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Market Review                            August 2012

Economic Review 
 

The economic reports were mixed in August. The U.S. 
second quarter real GDP was revised to 1.7%, up from its 
previous estimate of 1.5%, according to the Bureau of 
Economic Analysis. The 0.2% increase was attributed to 
lower imports and contributions from consumption, exports 
and state/local government spending.  
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Manufacturing data in the U.S. sent different signals, with 
industrial production and capacity utilization indicating 
growth, while the Institute of Supply Management’s (ISM) 
manufacturing index reflected contraction. Industrial 
production rose 0.6% in July, after having risen 0.1% in May 
and June. On an annual basis, preliminary estimates 
suggest that industrial production rose 4.4% through July. 
Capacity utilization rose 0.4% to 79.3%, the highest since 
April 2008 and 1.4% below its long run (since 1967) 
average. However, the ISM’s manufacturing index came in 
at 49.6 in August, 
 

 
 
down slightly from 49.8 in July and below expectations of 
50, indicating a contraction in the manufacturing sector for 
the third consecutive month. This is the lowest reading 
since July 2009. The New Orders and Production sub 

indices registered 47.1 and 47.2 respectively, reflecting a 
slowdown in orders and demand.  
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The Conference Board’s Consumer Confidence Index fell 
to 60.6 in August, the lowest reading since November 2011 
and lower than the expectations of 66. The July U.S. non-
farm payroll gained 163,000 in July, exceeding expectations 
of 100,000. However, the unemployment rate ticked up to 
8.3%.  
 
The year over year S&P Case Shiller Home Price Index rose 
0.5% June, its first increased since September 2010. Monthly 
existing home sales rose 2.3% in July to a seasonally 
adjusted rate of 4.47 million. New Home Sales were better 
than expected, increasing 3.6% to a seasonally adjusted rate 
of 372,000 vs. the consensus of 360,000.  The monthly 
Consumer Price Index was virtually flat in July & lower 
than the consensus of 0.2%. It has remained 
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unchanged or declined since April. The yearly CPI increase 
of 1.4% is the smallest increase since November 2010. The 
monthly Core CPI (i.e. excluding food and energy) 
increased 0.1% while the yearly core CPI increased 2.1%.  
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The minutes from the latest FOMC meeting proved more 
dovish than expected as “many members” saw potential for 
additional monetary accommodation. In his month-end 
speech at the annual Fed symposium in Jackson Hole, 
Chairman Ben Bernanke defended the effectiveness of non- 
traditional policies (quantitative easing), argued that their 
costs are manageable, and expressed his concern about the 
unsatisfactory economic recovery, especially the stagnation 
of the labor market. He concluded that the Fed will provide 
additional policy accommodation, as needed, to promote 
stronger economic recovery and sustained improvement in 
labor market conditions in a context of price stability. The 
next FOMC meeting will be held on September 12th & 13th. 
 
In Europe, the ECB president Mario Draghi indicated early 
in the month that ECB would consider buying short term 
debt from Spain and Italy if they sought bailout funds. 
German Chancellor Angela Merkel’s statement that Mr. 
Draghi’s comments to keep the Euro intact are completely 
in line with Germany positions, boosted investors’ 
confidence. Catalonia, Spain’s largest regional economy, 
applied for emergency funding from the central 
government. Second quarter Eurozone GDP contracted by 
0.2% quarter over quarter and fell by 0.5% year over year. 
The next meeting of the ECB is on September 6th. 
 
The Chinese HSBC manufacturing PMI fell to 47.6 in 
August, its lowest level since March 2009, while the HSBC 
services PMI weakened to a one year low of 52. Brazil’s 
central bank cut interest rates by 50 bps to record low of 
7.5% as local economic data continued to indicate 
weakness.  
 
Equity Markets 
 

The month of August saw increased risk appetite as investor 
sentiment was boosted by prospects of further quantitative 
easing by global central banks and optimism surrounding 
the Euro zone debt crisis. Developed equity markets posted 
 

 

gains while emerging markets posted modest losses. In the 
U.S., growth trumped value while small-cap and mid-cap 
stocks outperformed large-cap equities.  
 
The S&P 500 gained during the first half of the month on 
speculation of monetary easing in China and improving 
sentiment towards euro zone. After six continuous weeks of 
gains, the S&P 500 took a breather during the latter half of 
the month; it bumped against its YTD high of 1422.38 
reached in April. Equities reclaimed some of the losses on 
the last day of the month as Fed Chairman Ben Bernanke 
raised hopes for further monetary stimulus. The Index 
reached a new intraday high of 1426.68 on August 21st, but 
closed the month at 1406.57.  
 
Bond Markets 

 
Fixed income markets were mostly flat in August with the 
exception of high yield, which returned +1.2% primarily 
due to the expectations of monetary easing. High yield is 
up+10.6% for the year. Investment grade credit spreads 
continued to tighten for the third consecutive month.  
 

  
 
Thirty-year treasury yields climbed from 2.55% to 2.96% 
during the first half of August, as demand for safe assets 
waned due to rhetoric from Europe indicating willingness 
to support financial relief.  Long dated yields then fell 
nearly 30 bps during the remaining half of the month.. 
Thirty-year treasury yields closed at 2.67% and ten-year 
treasury yields increased 8 bps to close at 1.55%. 
 
The German 10-year Bund yield ticked up 5 bps and closed 
August at 1.33% while UK 10-year Gilts were virtually flat 
and closed at 1.46%. 
 
Currency 

 
The boost in investor sentiment saw the US Dollar Index 
weaken 1.73% against the basket of six currencies in August. 
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The Index is now up 1.28% for the year. The violence in 
South Africa weighed on its currency, the Rand, as it 
depreciated 2.53% against the US Dollar. The Australian 
Dollar also depreciated 1.8% on concerns the Chinese 
slowdown would hurt its exports. The Euro had a strong 
month, gaining 2.4% against the US Dollar after weakening 
in July to its lowest level in over two years. The Euro closed 
the month at 1.2605. The British Pound gained 1.38% to 
close the month at 1.5883.  
 
Commodities 

 
Commodities outperformed other major asset classes for the 
second consecutive month. Led by energy and precious 
metals, the S&P GSCI Index rallied 6.4% in August, the 
same as in July. The Index is up 4.96% for the year.  
 
The S&P GSCI Energy Index was the best performing sub 
index with a return of 9.43% as oil prices rose due to rising 
tensions in the Middle East and as U.S. production was 
curtailed by hurricane Isaac. Unleaded Gasoline, Heating 
Oil and Brent Crude were three of the  top four  performing 
raw materials in the S&P GSCI Index with returns of 
14.6%, 11.3% and 10.6% respectively.  
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Precious Metals also surged in August with Gold and Silver 
rallying 4.5% and 12.3% respectively. Gold closed near a five 
month high of $1,687.6/ozt. The prices of precious metals 
in recent months seem to reflect markets opinion on central 
banks’ stance towards monetary easing. 
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Natural Gas, Sugar, and Lean Hogs had the weakest 
performance among the 24 commodities with returns of -
13.7%, -12.6% and -7.6% respectively. Natural Gas prices 
declined on forecasts of a milder weather in U.S. while 
Sugar prices fell on lower demand from India and 
accelerated harvesting in Brazil.  
 
For the year, Soybeans, Corn and Unleaded Gasoline lead 
the 24 commodities in the S&P GSCI Index with returns of 
54.2%, 36.8%, and 28.1% respectively. Coffee, Natural Gas, 
and Nickel had the worst performance year to date with 
returns of -30.8%, -26.3% and -15.6% respectively.  


