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Some investors will recall that the 1st quarter of 2016 started off badly with the Dow 

Jones Industrials and the S & P 500 Index declining more than 10% through early 

February. Reflecting weakness of some internet-related issues plus a number of biotech 

stocks, the NASDAQ Composite fared even worse. By the end of the quarter, however, 

the DJIA and the S & P 500 both were in positive territory while the NASDAQ had made 

up some of its earlier loss. 

As we progressed into the 2nd quarter, it seemed like everything…well, almost 

everything…was right with the U. S. economy and its financial markets. Employment 

was still on the rise and economic activity, led by automobile production and housing 

starts, was moving slowly ahead. Moreover, the Federal Reserve Board again decided to 

remain on “hold” as far as raising short-term interest rates was concerned. Overseas, 

notably throughout the 28-member European Union, there was confidence that the United 

Kingdom would, by a slight margin, vote to reject the so-called Brexit referendum. On 

June 24th, the stunning announcement came forth that 52% of UK voters had chosen to 

[provisionally] exit the EU. The negative reaction to that result was swift throughout the 

financial markets of the world. Quite surprisingly, however, the decline was over in two 

days. And a number of those markets have surged forward in the early days of July. 

The judgment by traders and investors appears to be that the Brexit movement will prove 

of no consequence, either to Great Britain or to the other 27 nations of the EU. Although 

it is true that the economy of the UK only represents 3%-4% of world GDP, within the 

EU it is second only to Germany. Thus it is likely that many chapters of the Brexit saga 

have yet to be written. 

  



Another relative surprise is the remarkable strength of bond prices. In fact, taxable as 

well as tax-exempt bond indexes outpaced most equity indexes over a one-year time 

frame. The yield on the 10-year U. S. Treasury was 2.27% at year-end 2015; that rate had 

dropped to 1.49% at midyear and, in early July, it touched an all-time low of 1.36%. 

Admittedly, that return compares quite favorably with the negative interest rates that exist 

in Germany, Japan and Switzerland. Certainly low and/or declining interest rates have 

contributed to rising stock prices despite the fact that Price/Earnings ratios are quite high. 

It is a conjecture as to how long this utopian financial situation will last. 

With respect to earnings, it should be noted that results for the S & P 500 companies have 

declined for four consecutive quarters. When 2nd quarter results finally are announced, 

that number will rise to five year-over-year profit declines. Also, it is somewhat 

disconcerting to note that the average mutual fund only holds a cash reserve position of 

2.6% while only 4% of the fund universe have cash positions of 10% or more. 

Lest we forget, the U.S. will be in the midst of the presidential/congressional election 

season within a few months. To date, traders and investors seem to have adopted a “let 

the chips fall where they may” attitude toward this important upcoming event. That is 

likely to change after the Republican and Democratic conventions are held and the 

candidates begin their campaigns in earnest. 

It would be less than surprising that some, or all, of the concerns noted above lead into a 

degree of downside volatility within our financial markets. However, economic/political 

changes often become the catalyst for new investment opportunities. We will be 

searching for some of those opportunities in the weeks and months ahead. 

 

 


