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VIEWPOINTS 

 

 2
ND

 QUARTER 2016                               ADVISORY NEWSLETTER  

 

MARKET COMMENTARY                                     FREDRIC W. WILLIAMS 
 

Ruh Roh… 
 

The collective groan from the British Isles the morning of the last Friday in June was almost 

palpable – somewhat akin to the dog chasing the proverbial car tire, finally catching it and 

looking up as if to say “Now what do I do?” Both sides of the non-binding referendum were 

equally ill-prepared for the outcome, and all parties involved were unable to offer any 

intelligible commentary other than to channel their most perplexed iteration of Scooby Doo’s 

universally mispronounced indication of trouble in the offing. Almost in unison, as if they 

sensed water starting to creep into the bilge, leaders on both sides – from Cameron on the 

Remain side to Boris and Farage on the Leave side – were bailing out, tendering their 

resignations or pulling their names from consideration for the role as Prime Minister. 

Apparently the last minute recognition that one of Brexit’s unintended consequences was 

going to be additional economic ballast proved unpalatable to some of the career politicians.   

 

Not surprisingly one of the components of this populist uprising had been framed by the 

Brexiteers as a fundamental distrust of the “elite” bureaucrats, whether they be in Brussels or 

Westminster. So it was only somewhat ironic that the morning after the ballot the Leave 

campaign commenced its “walk of shame”, admitting that the “savings” from not paying the 

EU dues was maybe only half what they promoted, wouldn’t necessarily end up in the UK 

hospital system they used as a poster child during the campaign, and might not quite offset 

the costs associated with going it alone outside of Europe’s unified trading block – the 

world’s largest. 

 

Although definitely not a partisan discussion in any way, it’s instructive to view the UK 

referendum as a potential “canary in the mine” reflective of concerns elsewhere on the planet 

(including right here in the old U.S. of A.) given the extrapolations to investor behavior that 

can be inferred from this particular mindset.  There’s a global disquiet in the populace that 

has been stewing since The Great Recession, one that politicians world-wide have been 

capitalizing on, from Europe to Australia and to North America. Rather than get mired in the 

adamant exhortations of political extremists attempting to promote their causative 
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perspectives, suffice it to say that the world’s uneven recovery has been used to promote 

xenophobic solutions as the cure. 

 

The fact is that we live in an increasingly interconnected world – a reality that can’t be 

reversed despite the belief by some that we can roll back the advances that have promoted 

our global community and find ourselves somehow better off in an insulated version of “the 

old days”. The globalization genie is out of the bottle and has no intention of willingly 

returning to those tiny confines. The political pundits attempted to promote their perspective 

as a solution to the fear of failure when competing in a global economy – something which 

fractured voter demography along age and educational lines. A majority of voters (61%) over 

65 chose to leave, while the vast majority of those under 30 (75% - as well as a plurality of 

all Scots and Northern Irelanders casting ballots) elected to remain. 

 

In true European Union fashion, a fed-up millennial Londoner named Nicolas, living and 

working in Florence, wrote an insightful comment on the Financial Times web site the 

morning after the vote...with perhaps interesting parallels to developments in the US: 

 
"A quick note on the first three tragedies. Firstly, it was the working classes who 

voted for us to leave because they were economically disregarded, and it is they who will 

suffer the most in the short term. They have merely swapped one distant and unreachable 

elite for another. Secondly, the younger generation has lost the right to live and work in 27 

other countries. We will never know the full extent of the lost opportunities, friendships, 

marriages and experiences we will be denied. Freedom of movement was taken away by 

our parents, uncles, and grandparents in a parting blow to a generation that was already 

drowning in the debts of our predecessors. Thirdly and perhaps most significantly, we now 

live in a post-factual democracy. When the facts met the myths they were as useless as 

bullets bouncing off the bodies of aliens in a HG Wells novel. When Michael Gove said, 

'The British people are sick of experts,' he was right. But can anybody tell me the last time 

a prevailing culture of anti-intellectualism has led to anything other than bigotry?"  

 

The only “good news” from this is that ultimate resolution may be a ways away – although 

that in and of itself will have an adverse impact. Uncertainty in our collective global psyche 

continues to weigh down both global growth (tepid consumer demand) and investor appetite 

for risk given these political dynamics and their resulting economic uncertainty.  

 

As discussed last quarter, there was an ongoing migration away from last year’s FANG-a-

thon type holdings, as “value” continued to beat “growth” during Q2, again reflecting the 

desire for less perceived portfolio risk. For the March through June time period the S&P 500 

Value Index was up 4.31%, while the S&P 500 Growth index climbed only 1.23%, lagging 

the overall market as is seen in the table at the end of our Capital Markets overview. 

 
“Nonetheless, betting against value for the long haul may be pushing your luck. 

When we look at trailing 15-year results, the leadership changes and iShares Russell 1000 

Value has a slight edge over its growth counterpart: 6.4% vs. 5.7% in annualized terms. 

The Russell indexes confirm the longer-run edge for value. A $1 investment in the 

Russell 1000 Value at the end 1994 would be worth roughly $6.5 as of yesterday—a tidy 

premium over the $5.5 for the same investment in the Russell 1000 Growth. 
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The value factor in US equities, in other words, appears to be intact. The price tag 

for tapping into this premium: periods of underperformance, sometimes lasting years. 

The question is whether the value premium is again poised to deliver comparatively 

stronger results over growth? The case for answering “yes” looks a bit more compelling at 

the mid-point in the summer of 2016.”  - The Capital Spectator  7/13/16 

 

Given the geo-political developments that we see continuing to unfold, we feel our focus on 

low relative valuation ratios, and sustainable dividend cash flows, will offer attractive 

opportunities both domestically and overseas for patient longer term investors. 

 

CAPITAL MARKETS OVERVIEW_____________________                      ___________________ 
 

The British Are Leaving, The British Are Leaving!..                                 Ben Daigle 

 

For the quarter, U.S. stocks continued their recovery off the February lows with the S&P 500 

closing at 2098 and the Dow Jones Industrials average closing at 17,929, up 2.46% and 

2.07%, respectively. With that said, the recent climb in the markets hasn’t been easy,  as 

increased volatility and a further drop in bond yields, was induced by the uncertainty of the 

late June “Brexit” referendum.  This coupled with the Fed’s wait and see mentality on 

interest rates and an expectation of easier monetary policy around the globe produced a 

sovereign-bond rally that pushed over a third of all government bonds into negative-yield 

territory.  This means that in many areas of the developed world, you have to pay someone to 

borrow your money.  

 

As the world waited for the “Brexit” vote, the US markets were stabilized by a perception of 

a steadying global economy which helped previously beaten down commodities bounce back 

in Q2 and resulted in the US Energy sector leading the way. Also, as interest rates continued 

to decrease around the global, the higher dividend yielding sectors, i.e. REITs, telecom, 

utilities and consumer staples, benefited because a premium was being placed on their ability 

to generate higher income in relation to bonds. This shift was seen as a move towards safety 

which in turn caused the more cyclical sectors, i.e. technology and consumer discretionary, to 

lag for the quarter.  

 

On the International side, developed markets generated mixed performance during the second 

quarter with all eyes and markets focusing on the “Brexit” and what it would mean for the 

future of the European Union. The initial shock of the referendum vote resulted in two days 

of selling, with the MSCI EAFE Index down - 9.85%, before bouncing back to end the 

quarter, only down -1.46%. The quick recovery was attributed to a realization that the 

European Union would survive (albeit with probable policy changes) and that the U.K. exit 

wouldn’t be immediate, possibly taking up to two years to complete the separation 

negotiations.  

 

Meanwhile, the Emerging markets advanced for the quarter helped by the surge in oil and 

commodity prices which supported many of the EM energy exporting and resource-driven 

economies.  Also, with the expectation that the U.S. Federal Reserve would delay its 

monetary tightening cycle, Emerging Markets were the beneficiary of a movement into risker 

asset with more attractive long-term valuations. 
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The U.S bond market posted its second straight quarter of positive returns, as interest rates 

fell and credit spreads tightened moving bond prices higher. The increased uncertainties 

around the globe caused a flight to safety and pushed the U.S. Treasury yield from 1.78% at 

the start of the quarter to 1.49% by quarter end. Still given that Central Banks outside the 

U.S. are committed to further monetary easing the low rates here in the U.S. are attractive on 

a risk adjusted basis. On a positive note, the downward pressure on bond yields continues to 

support corporate balance sheets as their debt servicing costs remain low when compared to 

future earnings expectations.  

 

While none of these uncertainties will likely be resolved in the near future, it’s important to 

remain in a well-diversified portfolio that will help you remain focused on the best path to 

achieving your long-term financial goals despite some short-term volatility. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

FIDUCIARY CORNER                                 STEPHEN L. EDDY  
 

The DOL’s Final Fiduciary Regulation, Part 2 

 

On April 6, 2016 the Department of Labor (DOL) released the Final Fiduciary Regulation 

Package.  In our previous newsletter, I covered a brief history of fiduciary regulation and a 

general overview of the new rules (click here to open).  Essentially, anyone who works with 

retirement assets (plans, IRA’s, rollovers) is likely to be considered a fiduciary and required 

to act in the best interest of their clients, with particular emphasis on plan distributions to an 

IRA rollover, reasonable compensation and insurance products. 

  

Three types of advisers who deal with retirement plans and IRA’s will be impacted in 

different ways: 

 

 Insurance Agents.  Probably the hardest hit group by the new regulations, so much so that 

they have sued the government to stop the rule from going into effect.  Variable annuities, 

industry compensation methods, reasonableness of fees, disclosures and being an ERISA 

fiduciary all come under the microscope. 

Index Returns 
   

Equities 

Percentage 

Change for the 

2nd  Quarter 
Percentage Change 

for the Year 
Annualized 10-

Year Returns 
S&P 500 2.46% 3.84% 7.42% 

Bloomberg Commodity Index 12.87% 13.25% -5.59% 

MSCI EAFE* -1.62% -4.42% 1.58% 

MSCI EM* 0.66% 6.41% 3.54% 

FTSE NAREIT Equity REIT 

Index 6.96% 13.38% 7.45% 

Fixed Income 

   Barclays Aggregate 2.21% 5.31% 5.13% 

Barclays U.S. Treasuries 2.10% 5.37% 4.86% 
 

Source: BlackRock, Bloomberg, FTSE™, NAREIT®. 

*Returns are calculated with net dividends in USD 
Index returns are for illustrative purposes only and do not represent actual performance of any investment. Index performance returns 

do not reflect any management fees, transaction costs or expenses. Indexes are unmanaged and one cannot invest directly in an index. 

Past performance does not guarantee future results. 
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 Brokers/Broker-Dealer Affiliations.  As with insurance agents, brokers providing advice to 

IRA owners will need to provide additional disclosures to clients and will be required to act 

as a fiduciary under ERISA, something that virtually across their industry, they have 

assiduously avoided. 

 

 Registered Investment Advisors (RIA).  RIA-only firms that have operated in a fiduciary 

capacity will see little change, operating in a normal course of business.  They will however 

be required to contractually disclose to clients, if not already doing so, that they will act in a 

client’s best interest particularly as it affects distribution to and management of IRA 

rollovers.  

 

One part of this directional change is noted by Drinker Biddle ERISA attorney Fred Reish in 

his June 21, 2016 blog posting:  “a recommendation to a participant to take a distribution and 

rollover to an IRA will be a fiduciary act. It doesn’t matter if the adviser has a pre-existing 

relationship with the plan or the participant, or not.”  Under the new rule, any 

recommendation by an adviser regarding a participant distribution from a retirement plan 

needs to be made with the participant’s best interest in mind.  The fiduciary standard will 

apply to the transaction and the adviser will have to confirm it. 

 

A major component of the new rule that focuses on disclosure is the Best Interest Contract 

Exemption (BICE) that advisers will have to provide to IRA rollover clients.  The BICE is a 

contract agreement between the financial institution (broker-dealer, insurance company) and 

the IRA owner, signed by both parties (yet another form).  Among other things it needs to 

show that the adviser compensation is reasonable (and benchmarked) and cannot be in the 

form of incentive-based comp (commissions, trips, etc.) as these would indicate a conflict of 

interest.  “Level fee” fiduciaries (those that receive ONLY an advisory fee and no 

commissions, revenue sharing fees, etc,) like RIA’s have a special exemption for this which 

includes several requirements to meet, most noticeably documentation of the specific reasons 

that the rollover is in the client’s best interest (my underlines in the following DOL 

preamble):  

 

“In the case of a recommendation to roll over from an ERISA Plan to an IRA, the Financial 

Institution [e.g., the RIA firm] documents the specific reason or reasons why the 

recommendation was considered to be in the Best Interest of the Retirement Investor. This 

documentation must include consideration of the Retirement Investor’s alternatives to a 

rollover, including leaving the money in his or her current employer’s Plan, if permitted, and 

must take into account the fees and expenses associated with both the Plan and the IRA; 

whether the employer pays for some or all of the plan’s administrative expenses; and the 

different levels of services and investments available under each option; . . .” 
 

So, similar to how OPA consults as a fiduciary for retirement plans, the same type of analysis 

and monitoring will apply to the exemption for IRA rollover clients that want us to manage 

the money.  Stay tuned. 
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PLANNING CONCEPTS         ___________________________________           _____________    
 

Insurance and Cyber Bullying                         Tracy Rogers 
 

While normally in this section we would be discussing a financial planning topic or strategy, 

today we are going elsewhere.  After a recent phone call it prompted me to look at something 

personally and thought it may be good for others as well.  A client called asking if we should 

look at protecting assets due to the fact one of her children may have acted as a cyber bully.   

To say this would be out of the norm for this family would be an understatement.  While 

what was sent was thought to be innocuous, the receiver’s parents did not see it that way.   

As litigious as society is these days the client was in a panic to say the least.  Needless to say 

the first two things I asked were, “did you speak to an attorney and do you have an umbrella 

policy?” When the client did not know if she had an umbrella policy it made me think of two 

things on my end.  Should I be asking about umbrella polices from a planning standpoint and 

does my policy cover cyberbullying?   
    
Policy language 
 

The insurance industry has been wrestling with this for a while now.  Your homeowner’s 

coverage may or may not cover you against this.  Some polices limit the age up to 14 for 

coverage.   Some polices cover only bodily harm and not mental which is the majority of 

cyber bullying suits.  In the umbrella policy arena or personal liability it has evolved as well.  

In 2011 the American Association of Insurance Services (AAIS) has “cyberbullying” as an 

excluded offense.  The AAIS provides standard policy forms to over 700 insurance 

companies.  AAIS introduced the exclusion in response to reports of suicides by teens who 

were victimized by cyberbullying.  A second industry group, the Insurance Services Office 

(ISO), has taken a different route.  This standardized form supplying company has an 

endorsement that would “generally provide personal injury coverage to an insured with 

respect to personal injury arising from specified offenses including oral or written 

publication, in any manner, of material that slanders or libels a person, disparages a person’s 

good, products or services, or violates a person’s right of privacy.” Insurance companies have 

rolled out endorsements to homeowners and umbrella polices to cover this.  Recently Chubb 

insurance, one of the largest insurers in the world came out with a cyberbullying insurance 

endorsement.  The industry is trying to mitigate its risks by either excluding or adding cost 

for endorsements.   
 

Statistics 
 

In a 2011 CDC nationwide survey, 16% of high school students reported they were bullied 

electronically in the prior twelve months.   Other studies have indicated that over 40% of 

teens using social media have been cyberbullying victims.   

  

Ironically, my umbrella policy is written on the aforementioned ISO form.  However my 

form is from 2006 and does not show that coverage.  I have already stared to look for an 

umbrella policy that covers this.   Social media is the norm.  Everyone has a camera.  Most 

everyone has the ability to write or post something positive or negative about someone or 

some place.  Even “Yelpers” have been sued for negative reviews!   While we think an 
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umbrella policy is something most everyone should carry, now may be a good time to see 

what exactly yours covers in this area if it is a concern.   

 

INSIDE THE MARKETS                        FRANCIS J. DAVIES, III  
 

Voters across the UK went to the polls on June 23 to decide whether their country should 

leave the European Union. It was 9 PM in Britain as the New York stock markets closed with 

a sudden burst of buying. Late gains pushed the Dow Jones up 230 points and NASDAQ 77 

and gave the appearance that someone had exit polling showing a defeat for Brexit. The error 

of this buying simply reinforced the shock felt at the referendum voting results.  

 

The “Vote Leave” campaign was termed Brexit; an awkward combination of Britain and 

Exit. This silly name was the source of weak attempts at black humor on June 24 as global 

markets plunged. Stocks were suffering from a "Brexistential crisis", "Eurosis" or perhaps 

"post-referendum stress". The consequences of an historic rejection of Europe’s economic 

and political order are impossible to pinpoint yet. Clearly, it will not help Britain's economy 

to lose unfettered access to its biggest trading partner.  

 

A recession in the UK is possible. The first economic indicator to be impacted by the election 

was a business activity index released about a month afterward. It had the biggest drop in its 

20-year history. It indicated that the British economy was contracting at a rate not seen since 

the financial crisis. Brexit has created a great deal of uncertainty. Markets hate uncertainty as 

does business. The lack of direction has damaged the British reputation for dependability; 

personified by characters like the stodgy George Banks in Mary Poppins; stiff upper lip; 

everything ship shape. With strong regulatory oversight and government, the business 

environment held no surprises. Political maneuvering in the UK after the vote has provided 

entertainment but has not inspired any confidence. 

 

The voting results exposed the deep fault lines in the British population. Older voters 

believed the promises made by pro Brexit groups, led by the UK Independence Party (UKIP). 

Billboards claimed the UK sent the EU £350 million a week and leaving the EU would allow 

that money to go instead to the National Health system. Immigration control would be easier 

outside the EU. The UKIP drove home the point with a poster showing a huge line of Syrian 

refugees, implying they were swarming Britain. After celebrating victory, the “Vote Leave” 

side reconsidered these vows. On Friday morning the first to go was the idea of freeing up 

£350 million a week. Speaking to the BBC that evening, one of the prime movers behind 

Brexit told the BBC that immigration would not be reduced. The exasperated interview 

asked, “Why didn’t you say this in the campaign?” 

  

Younger voters saw a future without the freedom to travel and work anywhere within 

Europe. Looking toward the future, they voted to stay in the EU. Foreigners living in Britain 

do not know whether they are welcome to stay; expats living in Europe are doing the same. 

 

The UKIP had promised that Prime Minister David Cameron would remain in office. He 

resigned immediately. Microphones overheard him whistling as he walked from the podium. 

The new Prime Minister by default, Theresa May, inherited the mess. Under the terms of 

Brexit, her first call should have been to Brussels to notify the EU that Britain intended to 
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leave. Instead, one of her first acts as Prime Minister was to declare that the process would 

not begin before 2017.  

 

Mrs. May has no desire to begin the prolonged exit battle that will result in losing access to 

the EU market. The EU arrangement is similar to the US, with the member countries acting 

as individual states. Member country economies integrate into a marketplace with 500 

million customers. Shared regulations and trade agreements created a single market that 

allows people and goods to move among the countries. It created a connection between 

Britain and the continent was stronger than any bridge or tunnel. 

 

Once the UK begins the exit process, they will have two years to negotiate new agreements 

with each member country of the EU. These would include trade, tariffs, agriculture, 

immigration and many other weighty matters. Unfortunately, this will not be an amicable 

split. The EU needs to discourage any other country from deciding they also wish to leave. 

They will send that message by making the exit terms as painful as possible for the UK.  

 

The EU is Britain’s largest trading partner but that will change. Separate agreements for each 

EU member will complicate trade within the continent. As Britain’s regulations start to 

diverge from the EU (self-regulation was a big selling point of Brexit), the cost of trade will 

increase and volume will decline. 

 

Its stable business environment helped Britain to become the gateway to Europe and London 

to act as the de facto financial capital of Europe. Global firms such as Caterpillar, Fujitsu and 

Nissan built factories and subsidiaries in the UK because of its direct access to the large EU 

marketplace. Many businesses chose to locate European headquarters in the UK so they 

could oversee both UK and European operations from one office.  

 

It is expensive and unwieldly to move corporations, so sudden, drastic changes are unlikely. 

But companies may decide to put their European headquarters within Europe. This might 

cost the UK jobs and direct foreign investment. London could lose jobs if financial firms 

decide the need a greater local presence in Europe. Government offers of tax incentives or 

direct subsidies could start a bit of a bidding war if Frankfurt, Paris or Brussels tries to lure a 

few banks or brokerages. Much like the US, Britain relies on the financial and service sectors 

to provide employment. Britain has a mature economy without much manufacturing 

remaining. Plants and factories moved to developing nations. A first world nation cannot 

compete with cheap labor, weak regulations on workplace safety and lack of environmental 

oversight. 

 

The wildcard in the wake of Brexit is the stability of the UK. Parts of the kingdom have 

strong ties to Europe. In London, 60% of voters wanted to stay in the EU. Northern Ireland 

had 56% chose the EU. Strongest support for maintaining the connection to Europe was in 

Scotland where 62% voted to remain. Membership in the EU factored in the defeat of the 

Scottish Independence referendum in 2014. If Brexit moves forward, Nicola Sturgeon, chief 

of the Scotland National Party, might have another try at getting Scotland out of the UK.  

 

 The repercussions of the British vote to leave the EU will gain definition once negotiations 

begin. Voters chose to seek “independence” for Britain outside of the EU. An emotional 
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choice since, as many have noted, the UK is a sovereign nation. As election night grew later 

and the outcome began to sink in, the leading searches in the UK were “What is the EU?” 

and “What is Brexit?” The EU was not working for many in Britain and changes were 

needed. Based on educated judgement. An informed electorate is the foundation of a 

Democracy. 

 

OPA NEWS & COMMUNITY EVENTS         

 

 FRED WILLIAMS – Was recently asked to join the Board of Trustees for Bay Chamber 

Concerts and Music School ( http://www.baychamberconcerts.org/ ), based in Rockport, Maine. 

Founded more than 55 years ago, their mission is to enrich the lives of people in the Maine 

community through high-quality concert programs, music education and community 

engagement. With a two-pronged approach to promoting excellence in the performing arts—

through education and live music programming—Bay Chamber Concerts and Music School 

connects a wide range of audiences and ages to some of the most vibrant music and 

musicians in the world. 

 

SAVE THE DATES: 

 

 On Sunday August 7
th

 at 5:00 PM Old Port Advisors will be joining the list of 

downtown Portland businesses in supporting a four-year outreach effort of The First Parish 

Unitarian Universalist Church of Portland. First Parish volunteers prepare and serve a free 

monthly meal to about 40 people in Portland’s downtown community in their location at 425 

Congress Street. The nutritious meals provide an opportunity to share a meal with others 

rather than eating alone, and help participants stretch their food dollars. Old Port Advisors 

will be sponsoring the annual summer cookout in the First Parish’s garden on August 7
th

. 
 

 Maine Preservation’s 6
th

 Annual Gala – Will be held Thursday September 8
th

 , 

starting at 6:00 PM, at Thompson’s Point in Portland. OPA will be one of the lead sponsors 

for the event which supports the organization’s mission to promote and preserve historic 

places, buildings, downtowns and neighborhoods, strengthening the cultural and economic 

vitality of Maine communities.  Tickets and additional information can be found at 

http://mainepreservation.org/ . 

 

Also, please feel free to visit our new website (www.oldportadvisors.com) as we continue 

our rebranding efforts and build out more of our online capabilities. 

Old Port Advisors was founded more than 22 years ago as Investment Management & 

Consulting Group (IMCG), with a vision to create a boutique independent investment 

management firm centered on the best interests of our clients. Our principles were simple 

and still ground us today: a values-driven, personalized, collaborative, and strategic 

approach to investing, wealth management, and fiduciary consulting. We changed our 

name to embark on the next 20 years, but our leadership and our calling remain. We’re 

excited to build on our past experience and success to deliver on our promise of building a 

secure future for our clients. 
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