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As we look back on the first six months of the year, the one word that best describes market returns is “uncertainty”.  

Recalling the pain of January (the worst month of stocks since 2009), falling oil prices, economic worries out of 

China, a strong dollar and of course British voters decision to exit the European Union (EU), it seems surprising that 

stock market returns could have ended the second quarter on the plus side.   This letter will highlight a couple key 

market events of the quarter, what effect such events had on investment portfolios and what, if any, changes an 

investor might consider in light of these economic developments.  

 

The story of the second quarter was no doubt “Brexit”.  On June 23, England voted to leave the EU.  Largely 

unexpected, this outcome has a major impact on financial markets.  The unexpected “leave” vote caused a massive 

flight to quality to US and Japanese assets, primarily government bonds.  This was largely reflected in the weaker 

pound relative to the Japanese Yen and US Dollar.  In fact, the 10 Year US Treasury pre-Brexit (June 23) yielded 

1.74% but fell to 1.46% post-Brexit (June 27).  Many economists believe the ultimate damage to the US economy 

will be small as England will remain inside the EU for at least two years.  This will allow time to clear up some 

uncertainties between itself and its trading partners in the EU.   

 

The other event shaping markets has been the Federal Reserve’s reluctance to raise interest rates during such a 

volatile period.  After a weak jobs report in May in which only 11,000 non-farm jobs were created, and then the 

Brexit vote, the Fed remained cautious about the need to raise rates.  We will have to watch carefully as June’s job-

creation figures looked much rosier signifying that the economy is faring better than thought. The 10 year Treasury 

hit an all-time low of 1.37%, which helped to make corporate and government bonds one of the best performing 

asset classes of the year – bond prices rise as yields fall.   

 

The need to diversify asset classes (emerging markets, natural resources and high-yield bonds) continued to benefit 

diversified investment portfolios.  While the markets were initially shocked by the Brexit vote, investors were 

rewarded for staying invested as markets rebounded to all-time highs.   

 

In terms of equity returns for Q2, the S&P 500 index was +2.46%, S&P MidCap +3.99% and S&P SmallCap 

+3.48%.  The next strongest asset class was real estate as the SPDR Dow Jones REIT (RWR) was +5.35%.  

International equity returns lagged US equity returns.  The high volatility in stocks led investors to favor bonds as 

US investment grade corporates rose +3.7%, high-yield corporates grew +5.6% and 7-year US government bonds 

were up +2.7%.  Portfolios that were invested in a variety of fixed income asset classes benefited from that 

exposure, especially high-yield bonds. 
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Past performance is not a guarantee of future results. It is also important to note that one cannot invest directly into an index. Diversification 

cannot assure a profit or guarantee against a loss of value. 
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