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Similar to the recent mixed messages from various key 
economic data sets, the financial markets displayed 
continued disparate signals in August, a dynamic likely driven 
by the looming shift in the Federal Reserve’s (Fed’s) money 
posture and asset allocators’ varying approaches to best 
positioning portfolios against this change. Global equities 
generally posted solid gains during the month, particularly 
in the international developed space, with smaller cap 
equities continuing to lag their larger counterparts. 
Performance across the bond markets appeared broadly 
positive, with notably strong gains witnessed in the longer-
duration sectors amid a fourth consecutive monthly decline 
in Treasury interest rates as measured by the 10-year U.S. 
Treasury Note. Like global equities, real asset performance 
was mixed on the month, with interest rate-sensitive sectors 
such as real estate investment trusts (REITs) and global 
listed infrastructure posting strong monthly gains while 
commodity futures declined amid pervasive global economic 
growth concerns.

OVERVIEW
—
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On the labor side of the Fed’s dual mandate, labor market distortions from the pandemic era appear to have 
normalized, albeit somewhat abruptly. Through August, the headline unemployment rate stood at 4.2%, 80 
bps above the cyclical low of 3.4% from January 2023 and 20 bps above the Fed’s year-end 2024 assumption 
as derived from the Federal Open Market Committee’s (FOMC’s) mid-June Summary of Economic Projections. 

Following a 
year-plus pause 
in adjustments to 
the federal funds 
rate, the Fed finally 
seems to be on the 
cusp of altering its 
policy stance.

ECONOMIC UPDATE
Financial Markets Brace for Federal Reserve Pivot to Less-
Restrictive Policy Stance       
—

Ultimately, the Fed elected to make a 50 bps cut in mid-
September. Following a year-plus pause in adjustments to the 
federal funds rate, the Fed finally seemed to be on the cusp 
of altering its policy stance, with a cut to the policy rate widely 
anticipated at the Fed’s September 17-18 meeting. Debate among 
market participants recently centered around the appropriate 
size of easing, with Fed funds futures reflecting a minimum 
reduction of 25 basis points (bps) and a 50 bp reduction also on 
the table. 

Throughout the Fed’s tightening campaign over the past two-plus 
years, Chairman Jerome Powell has consistently communicated 
the Fed’s commitment to restoring price stability without a material 
decline in aggregate demand, outlining the conditions that 
would have to be met for the Fed to reverse its hawkish posture. 
On the inflation side of the Fed’s dual mandate, there is no 
question the pace of inflation has cooled materially over the 
trailing quarters. The cyclical peak in the annual personal 
consumption expenditure (PCE) reading was 5.6% in early 2022 
and has since eased to 2.6% through July. Moreover, this monthly 
inflationary data series has slowed to a 2.2% annualized pace 
over the trailing three months, essentially matching the Fed’s  
2% bogey.

– M I K E  O ’C O N N O R ,  C F A

-1%
0%
1%
2%
3%
4%
5%
6%
7%

2018 2019 2020 2021 2022 2023 2024

Core PCE (3 Mo. Annualized) Core PCE YoY (Actual)
Federal Funds Rate Target Fed 2% Inflation Target

(3 Month Annualized)

T H E  F E D S  I N F L AT I O N  M E T R I C  H A S  B E E N  C O O L I N G  S I N C E  T H E  P E A K  I N  2022
Core PCS Inflation and Federal Funds Target Rate

Data sources: Federal Reserve, BEA, Bloomberg, L.P.; Data as of July 2024
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The marked downshift in the labor market in 2024—including a substantial downward revision by the 
Bureau of Labor Statistics’ estimates of payroll gains over the trailing year, a sharp increase in the headline 
unemployment rate, and a gradual decline in the average workweek—remains a key driver behind the bond 
market’s aggressive discounting of easing across the policy rate over the coming quarters. As of September 
6, for example, the Fed funds futures curve had discounted nearly five 25 bp reductions to the policy rate by 
the end of the year, with a similar level of easing expected in 2025.  

While current market conditions suggest the Fed may have successfully engineered the historically difficult 
task of tightening monetary policy to restore price stability without stoking a recession, the months ahead 
will be significant for establishing the confidence level of this assertion—particularly in the event that 
volatility significantly rises amid a changing of the guard in the White House or if inflation, which technically 
remains above the Fed’s 2% target, and fails to progress on its downward trajectory. 

In summary, similar to the continued mixed readings displayed by the U.S. economy, performance across 
the financial markets varied in August, albeit with gains across the majority of key asset classes and sectors. 
As market participants brace for a looming shift in the Fed’s current restrictive stance, the confluence of 
shifting global central bank postures and a U.S. presidential election is likely to produce important thematic 
shifts that will demand allocators’ attention.

MARKET SUMMARY
—
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GLOBAL EQUITY
—
August was challenging for equity markets. 
On the third trading day of the month, 
the Cboe Volatility Index (VIX) recorded 
its largest intraday jump on record. The 
turbulent activity tapered off in the 
following weeks, however, and the month 
ended with modest gains. For the second 
straight month, value outperformed 
growth on the backdrop of weaker-than-
expected economic prints. European 
markets outperformed in August as the 
U.S. dollar (USD) weakened and Japan 
navigated a choppy start to the month.

Large-cap stocks regained their relative 
outperformance in the U.S. equity markets 
following a brief resurgence of small-
cap stocks in July. The U.S. equity market 
sold off as August began, triggered by 
unfavorable economic announcements 
and margin calls on carry traders that had 
borrowed Japanese yen. During periods 
of rising unemployment, it has historically 
been common that consumer discretionary 
stocks typically underperform the broader 
market and August was no exception as 
unemployment rose slightly in the U.S.

Japanese equities declined in August in local 
currency terms but remained relatively flat 
in USD terms due to the weakening of the 
U.S. dollar. Japanese markets experienced 
severe volatility in the early part of the 
month with the Nikkei 225 Index recording 
its second-largest decline in history on 
August 5th but quickly rebounding the 
following day. Market volatility was caused 
by the unwinding of a large carry trade, 
which is when traders borrow a currency at 
a low interest rate—in this case the yen—
and purchase assets in another country.  

U. S .  VA L U E  O U T P E R F O R M S  F O R  S E C O N D 
C O N S E C U T I V E  M O N T H
U.S. Style Returns

Data source: FTSE Russell
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A weakening yen benefits this strategy due to the currency conversion, so as the yen began to strengthen, 
many traders were faced with margin calls or risk complications. Nevertheless, Japanese companies have 
been buying back shares at a record pace for the third consecutive year. 

Europe ex-UK equities outperformed both U.S. and emerging markets. Real estate and communication 
services were among the strongest performing sectors, while energy and information technology lagged. 
In the face of continued decline in consumer demand in Europe and abroad, large market contributors like 
Burberry and Yves Saint Laurent have decided to slash prices indefinitely in an effort to win back upper-
middle-class consumers. The consumer services industry did see a boost in August, however, due in part to 
Paris hosting the Olympic Games. 

UK-based equities also outperformed the U.S. Like the U.S., expectations for a potential rate cut in September 
boosted market sentiment for interest rate-sensitive sectors. The recent surge in bid activity for UK-listed 
companies continued as investment firms took advantage of the relatively low valuations in the UK markets. 
Notably, Hargreaves Lansdown, as merger and acquisition activity increased, the largest investment platform 
in the UK and a FTSE 100-listed company, agreed to a takeover offer by a consortium of private equity firms. 

Nvidia’s underwhelming guidance caused a spillover effect on the information technology companies in 
the MSCI Emerging Markets (EM) Index. However, the index still finished the month with positive absolute 
returns. New export orders in China fell for the first time in eight months, further supporting the reshoring 
narrative. Conversely, in smaller Asian markets, increased exports and local currency appreciation allowed 
the Philippines, Indonesia, and Malaysia to outperform.

AV ER AG E D I S C R E T I O N A L I N D U S T RY PER FO R M A N C E D U R I N G PER I O DS O F R I S I N G U N EM PLOY M EN T 
(A N N UA L I Z ED)

Data sources: Strategas, FactSet
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EMERGING MARKET BONDS CONTINUE STRONG PERFORMANCE 
Fixed Income Index Returns

Data sources: Bloomberg L.P., FSTE, J.P. Morgan

FIXED INCOME

During August, the 10-year Treasury fell 20 
bps to 3.91%, and the 2-year Treasury fell 
36 bps to 3.93%. A rally in treasuries across 
the yield curve and ultimate normalization 
of the curve in August followed 
weaker economic data and renewed 
expectations of multiple rate cuts. The U.S. 
unemployment rate was reported at 4.3%, 
surpassing the forecasted amount by 0.2%, 
and non-farm payrolls missed expectations 
by 76,000 jobs. In a speech at Jackson Hole, 
Fed Chair Powell acknowledged the gradual 
weakening of labor data and reinforced 
the market's belief of a Fed rate cut in 
September. 

The Bank of Japan raised its policy rate 
to 0.25% entering August and announced 
a gradual taper in its bond purchasing 
program. This policy change rippled 
through global markets and allowed 
the yen to rebound against the dollar, 
starting the month at ¥149, down 8.0% 
from its 2024 high. The strengthening 
yen triggered a partial unwind of the yen 
carry trade, contributing to the seemingly 
outsized reaction to recessionary fears 
in global markets. Although central bank 
rate movements contributed to increased 
volatility internationally, both U.S. 
investment-grade and high yield spreads 
ended the month flat. 

The annual core CPI rate in the U.S., which 
excludes volatile items such as food and 
energy, eased further in August to a three-
plus-year low of 3.2%, down from 3.3% the 
prior month. Even though the disinflationary 
trend persists, M2 money supply growth, 
a measure of the amount of currency in 
circulation, is no longer declining in August. 
Although quantitative tightening remains 
prevalent as approximately $50 billion in 
assets are leaving the Fed balance sheet 
per month, fiscal spending is still outpacing 
the Fed’s efforts.

—
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REAL ASSETS

In August, U.S. REITs rose 5.6 %, as measured 
by the performance of the FTSE Nareit All 
Equity REITs Index. Market speculation 
of rate cuts persisted in August, pushing 
the year-to-date returns of U.S. REITs past 
double digits. Global Developed REITs 
were up 6.3%, driven by relatively stronger 
performance from developed Europe, 
as measured by the FTSE EPRA/Nareit 
Developed Index. 

Self-storage was the top-performing 
sector in August, rebounding after being 
pressured by elevated interest rates. The 
sector's performance is closely tied to 
relocation trends, and it surged in August, 
likely driven by market expectations that 
interest rate cuts will lower mortgage 
rates, prompting more people to move and 
increasing demand for storage space.
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Global listed infrastructure stocks rose 4% in August as measured by the Dow Jones Brookfield Global 
Infrastructure Index. All sub-sectors were positive during the month, led by toll roads, oil and gas storage/
transmission, and energy transmission/distribution. Midstream energy infrastructure lagged during the 
month due to falling oil prices, but with broad balance sheet improvements across the sector, stocks are 
better positioned to weather the impact of lower prices.

I N F R A S T R U C T U R E

In August, crude oil prices declined 7.3% as 
measured by the West Texas Intermediate 
(WTI) spot contract. Oil prices fell through 
August and the first few trading days of 
September due to concerns of weakening 
consumer and global demand, primarily 
out of China. China’s demand for crude has 
been a sticking point since the onset of the 
pandemic in 2020, with demand growth for 
oil still below the previous growth trend. 
Natural gas price volatility has continued, 
with pricing rising 4.5% as measured by the 
Henry Hub natural gas spot contract. 
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DIVERSIFYING STRATEGIES

Hedge fund performance in August was positive across most underlying strategies, led by hedged equity. 
Within hedged equity, the healthcare and technology sectors were the largest outperformers, followed by 
quantitative directional strategies. 

Relative value hedge fund strategies also generated solid gains, particularly fixed income-oriented strategies 
such as convertible arbitrage and asset-backed trading. Volatility trading was the one detracting underlying 
approach in relative value. 

Systematic trend-following managers continued to struggle during the month as volatility in equity markets 
and reversals in currency market trends resulted in losses. In addition to detractions from equities and 
currencies, the energy complex was also a headwind to performance. Slightly offsetting those drawdowns 
were modest gains in agricultural commodities.  

—
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I N D I C E S
The Alerian MLP Index is a composite of the 50 most prominent energy Master Limited Partnerships that provides investors 
with an unbiased, comprehensive benchmark for this emerging asset class. 

Bloomberg Fixed Income Indices is an index family comprised of the Bloomberg US Aggregate Index, Government/Corporate 
Bond Index, Mortgage-Backed Securities Index, and Asset-Backed Securities Index, Municipal Index, High-Yield Index, Commodity 
Index and others designed to represent the broad fixed income markets and sectors. On August 24, 2016, Bloomberg acquired 
these long-standing assets from Barclays Bank PLC. and on August 24, 2021, they were rebranded as the Bloomberg Fixed Income 
Indices. See https://www.bloomberg.com/markets/rates-bonds/bloomberg-fixed-income-indices for more information. 

The CBOE Volatility Index (VIX) is an up-to-the-minute market estimate of expected volatility that is calculated by using real-
time S&P 500 Index option bid/ask quotes. The Index uses nearby and second nearby options with at least eight days left to 
expiration and then weights them to yield a constant, 30-day measure of the expected volatility of the S&P 500 Index. 

FTSE Real Estate Indices (NAREIT Index and EPRA/NAREIT Index) includes only those companies that meet minimum size, liquidity 
and free float criteria as set forth by FTSE and is meant as a broad representation of publicly traded real estate securities. 
Relevant real estate activities are defined as the ownership, disposure, and development of income-producing real estate. See  
https://www.ftserussell.com/index/category/real-estate for more information. 

HFRI Monthly Indices (HFRI) are equally weighted performance indexes, compiled by Hedge Fund Research Inc. (HFX), and are 
used by numerous hedge fund managers as a benchmark for their own hedge funds. The HFRI are broken down into 37 different 
categories by strategy, including the HFRI Fund Weighted Composite, which accounts for over 2,000 funds listed on the internal 
HFR Database. The HFRI Fund of Funds Composite Index is an equal weighted, net of fee, index composed of approximately 800 
fund- of- funds which report to HFR. See https://www.hfr.com/ for more information on index construction. 

J.P. Morgan’s Global Index Research group produces proprietary index products that track emerging markets, government debt, 
and corporate debt asset classes. Some of these indices include the JPMorgan Emerging Market Bond Plus Index, JPMorgan 
Emerging Market Local Plus Index, JPMorgan Global Bond Non-U.S. Index and JPMorgan Global Bond Non-U.S. Index. See  
www.jpmorgan.com for more information. 

Merrill Lynch high yield indices measure the performance of securities that pay interest in cash and have a credit rating of below 
investment grade. Merrill Lynch uses a composite of Fitch Ratings, Moody’s and Standard and Poor’s credit ratings in selecting 
bonds for these indices. These ratings measure the risk that the bond issuer will fail to pay interest or to repay principal in full. 
See www.ml.com for more information.

Morgan Stanley Capital International – MSCI is a series of indices constructed by Morgan Stanley to help institutional investors 
benchmark their returns. There are a wide range of indices created by Morgan Stanley covering a multitude of developed and 
emerging economies and economic sectors. See www.morganstanley.com for more information. 

The FTSE Nareit All Equity REITs Index is a free-float adjusted, market capitalization-weighted index of U.S. equity REITs.

Russell Investments rank U.S. common stocks from largest to smallest market capitalization at each annual reconstitution 
period (May 31). The primary Russell Indices are defined as follows: 1) the top 3,000 stocks become the Russell 3000 Index, 2) 
the largest 1,000 stocks become the Russell 1000 Index, 3) the smallest 800 stocks in the Russell 1000 Index become the Russell 
Midcap index, 4) the next 2,000 stocks become the Russell 2000 Index, 5) the smallest 1,000 in the Russell 2000 Index plus the 
next smallest 1,000 comprise the Russell Microcap Index, and 6) U.S. Equity REITs comprise the FTSE Nareit All Equity REIT Index. 
See www.russell.com for more information.

S&P 500 Index consists of 500 stocks chosen for market size, liquidity and industry group representation, among other factors 
by the S&P Index Committee, which is a team of analysts and economists at Standard and Poor’s. The S&P 500 is a market-
value weighted index, which means each stock’s weight in the index is proportionate to its market value and is designed 
to be a leading indicator of U.S. equities, and meant to reflect the risk/return characteristics of the large cap universe. See  
https://www.spglobal.com/spdji/en/indices/equity/sp-500/ for more information. 

Information on any indices mentioned can be obtained either through your advisor or by written request to information@feg.com.



D I S C L O S U R E S
This report was prepared by FEG (also known as Fund Evaluation Group, LLC), 
a federally registered investment adviser under the Investment Advisers 
Act of 1940, as amended, providing non-discretionary and discretionary 
investment advice to its clients on an individual basis. Registration as 
an investment adviser does not imply a certain level of skill or training. 
The oral and written communications of an adviser provide you with 
information about which you determine to hire or retain an adviser. Fund 
Evaluation Group, LLC, Form ADV Part 2A & 2B can be obtained by written 
request directly to: Fund Evaluation Group, LLC, 201 East Fifth Street, Suite 
1600, Cincinnati, OH 45202, Attention: Compliance Department.

The information herein was obtained from various sources. FEG does not 
guarantee the accuracy or completeness of such information provided 
by third parties. The information in this report is given as of the date 
indicated and believed to be reliable. FEG assumes no obligation to update 
this information, or to advise on further developments relating to it. FEG, 
its affiliates, directors, officers, employees, employee benefit programs 
and client accounts may have a long position in any securities of issuers 
discussed in this report. 

Index performance results do not represent any managed portfolio 
returns. An investor cannot invest directly in a presented index, as an 
investment vehicle replicating an index would be required. An index does 
not charge management fees or brokerage expenses, and no such fees or 
expenses were deducted from the performance shown. 

The Chartered Financial Analyst® (CFA) designation is a professional 
certification issued by the CFA Institute to qualified financial analysts who: 
(i) have a bachelor’s degree and four years of professional experience 
involving investment decision making or four years of qualified work 
experience[full time, but not necessarily investment related]; (ii) complete 
a self‐study program (250 hours of study for each of the three levels); (iii) 
successfully complete a series of three six‐hour exams; and (iv) pledge to 
adhere to the CFA Institute Code of Ethics and Standards of Professional 
Conduct.

Bloomberg Index Services Limited. BLOOMBERG® is a trademark and 
service mark of Bloomberg Finance L.P. and its affiliates (collectively 
“Bloomberg”). Bloomberg or Bloomberg’s licensors own all proprietary 
rights in the Bloomberg Indices. Bloomberg does not approve or endorse 
this material or guarantee the accuracy or completeness of any information 
herein, nor does Bloomberg make any warranty, express or implied, as to 
the results to be obtained therefrom, and, to the maximum extent allowed 
by law, Bloomberg shall not have any liability or responsibility for injury or 
damages arising in connection therewith.

Neither the information nor any opinion expressed in this report constitutes 
an offer, or an invitation to make an offer, to buy or sell any securities. 

Any return expectations provided are not intended as, and must not be 
regarded as, a representation, warranty or predication that the investment 
will achieve any particular rate of return over any particular time period or 
that investors will not incur losses. 

Past performance is not indicative of future results.

Investments in private funds are speculative, involve a high degree of risk, 
and are designed for sophisticated investors. 

All data is as of August 31, 2024 unless otherwise noted.
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ABOUT FEG  
INVESTMENT ADVISORS
FEG Investment Advisors is 
dedicated to providing clients 
with the exceptional investment 
experience they deserve. FEG 
provides services across the 
institutional portfolio management 
spectrum, from discretionary 
outsourced chief investment 
officer (OCIO) to traditional 
nondiscretionary consulting services

FEG predominantly serves a client 
base that improves our world and 
changes lives, such as education 
endowments and foundations, 
community foundations, healthcare 
organizations, private foundations, 
faith-based organizations, charitable 
organizations, family offices, and 
other financial institutions. For more 
information, visit www.feg.com.


