Stocks Close Mixed on GDP Disappointment
Weekly Update – August 1, 2016
Stocks broke their four-week winning streak, closing mixed after the release of a surprisingly low
estimate of second-quarter economic growth. For the week, the S&P 500 lost 0.07%, the Dow fell
0.75%, the NASDAQ grew 1.22%, and the MSCI EAFE added 2.36%.i
The preliminary estimate of Q2 Gross Domestic Product (GDP) growth showed that the economy
grew a paltry 1.2% last quarter versus the 2.6% growth expected.ii Investors were understandably
disappointed as they had hoped for a resurgence after a slow first quarter. Professional economists
were also surprised. The New York Fed had forecasted GDP growth of 2.1% and the Atlanta Fed had
predicted 2.3% growth.iii Why the surprise?
Digging deeper into the data, we find that the disappointment came from an unexpected fall in
business inventories. On the positive side, the drop may boost future economic growth as businesses
rebuild their stockpiles. Consumer spending was strong, growing 4.2% over the previous 12 months,
and accounting for nearly all the GDP growth we saw.iv
So, though the headline number was a letdown, the underlying trends in consumer spending, labor
market growth, and higher savings rates could set up a banner third and fourth quarter.
During last week’s Federal Open Market Committee meeting, the Federal Reserve’s monetary policy
makers voted to hold rates steady, surprising no one. Citing recent economic data, the central bank
said that “near-term risks to the economic outlook have diminished,” setting the stage for the next rate
hike.v
Will rates increase in September? December? Or will the Fed wait until 2017? We don’t know. Wall
Street bets on future rate hikes suggest that most traders don’t think the Fed will move until
December if they don’t wait until 2017.vi
On the positive side, the Fed seems confident enough in economic growth to cut back on stimulus.
On the negative side, speculation around the timing of future rate hikes will continue to be a major
market theme this year and may stoke additional volatility.
This week, investors will be watching Friday’s July labor market release and digesting more corporate
earnings reports. We’ll keep you informed.

ECONOMIC CALENDAR:
Monday: PMI Manufacturing Index, ISM Manufacturing Index, Construction Spending
Tuesday: Motor Vehicle Sales, Personal Income and Outlays
Wednesday: ADP Employment Report, ISM Non-Manufacturing Index, EIA Petroleum Status Report
Thursday: Jobless Claims, Factory Orders
Friday: Employment Situation, International Trade
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HEADLINES:
Weekly jobless claims rise. The number of Americans filing claims for new unemployment benefits
rose by 14,000, but the underlying trend still shows strength in the labor market.vii
Consumer sentiment drops in July. A measure of how consumers feel about the U.S. economy
slipped as worries about the Brexit and the presidential election weighed on Americans. viii
June new home sales surge. Sales of new single-family homes rose to the highest levels in nearly
8-1/2 years. Sales were up 25.4% over June 2015, indicating that the housing market may be gaining
momentum.ix
Durable goods plunge in June. Orders for long-lasting manufactured goods dropped, indicating
weak overseas demand is affecting U.S. factories. Economists had predicted a 1.4% decline over
June, but orders for goods like aircraft, appliances, and machinery actually fell 4.0%.x

“Eighty percent of success is showing up.”
–Woody Allen
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