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Underlying Drivers of Stock Market Returns

The U.S. Yield Curve Continues to Flatten

The fundamental levers driving equity market
returns are growth in corporate earnings,
valuation levels, and shareholder distributions
(dividends and share buybacks). Dividends and
share buybacks tend to be static – Thus, growth
in corporate profits, and what people are willing
to pay for that growth, are the primary variables
over the course of an economic cycle. Over the
past 7 years, growth in earnings has been
responsible for 40% of the total S&P 500 return,
while rising valuations have been responsible for
another 30%. Given that we remain in an
environment characterized by easy liquidity
conditions, low inflation, and improving global
growth prospects, it is no surprise that rising
valuations have contributed substantially to
market returns over that timeframe. That said,
current valuation levels now stand above longer-
term averages, and it is unlikely that further
multiple expansion will meaningfully contribute
to stock market returns over the next few years.

The difference in yield between a 10-year U.S.
Treasury and a 2-year U.S. Treasury is referred to
as the yield curve. It is often used as a signal to
assess the current stage of the business cycle,
with a rising yield curve associated with the early
stages of a recovery and a falling yield curve
associated with the latter stages of an expansion.
An inverted or negative yield curve typically
occurs near the end of the cycle, just before a
recession. The inversion occurs when short-term
interest rates exceed long-term interest rates,
often when the Federal Reserve tightens monetary
policy in anticipation of future inflation. The yield
curve has continued to flatten over the past year
as the Fed has gradually raised short-term
interest rates. Nevertheless, this is less
attributable to inflationary pressures and more
attributable to a slow and steady rise in short-
term rates after hovering near zero for the past
eight years. As a result, we are less alarmed by
the movement of the yield curve at this stage.
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Chinese E-Commerce is Gaining Steam

Shifting Sector Weights Reflect a Changing U.S. Economy

The sector composition of the S&P 500 has 
changed significantly over the past 40 years, 
reflecting a broader transition in the U.S. 
economy. Over time, the economy has evolved to 
rely less on manufacturing and become 
increasingly services-based. This persistent trend 
has unfolded as increased business outsourcing 
and rising imports from China have hurt 
domestic manufacturers. As a result, 
employment in the U.S. manufacturing sector 
has declined from 18 million jobs in 1990 to just 
over 12 million jobs today. In tandem with this 
shift, the sector weights of more cyclical, 
manufacturing-oriented sectors like Energy, 
Industrials and Materials have shrunk 
significantly (from 45% to 19% of the S&P 500), 
and been supplanted by more service-driven 
businesses like Financials, Healthcare and 
Technology (from 15% to 38%). While sector 
weightings do tend to fluctuate throughout the 
economic cycle, there is a clear structural bent to 
the longer-term trend.

Within the U.S., traditional “bricks and mortar”
retailing continues to post moderating growth,
while online retailing (i.e. e-commerce)
continues to rise rapidly. This channel shift
away from traditional retailing and towards e-
commerce is well established in the U.S., and is
most evident during the busy holiday shopping
season. In China, the same channel shift
towards e-commerce is occurring at an even
faster rate. Although the Chinese economy is
relatively less developed than the U.S., it is now
the second largest economy in the world. At the
same time, rising standards of living and rising
incomes are leading to increased consumption
by its population – online penetration within
the Chinese retail market is estimated to grow
approximately 9% per year and reach 23% by
2020.
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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.


