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August is historically one of the slowest market months of the

year, and this year it was no different. Asinvestors closedout o MJ 3 1YST g 117Y1r 35-Y6r fOYSF 10:’5 15?;
their summer vacations, the stock market stayed put. Within U2, (Lerme S 03 119 162 o5 143 76 91
the markets, growth beat value, large beat small, and emerging U:S: Lo s _1:2 4:8 11:6 6:7 13:2 6:0 8:7
markets beat all other asset classes at 2.2%. If you have been U.S. Large Growth 18 192 208 11.7 154 9.4 9.7
reading Market Perspectives over the last few months, you U.S. Small Cap 13 4.4 14.9 77 13.2 74 104
know that these leadership themes have persisted throughout Int'l Dev Stocks 00 17.0 17.6 28 85 16 7.3
2017. Emerging Markets 22 283 245 24 53 24 117
Two major events at the end of the month, the historic landfall Fixed Income

of Hurricane Harvey in the Gulf and North Korea's decision to MTD YTD 1-Yr 3-Yr 5-Yr 10-Yr 15-Yr

fire a missile over Japan, seemed to do little to scare the
markets. These two events represent very different risks. In
the case of Harvey, the economic damage on a local basis will

U.S. Inv Grade Bonds 0.9 BEG 0.5 2.6 2.2 4.4 4.4
U.S. Short-Term Bonds 0.8 1.8 0.9 1.5 iL.3) 2.8 B!

be tremendous. Our economic research partners believe thata UMIEmmE T nE] EEriE e R R
slow down in Houston will last a few months and will only have Cash 0.1 04 05 0.2 02 05 1.2
a small impact on U.S. GDP. Hurricanes tend to damage Other

certain sectors of the local economy while helping others. As

for North Korea, the looming threat of a full scale war against MTD  YTD  1-Yr 3-Yr 5-Yr 10-Yr 15-Yr
North Korea is a major risk for markets. Markets have largely Commodities 04 -2.7 3.0 -12.3 -10.1 -6.1 -0.1
shrugged off the threat, although recent price action shows a

clear concern as North Korea threatens the use of nuclear Quote of the Month

weapons.

"Trying to reason with Hurricane Season."
Bond markets have continued to perform well this year as .
interest rates have moved downward slightly, despite the Fed Jimmy Buffett
raising short-term rates twice. The yield curve flattened again

in August as investors seem less willing to bet that inflation will

raise its head. Historically speaking, it's not surprising to see The Great Unwind

the curve flatten during the Fed's interest rate tightening period;

but given the pending announcement that the Fed might begin In the coming days, investors will turn their attention to the announcement
to sell down its longer-dated bands on the balance sheet, we from the September meeting of the Federal Reserve. Since June, the Fed
would have expected rates to be higher than current levels. has increasingly discussed the prospect of beginning to "unwind its balance
Members of the Fed will be quite disappointed if future rate sheet" This topic is sure to lead to doomsday predictions and other

hikes and balance sheet reductions lead to lower long-term misinformation coming from the predictable talking heads. Here are our
interest rates and h|gher short-term rates. ‘though‘ts on the pending announcement:

September will prove to be a busy month in the markets as During the 2008 financial crisis, the Fed began a multi-year quantitative
traders and investors come back from their vacations. We will easing (QE) program in hopes of turning around the crisis.

receive a full dose of economic data, the Fed will meet and The pracess of QE included purchasing freasury bonds and securitized
provide an announcement, and hurricane season will be in fuIII mortgages over a series of years in an attempt to lower interest rates
swing. We've had a great run so farin 2017, and we wouldn't across the yield curve and to force investors into riskier securities.

be surprised to see a temporary pull back in coming weeks. The Fed bought trillions of dollars worth of bonds, injecting
unprecedented amounts of capital into the veins of the economy.

In the resulting "risk-on" environment, nearly all investible assets in the

The Federal Reserve balance sheet

L;ED s Erd of GEY; capital markets (stocks, bonds, real estate, etc.) increased in value.
Foapcs sl Iodichion searaiio} Taperingof l?ﬁi?’;"% » The Fed's balance sheet (amount of bonds it holds currently) totals
Trnn . RO about $4.5T today, and the Fed has been maintaining this level for
balance ($ trilion) (S trillion) Jun. 2014: years.
] Tressres 2005 S0 : « The pending announcement will lead to a multi-year process for
e S = shrinking the balance sheet through bond maturities and through
. - zmzé‘é’z‘iﬂﬁil actively selling bonds. .
(End of GEY; » Some will argue that this spells trouble for bonds and predict that
e 2oe sfammsz'rl interest rates rise dramatically. We doubt it.
RS » We expect the Fed to err on the side of caution and go extremely slowly.
=2 Further, if the Fed goes too fast we believe that riskier securities like
high yield bonds, stocks, and real estate would get hurt worse as
investors flee into U.S. Treasuries as a safe haven.
811 » Economic cycles are part of life. We are probably near the end of an

expansion. The Fed could very well have a hand in causing the next
downturn. Butwe don't see the upcoming news as a reason to panic.
When the next downtum occurs, we think its unlikely that high quality
bonds will be the asset class that experiences the greatest damage.
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Source: JPMorgan Asset Management
Note: MBS stands for Mortgage Backed Securities
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