
 

 

Market Update: October 2016 

 
October was a difficult month for investors, as both stocks and bonds declined by 
approximately two full percentage points. Rising inflation, along with the anticipation 
of a year-end rate hike by the Federal Reserve, sent U.S. bond yields higher. The ten-
year U.S. Treasury ended the month yielding 1.834%, up from 1.605% at the end of 
September. Foreign bonds, in particular, were hit hard by rising rates and a 
strengthening dollar. (Note that bond prices decline as yields rise.)   

The Commerce Department reported U.S. GDP expanded by 2.9% during the third 
quarter … the strongest quarterly rate in two years. Once again, consumer spending 
led the way. Business investment, however, continues to disappoint.  

     

Private investment drives innovation and productivity gains, 
which drive better-paying jobs and higher incomes. The lack of 
investment means that the third quarter probably signals a 
modest rebound more than liftoff to a higher growth plateau. 

Review and Outlook – WSJ 10/28/16 

  

The nonpartisan Congressional Budget Office projects GDP growth at or around 2% for 
the next 10 years. The U.S. economy has not advanced by 3% or more since 2005, and 
economic growth for 2016 will probably not top last year’s 2.6% growth rate.   

The Eurozone’s 19 members saw combined economic growth of 1.4% for the third 
quarter. Growth remains relatively weak and inflation subdued. On the other hand, 
even modest growth is a positive sign given the concerns over the U.K.’s June vote to 
exit the European Union. With high unemployment and weak business investment, the 
European Commission estimates only a 1% potential growth rate for the Eurozone. 
  

Low potential growth casts a shadow over the long-run 
economic prospects for the euro area, creating a negative 
feedback loop. Because low potential growth dampens 
expectations of future income, it curbs consumption and 
investment today, which further lowers rates of potential 
growth tomorrow. This can lead to a permanent destruction of 
productive capacity, including jobs. 

Peter Praet, ECB Chief Economist – WSJ 10/31/16 

     



Fiscal spending and easy money policies enable China’s economy 
to consistently achieve growth targets. Money supply has quadrupled since 2007, 
creating asset bubbles as boatloads of money chase fewer investment 
opportunities. The biggest apparent bubble is in the housing sector, with Shenzhen 
apartment prices rising 47.5% last year alone.  

 
The zooming prices and frenetic trading are alarming to 
economists and Chinese leaders, who worry the volatility could 
mean China’s credit expansion has gone too far and is 
producing hazardous economic side effects. 

John Lyons/Shen Hong – WSJ 11/1/16 
  
  

According to Goldman Sachs, China’s total debt is expected to reach 260% of GDP this 
year, up from 154% in 2008. The Bank for International Settlements estimates China’s 
debt to GDP ratio has widened about three times as much as the U.S. experienced 
before the 2008 financial crisis. 
  

 
  

Accommodative monetary policy has taken us to unchartered territory. This “race to 
the bottom” for global interest rates has helped borrowers and asset values (stocks, 
real estate), but savers (CD’s, money markets) have been severely hurt.  
 
In a perfect world, monetary policy will “normalize” gradually, and inflation targets 
will be reached. Still, investors need to anticipate volatility along with more modest 
returns on invested capital. 

  

Current policy has essentially been borrowing returns from the 
future. In the absence of a substantial upside surprise to 
nominal growth, we struggle to see a scenario in which the 
“piper is not paid”, which means future returns in many asset 
markets will suffer. 

Investment Insights, J.P. Morgan Asset Management – 10/31/16 

  

The markets remain focused on 3 things: corporate earnings, the U.S. election, and 
the Federal Reserve. Slumping corporate profits should be helped by higher GDP 
growth, while the Federal Reserve has practically promised a December (quarter-
point) rate hike. The markets had apparently settled in on a Clinton victory, but the 
race is tightening as we get closer to the finish line. Either way, we will all be happy 
when it’s over. 



Stay patient, remain diversified, and always be humble with regard to the 
markets. We’ll get through this election cycle. Let’s hope that we end up with (at 
least some) tax reform and regulatory relief. Let’s also hope that we come up with a 
bipartisan approach to tackling our longer-term fiscal problems … problems that are 
all but ignored today, but are not sustainable for the next generation.  

Have a happy and healthy Thanksgiving holiday! 
  

Daniel G. Corrigan, CPA/PFS, CFP® 

  

 


