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 Market Update 

 

After trading in a narrow 

range over much of the 

quarter, global stocks 

overcame a late-quarter sell-

off following UK’s decision to 

leave the Eurozone (“Brexit”) 

to finish slightly higher. 

 

 
The expected impact of Brexit caused international stocks to decline, yet this was 

more than offset by gains in U.S. and emerging markets. Amidst elevated 

volatility in June, investors’ demand for safe-haven assets drove up the prices of 

high quality bonds, leading to an increasing portion of global government bonds 

with negative yields (36%) and the lowest level for the 10-year U.S. treasury 

since 2012. Economic data showed the weakest first half of the year for GDP 

growth since 2011 and slowing employment gains, which coupled with 

uncertainty regarding Brexit, caused the Federal Reserve to leave rates 

unchanged, with the federal funds futures market now predicting only an 

approximately a 50% chance of an interest rate increase over the remainder of 

the year. 

 

 
Source: Callan. Past Performance is no indication of future results. You cannot invest directly in an index. Performance shown is for illustrative purposes only 
and not indicative of ORION account performance. See disclosures at the end of the piece for index definitions.  
 

Index Returns as of 6/30/2016

Asset Class Index Q2 YTD 1-Year 3-Year 5-Year 10-Year

Domestic Stocks Russell 3000 2.46 3.84 4.00 11.66 12.10 7.42

International Stocks MSCI EAFE -1.47 -4.43 -10.17 2.06 1.68 1.58

Emerging Market Stocks MSCI Emerging Markets 0.66 6.42 -12.05 -1.56 -3.78 3.54

Commodities Bloomberg Commodity 12.78 13.25 -13.32 -10.55 -10.82 -5.59

U.S. Bond Barclays US Aggregate 2.22 5.32 6.00 4.06 3.76 5.13

International Bonds Unhedged Barclays Global Aggregate x U.S. Unhedged 3.40 11.94 11.24 1.85 0.34 3.83

International Bonds Hedged Barclays Global Aggregate x U.S. Hedged 2.73 6.33 8.55 5.93 5.46 4.96

High Yield Bond Barclays High  Yield Index 5.52 9.05 1.60 4.18 5.86 7.56

Annualized
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Real GDP increased at a 1.2% annual rate in the second quarter, well below analysts’ expectations for a 
2.6% gain. The 1.0% average through the first two quarters of the year represents the weakest pace of 
growth in the first half of the year since 2011. The disappointing second quarter report was due to the 
third straight quarterly fall in business investment and declines in residential investment, inventories 
and government spending. Consumer spending, which represents around 70% of the economy, had its 
second largest gain since 2006.  Outside of the GDP report, monthly non-farm payrolls advanced an 
average of 147,000 in the second quarter, lower than the 229,000 average seen in 2015. While 
employment gains are slowing, job openings remain at an all-time high and wages had their largest 
year-over-year gain since 2009. The manufacturing sector, which has struggled due to low oil prices 
and a strong dollar, showed signs of stabilization, in our view, as ISM’s manufacturing sector survey 
rose to its highest reading since February of 2015.  
 
A healthy labor market offsetting poor business investment – While hiring is slowing, wage gains are at post-crisis highs, 
helping to support consumer spending and offset weakness in business investment. 
 

 
Source: Federal Reserve Bank of St. Louis  

 
After an uneventful first two months, global stocks overcame losses following the Brexit vote to finish 
with a slight gain for the quarter. In examining returns by region, U.S. and emerging markets stocks 
finished modestly higher, while international developed markets were unable to recover losses post-
Brexit losses. International returns were weighed down by financials, the worst performing global 
sector, which was hurt by falling rates and uncertainty surrounding if UK headquartered firms will 
continue to be able to sell their services in the EU following Brexit. Energy was the best performing 
sector, driven by a $10 increase in oil, while the utilities and telecommunications sectors also 
generated strong gains as investors demanded their attractive dividends given the low level of bond 
yields. After years of underperformance, value stocks outperformed their growth counterparts for the 
second straight quarter, while small-caps outgained large-capitalization issues. 
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The late-quarter rally continued into July, leading the S&P 500 to break its prior high established in 
May 2015.  Markets have been able to overcome four consecutive quarterly declines in earnings, 
partially due to the attractive yields of equities when compared to bonds. Given this dynamic, investors 
have turned to stocks for income, driving valuations in high yielding sectors to the top of their historic 
ranges. Despite the S&P reaching new highs, market sentiment remains far from the euphoric levels 
that typically precede bear markets as cash held by mutual funds is at its highest level since 2001 and 
$85 billion has flown out of U.S. equity funds year-to-date. Looking forward, most analysts predict 
earnings will return to growth later this year, yet gains in profits will have to overcome falling margins, 
which are being compressed by rising labor costs. A failure of earnings growth to materialize would 
threaten stocks’ ability to maintain gains they’ve secured year-to-date.  
 
Domestic stocks break to new high in cautious rally – In July, stocks have rallied to break through their prior high reached 
in May, 2015, despite falling earnings and narrowing profit margins. Equities continue to find support from low bond yields, 
which has driven demand for high yielding, lower risk areas of the market that are often consider proxies for bonds. 
 

 
 

 
Sources: Federal Reserve Bank of St. Louis, Fidelity, Northern Trust, & J.P Morgan. Shown for illustrative purposes only, you cannot invest 
directly in an index. Past Performance is no indication of future results.  
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Fixed income returns were positive across sectors for the second straight quarter. The 10-year U.S. 
treasury yield fell from 1.78% to 1.49%, leading to a 2.9% gain for the Barclays Aggregate, as a weak 
employment report in May and Brexit pushed out expectations for the next interest rate increase. 
Given the fall in yields, the 10-year U.S. treasury now trades with its narrowest yield spread over 2-year 
treasury since 2008 and with a negative yield when accounting for core inflation. The expectation that 
a rate increase is off the table in the near-term caused the dollar to weaken and led international 
bonds to outperform their domestic counterparts, with the strongest returns coming from emerging 
markets. After hitting a low on February 11th, high yield returned 15% through quarter-end, resulting in 
a 5.5% return for the quarter. Given the significant exposure of high yield debt to the energy sector, 
the increase in oil to $47 per barrel from its intra-year low of $26 in mid-February has been the catalyst 
for the recovery, with spreads now sitting at their lowest levels since last August.  
 
At its June meeting, the Federal Reserve decided to keep rates unchanged given a surprisingly weak 
labor report in May and uncertainty leading up to the Brexit vote. The Fed now projects two 25 basis 
point increases in the Federal Funds rate over the remainder of the year, a stark contrast to the federal 
funds futures market, which is implying only a 50% probability of a rate hike in 2016. Outside the U.S., 
monetary policies continue to become increasingly accommodative; six central banks now hold their 
key rate below zero, the European Central Bank began a program of corporate bond purchases on June 
5th, and it’s now speculated that the Bank of Japan will embark on a program of fiscal spending 
financed by an increase in the money supply, also known as “helicopter money.” While central banks 
continue to push the limits of monetary policy, the negative interest rate policies employed by Bank of 
Japan and European Central Bank appear to be a failed experiment as their respective equity markets 
have seen declines, while their currencies have appreciated. The greatest impact of these 
extraordinary monetary policies can be seen in fixed income markets, where now 74% of global 
developed market government debt sits with a yield below 1%, which has created demand for the 
relatively attractive level of U.S. treasuries yields, despite near all-time lows. 
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In a low yield world U.S. treasuries look attractive – Amidst accommodative monetary policies globally, developed market 
government bond yields continue to fall to historic lows. Despite U.S. treasury yields sitting near all-time lows, demand 
remains strong given the attractiveness of its yield relative to the global opportunity set.  
 

 

  
Source: J.P. Morgan & Charles Schwab 

 

Now over a month past Brexit, the largest financial market impact can been seen in lower bond yields 

and the decline in the British pound to a 31-year low, as most major equity markets have recovered 

losses. The near-term economic impact will play out over the coming months, yet there are already 

signs that  the uncertain future of the UK is leading to less business investment. The long-term 

consequences of the vote will be determined by the deal Britain strikes with the EU once Article 50 of 

the Lisbon Treaty is invoked. Outside the UK, the risk remains that the populist, anti-globalization 

sentiment that manifested itself through the Brexit vote will gain momentum. Looking forward we 

continue to monitor potentially de-stabalizing upcoming events in the EU including: an Italian 

referendum on constitutional reform in October ’16 and elections next year in  Italy, the Netherlands, 

France and Germany.  

 
Source: Schroders. Past Performance is no indication of future results. You cannot invest directly in an index. 
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Disclosures & Definitions 

 

Opinions expressed are as of the date published and are subject to change. Published: [8/2/2016] 

 

1. In a rising rate environment, the value of fixed-income securities generally declines. 

2. Investments in international and emerging markets securities include exposures to risks such as currency fluctuations, 

foreign taxes and regulations, and the potential for illiquid markets and political instability.  

3. Any commodity purchase represents a transaction in a non-income-producing asset and is highly speculative. 

Therefore, commodities should not represent a significant portion of an individual’s portfolio.  

4. Small, mid- and micro-cap companies carry additional risk as a result of limited resources or less diverse products or 

services and have therefore historically been more volatile than the stocks of larger, more established companies 

5. High-yield securities are subject to greater risk of loss of principal and interest, including default risk, than higher-rated 

securities. 

 

Russell 3000 Index 
A market capitalization weighted equity index maintained by the Russell Investment Group that seeks to be a benchmark of 
the entire U.S. stock market. More specifically, this index encompasses the 3,000 largest U.S.-traded stocks, in which the 
underlying companies are all incorporated in the U.S. 
 
S&P 500 
The S&P 500® represents large-cap U.S. equities, including 500 companies which capture approximately 80% of the 
available market capitalization in the U.S. 
 
FTSE 100 
The FTSE 100 index is a market-capitalization weighted index of the 100 largest companies traded on the London Stock 
Exchange. 
 
Euro Stoxx 50 
The Euro Stoxx 50 is an equity index that provides blue-chip representation of supersector leaders in the Eurozone. The 
index covers the 50 largest supersector leaders in the Eurozone in terms of free-float market capitalization.  
 
MSCI EAFE 
The MSCI EAFE Index is an equity index which captures large and mid cap representation across Developed Markets 
countries* around the world, excluding the US and Canada. With 928 constituents, the index covers approximately 85% of 
the free float-adjusted market capitalization in each country. 
 
MSCI Emerging Markets 
The MSCI Emerging Markets Index captures large and mid cap representation across 23 Emerging Markets (EM) countries*. 
With 837 constituents, the index covers approximately 85% of the free float-adjusted market capitalization in each country. 
 
Dow Jones-UBS Commodity Index 
The goal of the Dow Jones-UBS Commodity Index is to provide a diversified representation of the commodity markets. The 
index components consist of exchange traded futures on physical commodities, and currently represents 20 commodities 
individually weighted to account for each markets economic significance and market liquidity. 
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Barclays Global Aggregate ex-U.S. Index 
The index is designed to measure the universe of global non-U.S. dollar-denominated government, government agency, 
corporate, and securitized investment-grade fixed-income investments. 
 
Barclays Global Aggregate ex-U.S. Index (Hedged) 
The index is designed to measure the universe of global non-U.S. dollar-denominated government, government agency, 
corporate, and securitized investment-grade fixed-income investments. Currency exposure is hedged by to the U.S. dollar.  
 
Barclays High Yield Index 
The index is representative of the universe of fixed-rate, non-investment grade debt. 
 
Barclays Capital Aggregate Bond Index 

Comprised of approximately 6,000 publicly traded bonds with an approximate average maturity of 10 years.  

 

MSCI ACWI IMI 

The MSCI ACWI Investable Market Index (IMI) captures large, mid, and small cap representation across 23 Developed 

Markets and 23 Emerging Markets. With 8,588 constituents, the index is comprehensive, covering approximately 99% of 

the global equity investment opportunity 

 

 

 

 


