
 

                             
 

Economic Summary: 
The U.S. election has taken center stage as we move towards year-end.  The latest polling indicates a Clinton 

White House and Republican controlled Congress as the most likely outcome.  Regardless of your personal political 
views, this scenario is the most benign to global markets in the short-term as it represents a continuation of the 
status quo.  Markets fear the unknown and tend to discount uncertain future cash flows by dropping in value.  A 
Trump victory or change of control in Congress, would likely result in some short-term market volatility.       

In addition to the upcoming election, market participants are also keeping a close eye on the Fed’s interest 
rate policy decisions.  U.S. economic output remained sluggish in the second quarter with GDP growth of just 1.4%.  
This was an improvement over the first quarter, but low enough to keep Fed policy on hold at their September 
meeting.  The rate of growth is expected to pick up slightly when the first estimate of third quarter GDP is released at 
month end.  According to the Atlanta Fed’s GDPNow estimate, third quarter GDP growth accelerated to 2.0%.  While 
less than stellar, it may be enough to put a rate hike back on the table.   

Janet Yellen and the FOMC also need to factor in global economic data and international monetary policy in 
their decision making.  Following a tumultuous first quarter, the economic data out of China has been fairly 
consistent throughout the remainder of 2016.  This indicates they 
are having some success in managing the slowdown.  Recent signs 
also suggest that Japan and the European Central Bank are less 
enthusiastic about their negative interest rate policies.  A shift in 
international monetary policy would enable the Fed to raise rates 
with less dramatic effects on the dollar exchange rate.   

 To sum up:  If the U.S. elections go as expected and U.S. 
economic data comes in as expected, and we get international 
stability then the Fed should finally have the ammunition it needs to 
raise the Fed Funds rate by 0.25% at their December meeting.  
However, any subsequent spike in the dollar (Northern Trust Chart 
right), and the Fed will likely be on hold again.    

 

 

Global equity markets turned in a solid third quarter lead by small and mid-sized stocks in the U.S. which were 
up over 9%.  International stocks also performed well in the third quarter with developed country stocks returning 6.5% 
and emerging markets returning 9.16% for the three-month period.  We noted last quarter that small/mid cap issues 
and international issues were trading at more attractive valuations than their domestic large-cap counterparts.  Despite 
the strong third quarter, we still continue to see more attractive valuations in these areas of the market. 

One fund we have recently deployed in Trust Department accounts as part of our emerging market exposure is 
the Matthews India fund (MINDX).  Matthews has a long track record of successful investing throughout Asia.  India has 
favorable demographics and a dynamic economy that is expected to grow at levels above the IMF’s global growth rate 
for the foreseeable future.  Investing in emerging markets always carries substantial risk, but we believe limited 
exposure to this fund makes sense for long-term investors comfortable with volatility. 

 

Equity Summary:       3rd Qtr YTD 12 Month 3 YR 5 YR 

S&P 500 (Large Cap Domestic)  3.85 7.84 15.42 11.14 16.35 
Russell 2000 (Small Cap Domestic) 9.05 11.45 15.46 6.70 15.81 
MSCI EAFE  (International Developed) 6.50 2.20 7.10 1.04 7.97 
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Fixed income returns were essentially flat in the third 
quarter.  While the Barclays Intermediate Government/Credit Index 
returned just 0.16% for the three months, in reality, interest rates 
were quite volatile during the quarter.    

The benchmark Ten-year U.S. Treasury Note yield reached a 
low point of 1.36% in early July before rebounding to over 1.73% by 
early September.  Despite the recent steepening of the yield curve, 
rates remain lower and flatter than where they began the year 
(Northern Trust Chart right).   

  

 

Alternatives had a mixed third quarter but continue to provide attractive returns for the year-to-date period.  
Commodities gave back some earlier gains, dropping 3.86% for the three months but remain well ahead on a year-to-
date basis.  This pullback in commodities is despite the rebound in oil prices following an OPEC agreement to cut 
production.   Even prior to the OPEC agreement, U.S. rig counts had started to increase.  This indicates that many U.S. 
producers are able to make a profit well below $50 a barrel.  The OPEC decision to cut production may be a signal that 
members have capitulated and realize that they can no longer control the price of oil and maintain market share at the 
same time.      

Global Real Estate turned in another strong quarter and is up over 16% for the trailing 12 months.  Hedge funds 
continue to lag both equities and fixed income for the year.  The true benefit of hedge funds is the diversification benefit 
provided by low correlations to traditional stocks and bonds.  With traditional assets performing well, it is not 
unexpected that hedged strategies would struggle.  We expect better results from these strategies during periods of 
market upheaval.    

  

Fixed Income Summary:                                         3rd Qtr   YTD 12 Month 3 YR 5 YR 

BC Treasury - Bill Index  0.10 0.26 0.29 0.13 0.12 

BC Municipals 5YR -0.02 2.30 2.98 2.93 2.63 
BC Intermediate Government/Credit 0.16 4.24 3.52 2.80 2.45 

Alternative Investments Summary: 3rd Qtr YTD 12 Month 3 YR 5 YR 

Bloomberg Commodity   -3.86 8.87 -2.58 -12.34 -9.37 

FTSE/EPRA NAREIT Global Real Estate 2.01 11.02 16.43 7.85 12.43 
Morningstar Broad Hedge Fund TR 1.32 2.27 2.56 4.41 4.40 

Do you know someone in need of Trust Services? 

For 50 years LCNB’s service to the community has included Trust services.  Our customer-friendly, local 

approach to banking directly translates to how we provide Fiduciary services.  The trust earned from over 

100 years of community banking ensures that our customers can rely on us to care for their loved ones 

during their lifetimes and after they are gone. 

Trust services offered by LCNB Trust Department include investment management of customers’ assets, 

trustee services for individuals and organizations, and escrow services for parties who need a capable and 

dedicated agent to hold funds until they are released at a later date. 

If you would like to discuss our fiduciary and investment services with a Trust professional, please contact us 

at (513) 932-1414 or (800) 344-2265. 

Roy McKay         ext. 59102          Rebecca Roess    ext.  59106      Joshua Shapiro   ext.  59104 

Brad Ruppert     ext. 59105          Melanie Crane    ext. 59103          Traci Hammiel    ext.  59205         

Amy Kobes         ext. 59201          Jackie Manley     ext. 59107          Myra Frame        ext.  59108 

Frank Williams  ext.  59110         Michael Nusbaum ext.  59109      Wendy Cole      ext. 59111  

To be removed from the mailing list, please email bruppert@lcnb.com 
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