
 

 

 

Recap of Q 2 2016 Markets and Economy 

As we discussed in our Special Market Update earlier this month on the impact of “Brexit”, the UK vote to 

leave the European Union surprised the markets creating a rise in uncertainty which increased volatility in 

equity markets and pushed bond yields lower toward the end of the second quarter of 2016.   

By the end of the quarter though, the S&P 500 had recovered and continued its rebound (since the market low 

in February 2016). The rebound has been largely driven by multiple expansion, the willingness to pay more for 

a dollar of earnings, not on improved corporate profits. Valuations are near their long-term average (see chart 

below).  However, utilities and consumer staple valuations are expensive since investors have turned to these 

higher dividend paying stocks as an alternative to fixed income. As mentioned, U.S. corporate profits have been 

weak. This is due to a stronger U.S. dollar and lower energy prices which have weighed on the revenues and 

earnings of global multi-national corporations and energy companies since the end of 2014. (JP Morgan, Guide 

to the Markets).  
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The Federal Reserve opted to maintain the fed funds target rate in a range of 0.25% to 0.50% at its June 

meeting.  European Central Bank President Mario Draghi assured markets that the ECB is “ready for all 

contingencies,” fueling speculation of further rate cuts and an expansion of the bank’s bond-buying program.  

The yield on Germany’s benchmark 10-year note moved into negative territory for the first time in history, 

ending the quarter at −0.13%. In the muni market, technical and fundamental factors continued to show 

strength, as the supply of new issuance remains below demand and tax revenue growth remains broad based. 

(Fidelity Viewpoints) 

After the surprising Brexit vote, US 10 year 

Treasury rates dropped back down to near 

historic lows, ending the quarter at 1.49%, 

causing a further flattening of the yield 

curve. Foreign private buyers are a large 

constituency in US corporate bond 

ownership, and as the recent flows data 

shows, they have been actively buying U.S. 

corporate bonds, helping push corporate 

yields lower as well. 

 

Source: FRB 

 

The U.S. economy continues to face low odds of a recession in 2016. Many of the June economic indicators, 

including some leading indicators, came in better than expected. This has been the slowest US economic 

expansion since World War II, but it is now the fourth longest in 116 years and is still continuing.   

Housing continues to be a relative bright spot in the economy indicating better confidence among consumers as 

well as buyers taking advantage of low interest rates.  Housing starts rose a solid 4.4%, while building permits 

advanced by 1.5% (Schwab Liz Ann Sounders). Most consumer debt is fixed rate mortgage debt. Therefore, 

even when rates do start to rise, interest income should increase more than interest expense, another positive for 

the consumer. 

Retail sales were stronger than expected in April and May, but several retailers, including Macy’s and Target, 

fell short of sales forecasts. 
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Some inflation measurements are starting to show signs of increases with wage growth accelerating and June 

Producer Price Index (PPI) surprising on the upside, rising 0.4% month-over-month. Most believe the risk of an 

actual inflation problem remains low at this point however. 

Global economic growth remains sluggish, in spite of $1.3 trillion in assets the Fed, the European Central Bank 

(ECB), the Bank of Japan (BoJ), and the Peoples Bank of China (PBoC) have added to their balance sheets over 

the past 12 months through May (Yardeni Research). 

European growth has been slow to pick up. 

Despite this, European banks’ improving 

health helps reduce drags, while easy 

monetary policy, a weak Euro and low oil 

prices are supportive of European businesses 

and the consumer. While Brexit has been a 

clear disruption, economic fallout for 

continental Europe is likely to be 

manageable. (JP Morgan, Guide to the 

Markets). Strong loan demand is key to the 

continued recovery of the European 

economy and as you can see in the chart to 

the right, the region has been able to 

maintain demand.  If the European economy 

can continue on its expansionary path, paired 

with relatively uninterrupted growth, 

European equities should begin to catch up 

with US Markets.  

  

Japan slipped into a mild contraction as a stronger yen pressured exports.  The Bank of Japan’s mid-June 

decision to keep its monetary stimulus plan steady caused a steep selloff in Japanese stocks and pushed the yen 

to its highest point against the dollar in almost two years. China’s economy still faces massive industrial 

overcapacity and an overleveraged corporate sector, but the policy emphasis on stability and fiscal stimulus 

makes a near-term stabilization the most likely scenario (Fidelity Viewpoints). Brazil rallied 13.9% as the 

Markit Services PMI climbed to 41.4 from 37.3. 
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Oil prices began a solid rise at the start of April on hopes that major oil producers might agree to a round of 

production cuts, or at least freezes. While Russia, Saudi Arabia, and other exporters failed to reach an 

agreement at a meeting on April 17, hopes that a future agreement might be in the works and a recent falling 

U.S. dollar (oil is priced in dollars) helped crude prices and oil stocks continue their ascent through much of the 

rest of the quarter (T Rowe Price – Markets & Economy). Crude oil futures gained more than 25% over the 

quarter, ending June above $48 a barrel.  

Outlook 2016 

With markets back around fair value, earnings growth will need to materialize in order for stock prices to push 

higher. If oil prices and the dollar continue to stabilize, lower expectations may provide an opportunity for 

earnings to surprise to the upside. The aftermath of Brexit, along with the highly contentious presidential 

election, are likely to bring continued bouts of volatility and uncertainty (Schwab, Liz Ann Sounders). 

Whether or not the Fed will raise rates in 2016 is yet to be seen. The committee’s statement continued to reflect 

an expectation of two rate hikes in 2016, but the futures market is assigning about a 18% probability of a rate 

hike at the September meeting. Interest rates will likely stay low for an extended period of time. 

Employers are expected to add 180,000-200,000 jobs per month through the latter half of the year and into 

2017, and analysts are expecting the economy to be at full employment either later this year or sometime early 

next year. 

The consensus among economists is that global growth will end up below trend in 2016, but that the outlook 

going forward looks more promising.  

Most expect fallout from the UK’s exit from the EU to be limited and mainly in continental Europe, with central 

banks poised to boost liquidity, should financial conditions tighten. In the U.K. itself, political uncertainty has 

been reduced with Theresa May’s fast-tracked appointment as Prime Minister (PM). In Europe, polls show 

support for EU surging in wake of the Brexit vote. Based on stable economic data and improved political 

sentiment and financial conditions, any contagion has been limited so far, lending support to global stock 

markets. 

Eurozone policymakers will need to tackle several issues to reinvigorate growth, including understanding the 

effect of the UK’s exit on the region’s overall economy, ongoing difficulties experienced by financial 
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institutions, the continued influx of refugees and the threat of terrorist activity within European borders. 

(Envestnet PMC) 

Despite cyclical challenges, emerging markets have favorable long-term growth prospects and historically 

attractive valuations, which should provide a favorable secular backdrop for EM assets (Fidelity Viewpoints). 

Our investment policy committee actively monitors developments in global markets and manages well 

diversified portfolios that incorporate each client’s appropriate level of risk.  As always, we are available to 

answer any financial questions or concerns you have and we look forward to continuing our relationship. 

          

Roy Williams, ChFC             John DeAngelo, CFP®      Alyssa McMahon, MBA, CFP®, CFA  
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Sources: JP Morgan: Market Insights & Michael Bell, Charles Schwab: Liz Ann Sonders, Fidelity View Points,  

 

 


