
 
 

Market Update: 2nd Quarter 2016 

The United Kingdom’s vote to leave the European Union (Brexit) stunned the 
investment world … and there is nothing investors hate more than surprises and 
uncertainty. 

  

Stocks around the world sold off sharply after the U.K. vote, as 
concerns mounted about the range of political and economic 
uncertainties that could weigh on growth and 
investment. Currency markets had their most volatile day in 
modern history. 

Otani, Gold, & Kuriloff – WSJ 6/30/16 

  

The initial losses, which totaled about $3 trillion in global stock valuations, were 
incurred over the two trading days following the June 23 referendum. (That’s quite a 
commotion over a country that represents only about 4% of the world’s gross domestic 
product and less than 1% of the world’s population!) The markets rebounded just as 
quickly over the last three trading days of June. When the dust settled, U.S. stocks 
actually ended the month in positive territory.  

  

Nietzsche famously claimed that what does not kill us makes us 
stronger. The European Union is about to put that maxim to 
the test. 

Ben Levisohn – Barron’s 7/4/16 

  

The S&P 500 composite index returned 2.46% during the second quarter and 3.84% for 
the first six months of 2016. While foreign stocks have small overall losses for the 
year, Asian stocks were down substantially. Year-to-date, Japan’s Nikkei index and 
stocks in Shanghai are down by 18% and 17%, respectively.  

  

The U.S. economy is somewhat mixed, as strong retail sales in April and May 
contrasted with a dismal May payroll report. After the Brexit vote, the probability of 
a near-term rate hike by the Federal Reserve is considered remote. After raising 
rates in December (2015) for the first time since 2006, the Fed could actually end up 
completely abandoning its plans for additional rate hikes in 2016.  

  

Yields Continue to Decline 



The 10-year U.S. Treasury note ended June yielding 1.48%, down from 2.27% at the 
end of 2015. Yields sank after the Brexit vote, because unlike stocks, bonds thrive 
during times of uncertainty. Yields on 10-year government debt are negative in 
Germany, Japan and Switzerland. 

  

We are in unchartered territory in terms of bond yields. 

Sean Simko, SEI Investments – WSJ 6/30/16 

  

For the quarter, U.S. and foreign bonds delivered total returns of 2.21% and 3.4%, 
respectively. U.S. bonds have returned just over 5% year-to-date, while foreign bonds 
are up nearly 12% (in dollars). The 10-year U.S. Treasury had a total return of 7.97% 
over the past six months … while the 30-year bond delivered a whopping 16.93% total 
return. 

  

A perusal of returns for the first half shows an investment 
world turned upside down. Investors have been turning to 
stocks for income, while bonds have been the biggest source of 
capital gains. Within the U.S. equity market, the biggest 
winners have been the stocks that looked and felt like bonds, 
such as utilities, telecoms, and consumer staples, providing 
dividend income, but little if any growth, at steep valuations. 

Randall W. Forsyth – Barron’s 7/4/16 

  

Unconventional monetary policies, including bond-buying programs and negative 
deposit rates, have pushed interest rates to historical lows. After the British vote 
and the rush to safety by investors, there are now almost $12 trillion in 
outstanding negative-yielding global bonds. According to Fitch Ratings, that is an 
increase of 12.5% in just the past month! Japan leads the way with nearly $8 trillion 
in negative-yielding debt. The total amount of negative-yielding bonds with maturities 
of seven years or longer is now over $2.6 trillion, which is nearly twice the amount 
outstanding in April. 

  

The collateral damage and unintended consequences of this 
prolonged experiment with very low interest rates are starting 
to have a meaningful negative effect on the economy. 

Mohamed El-Erian, Allianz – CNBC’s Squawk Box 6/17/16 

  



Note that low yields on longer-term bonds expose investors to significant loss in the 
event of a rising interest rate environment. 

  

Rising Oil and Gold Prices 

U.S. oil prices climbed 26% in the second quarter to end at just over $48 per 
barrel. Since the lows of mid-February, U.S. oil prices have rebounded 84% on supply 
disruptions and falling production. Current prices, at or around $50 a barrel, are still 
well below the $100+ pricing of just two years ago. 

  

What we are seeing clearly is North American supply is coming 
down. Among U.S. oil producers, some guys are circling the 
drain even at $50 oil. 

Will Nasgovitz, Heartland Advisors – WSJ 6/30/16 

  

Long considered a safe haven during times of economic stress, gold futures advanced 
7% for the quarter and are up 24% year-to-date. 

  

Where do we go from here? 

Prolonged central bank stimulus, investors’ desire for safety, and declining global 
growth could keep interest rates low for the immediate future. Weak business 
spending, very slow productivity growth, an aging population, and a world awash in 
debt… the backdrop for investment returns will certainly be challenging. 

  

Sluggish growth can become self-reinforcing. The U.S. and 
many other countries are coming to resemble Japan, whose 
floundering economy has resisted two decades of resuscitation 
efforts. 

Greg Ip – WSJ 6/16/16 

  

Domestic stocks have outperformed foreign investments, but valuations are getting 
stretched. Zero based interest rate policies (ZIRP) have helped to support current 
stock market valuations … but that is not sustainable. Also, up to this point, the U.S. 
has been the cleanest shirt in the hamper. Being globally diversified will offer a 
smoother ride and ultimately generate higher returns. 

  



Over the near-term, investor discipline could be challenged. Remember to control the 
things that you can control. Anticipate your needs, and provide for them well in 
advance. Don’t waste your time attempting to react to the markets. Instead, be 
constructive and update your financial planning framework.   

 
Longer-term opportunities will eventually develop. Playing a little defense now is 
probably a good idea. 
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