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Contracting Profit Margins Pose Risks for Broader Economy

Economic Indicators Appear Resilient 

While improving PMI readings may indicate 

stronger business activity, declining corporate 

profits still represent a significant headwind to 

future GDP growth.  Profit margins remain a 

concern as a rising U.S. dollar, weak energy 

prices, and tightening labor market conditions -

alongside a drop in labor productivity - have all 

contributed to margin contraction. The stronger 

U.S. dollar has hurt exporters and large 

multinationals, while falling energy prices have 

wreaked havoc on the energy sector.  In the latter, 

capital expenditures have dropped significantly as 

rigs come offline. As margins narrow, 

corporations have a tendency to restrain business 

investment (i.e. capital expenditure and 

employment) which, in turn, dampens GDP 

growth. 

ISM PMI readings provide information about the 

economic health of the manufacturing and non-

manufacturing segments of the broader economy, 

playing a crucial role in the production decisions 

of firms across the country, and thus serving as a 

leading indicator of business activity. PMI 

readings above 50 indicate an economy in 

expansionary territory, with numbers under 50 

indicating slowing business activity. Despite a 

brief softening in the data following a period of 

strength through the summer, the September 

readings have come in above expectations. The 

Manufacturing PMI (blue line) for September was 

51.5%, up 2.1% from August, following a 3.2% 

decline into that month. The Services PMI (red 

line) saw an even bigger jump to 57.1%, up 5.7% 

from August. While this recent data may signal a 

more positive trend, it will remain crucial to 

watch future releases.
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Streaming Services Drive Growth in Music Industry

3rd Quarter Equity Markets in Review 

The 3rd quarter kicked off with a sharp rally in 

risk assets, which was somewhat unexpected on 

the heels of the Brexit decision at the end of the 

2nd quarter. These gains were maintained 

through the following two months, with 

exceptionally low levels of volatility helping to 

keep equities range-bound. Investors spent the 

majority of the summer confident that growth 

would remain slow but steady, with monetary 

policy remaining accommodative. While some of 

the gains were given back in September on rising 

uncertainty regarding central bank activity 

around the world, equities broadly performed 

well through the quarter. Emerging and 

Developed International Equity Markets 

outperformed the S&P 500, while Small Cap 

stocks outperformed Large Caps. In fixed income, 

High Yield outperformed Core bonds by a wide 

margin, led by energy names.  Commodities, 

beaten down by the strong U.S. dollar, went from 

the highest performing group in Q2 to the worst 

in Q3. 

After struggling to adjust to and monetize 

modern music consumption habits, the recording 

industry finally may have found its footing.  

From mid-2015 to mid-2016, the music business 

experienced revenue growth of 8.1%, thanks to 

the rise of streaming services like Spotify and 

Apple Music.  Over the same period, paid 

streaming subscriptions doubled to 18.2 million, 

boosting streaming revenue by nearly 112% and 

offsetting a 16% decline in CD sales and digital 

downloads.  Assuming this trend continues, 

2016 will mark the industry’s first year-over-year 

revenue increase since the late 1990s.  In fact, 

streaming services may prove to be more 

lucrative than CDs or vinyl ever were.  At the 

industry’s 1999 peak, customers spent an 

average of $64 per year on albums, while the 

trend toward streaming subscriptions could 

mean that the average music consumer will pay 

closer to $120 per year for their music access.
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Contact:  If you have any questions or comments, please do not hesitate to contact us at 703.992.6164.  For more information about Harbour

Capital Advisors, please visit our website at www.harbourcapitaladvisors.com.

Disclosure:  Harbour Capital Advisors, LLC (“HCA”) is an SEC-registered investment adviser located in McLean, Virginia. HCA and its 

representatives are in compliance with the current filing requirements imposed upon SEC-registered investment advisers by those states in which 

HCA maintains clients.  HCA may only transact business in those states in which it is registered or qualifies for an exemption or exclusion from 

registration requirements. A direct communication by HCA with a prospective client shall be conducted by a representative that is either registered 

or qualifies for an exemption or exclusion from registration in the state where the prospective client resides.  For information pertaining to the 

registration status of HCA, please contact the SEC or the state securities regulators for those states in which HCA maintains a notice filing. A copy of 

HCA’s current written disclosure statement discussing HCA’s business operations, services, and fees is available from HCA upon written request. 

HCA does not make any representations or warranties as to the accuracy, timeliness, suitability, completeness, or relevance of any information 

prepared by any unaffiliated third party and takes no responsibility therefor. All such information is provided solely for convenience purposes only 

and all users thereof should be guided accordingly.  Past performance may not be indicative of future results. Therefore, there can be no assurance 

(and no current or prospective client should assume) that future performance of any specific investment or investment strategy (including the 

investments and/or investment strategies recommended or undertaken by HCA) made reference to directly or indirectly by HCA will (i) be suitable or 

profitable for a client or prospective client’s investment portfolio or (ii) equal the corresponding indicated historical performance level(s). Different 

types of investments involve varying degrees of risk.  Historical performance results for investment indices and/or categories generally do not reflect 

the deduction of transaction and/or custodial charges, the deduction of an investment management fee, or the impact of taxes, the incurrence of 

which would have the effect of decreasing historical performance results.  The material contained herein is provided for informational purposes only 

and does not constitute an offer to buy or sell or a solicitation of an offer to buy or sell any option or any other security or other financial 

instruments.  Certain content provided herein may contain a discussion of, and/or provide access to, HCA’s (and those of other investment and non-

investment professionals) positions and/or recommendations as of a specific prior date. Due to various factors, including changing market 

conditions, such discussion may no longer be reflective of current position(s) and/or recommendation(s). Moreover, no client or prospective client 

should assume that any such discussion serves as the receipt of, or a substitute for, personalized advice from HCA, or from any other investment 

professional. HCA is neither an attorney nor an accountant, and no portion of the content provided herein should be interpreted as legal, 

accounting, or tax advice.  The tax information contained herein is general in nature and is provided for informational purposes only.  HCA does not 

provide legal, tax, or accounting advice.  HCA cannot guarantee that such information is accurate, complete, or timely.  Laws of a particular state or 

laws which may be applicable to a particular situation may have an impact on the applicability, accuracy, or completeness of such information.  

Federal and state laws and regulations are complex and are subject to change.  Changes in such laws and regulations may have a material impact 

on pre– and/or after–tax investment results. Rankings and/or recognition by unaffiliated rating services and/or publications should not be 

construed by a client or prospective client as a guarantee that he/she will experience a certain level of results if HCA is engaged, or continues to be 

engaged, to provide investment advisory services, nor should it be construed as a current or past endorsement of HCA by any of its clients. Rankings 

published by magazines, and others, generally base their selections exclusively on information prepared and/or submitted by the recognized adviser.

http://www.harbourcapitaladvisors.com/

