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Lower Rates Suggest Better Days Lie Ahead

U.S. Economy is Surprising to the Upside

Following a year and a half of negatively skewed 

reports, U.S. economic data is now surprising to 

the upside. The Citigroup Economic surprise 

Index tracks how economic data as a whole are 

faring against expectations, rising when data 

exceeds economists’ estimates and falling when 

the numbers come up short. After 18 months in 

negative territory, the July reading finally put the 

index above 0. While economic growth has not 

necessarily picked up during this time frame, 

better than expected data has been supportive 

for stocks. Over the past 10 years, a break above 

zero in the Economic Surprise Index (14 

occurrences) yielded a higher stock market over 

the subsequent 6 months 79% of the time. The 

median increase during this time period was 

5.2%, with better than average performance from 

cyclical and economically sensitive sectors seen 

as well. The relationship between stocks and the 

economy is not necessarily linear, but is instead 

dependent on the degree and direction of 

surprise relative to economic expectations. 

One factor contributing to the recent 

improvement in economic data is the flow-

through of support received from central banks 

over the past year and a half. Rates have been 

one of the strongest explanatory variables for 

growth – with lower interest rates supporting 

higher growth. Central bank stimulus tends to 

have a lagged impact, as it takes time for the 

effects of accommodative policy to filter through 

the system. Hence, when we adjust for this lag 

(applying an 18 month lead time for rates) we can 

clearly see that we are in the midst of a period 

where lower rates should begin to affect economic 

growth in a positive manner. We’ve seen the 

beginning of this trend play out since February of 

2016, with PMI’s (a leading economic indicator) 

rising, the Economic Surprise Index turning 

positive and the stock market taking on a 

decidedly more cyclical bent.
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Olympics Show Positive Effect on Host Nation Economic Performance

Dividend Payouts on the Rise

Large cap firms are returning a greater 

proportion of profits to investors in the form of 

dividends. Record low bond yields are causing 

the market to place a higher premium on 

dividend yielding stocks, and CEOs have 

continued to hike those dividends in an effort to 

please shareholders as they navigate a relatively 

slow growth business environment. Dividend 

payouts from S&P 500 companies have 

amounted to 38% of net income over the past 12 

months, the highest level seen since February 

2009. While this has been welcome news to yield-

seeking investors, some analysts see this as an 

unsustainable trend. A focus on returning an 

outsized proportion of cash flow to shareholders 

comes at the expense of business investment, 

which has historically had a high correlation to 

long-term corporate earnings. If the focus on 

dividends has the effect of muting future 

earnings, stock returns will eventually suffer as 

well.

While questions have been raised about the 

economic legacy of hosting the Olympics, given 

that massive, federally funded projects often end 

up lying dormant following the conclusion of the 

games, it does bear pointing out that the massive 

inflow of tourist activity and spending during the 

game can have a stimulating effect on the local 

economy, at least in the short run. One way to 

examine this is through the relative performance 

of the host-country’s stock market – Investing in 

the local index of the host country following the 

conclusion of the Olympic games has historically 

served investors well. Looking back over the past 8 

Summer Olympics, the average change of the local 

index for the 12 months following the closing 

ceremony has been 23.8%, well above the average 

10.7% returned by the MSCI World Index during 

the same period.
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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.
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