitley “pays” to get educated! The Bureau of Labor 

Statistics compiled the following data. 

 

Education Attained Unemployment Rate Median Weekly Earnings 

Less than a high school diploma 8.0% $493 

High School Diploma 5.4% $678 

College Degree 2.8% $1,137 

Professional Degree 1.5% $1,730 

Current Unemployment 

rate of 4.9% is considered 

by many economists as 

“full employment.” 

Jobs lost in the Great 

Recession were regained in 

2014.  Since then, an additional 

5 million jobs have been 

created. 
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Inflation continues to be quite tame. This is partly due to generally low energy prices and partly due to the 

sluggish overall economic environemt. Either way, with inflation this low, it is hard to see that the Federal 

Reserve will be in a hurry to raise short term interest rates. In fact, until inflation consistently comes in above 

2%, I believe we will continue to live in a low interest rate world. This is good news if you are a “borrower” but 

perhaps not so good news if you are a “saver”. Ultra low interest rates also have the propensity to encourage 

investors to move money from safe havens into more risky assets such as stocks. 

 

 
 

Bottom line?  Economic fundamentals in the US continue to look steady and stable, if not robust. Leading 

indicators are not giving any signals suggesting a recession is on the horizon. Continued strength in the labor 

market may well lead to further economic gains in 2017 and beyond. 

 

Low interest rates continue to stimulate spending in automobiles and housing and until inflation picks up 

considerably, rates are not likely to change much. 

 

Although we remain ever vigilant for storm clouds, for now we are cautiously optimistic for the remainder of 

2016 and into the New Year. 

 

Best, 

 

 
Jonathan Lokken, CIMA® 

Managing Principal 

 
The material shown is for informational purposes only.  Past performance is not indicative of future performance, and all investments are subject to the risk of loss.  

Forward-looking statements are subject to numerous assumptions, risks, and uncertainties and actual results may differ materially from those anticipated in forward-
looking statements.  As a practical matter, no entity is able to accurately and consistently predict future market activities.  While efforts are made to ensure information 

contained herein is accurate, Lokken Investment Group, LLC cannot guarantee the accuracy of all such information presented.  Material contained in this publication 

should not be construed as accounting, legal, or tax advice.  This message is intended to be educational in nature, and does not represent tax or legal advice.  Lokken 
Investment Group, LLC is neither an accounting firm nor a law firm, and we encourage the reader to consult a tax or legal expert for specific tax or legal advice.  The 

information provided is derived from sources deemed to be reliable, but we are unable to guarantee its reliability.  For more information about Lokken Investment 

Group, LLC and services provided, please contact us at info@lokkeninvest.com, or 302-645-6650. 

Currently, inflation is 

at 1.1% per year, well 

below the 2% Fed 

threshold 


