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The United Kingdom (UK) voted on Thursday, June 23rd to exit 
the European Union (EU) (the “Brexit”), and market volatility 
ensued.  Global markets sold off over the next two days but quickly 
rebounded over the final three days of the quarter, moving major US 
indices back into the black for 2016. The S&P 500 index1 rose 1.9% 
in the 2nd quarter, a third straight advance. The FTSE 100 index, 
an index of 100 companies listed on the London Stock Exchange 
with the highest market capitalization, erased Brexit-related losses 
in four days, and is among the year’s best-performing developed 
markets. Government bond yields remain depressed around the 
world.

The UK was the epicenter of the Brexit quake, and the country 
will pay an economic price for change, and faces recession risk. 
The Brexit quake sent a ripple effect traversing the globe with 
more damage done the closer the country was to the epicenter. The 

Eurozone’s growth will also be hit but to a lesser degree, while the 
U.S. and emerging markets should only marginally be effected, and 
may be beneficiaries from capital flight out of the UK and Europe. 
It will take a while to get it figured out, and we expect aftershocks 
of volatility to continue in the market. For more on our thoughts on 
the Brexit click here.2

Oil (West Texas Intermediate crude) jumped 26%, its best quarterly 
gain since June 2009 as the global surplus continues to ease on 
supply disruptions from attacks on Nigerian pipelines, a political 
crisis in Libya, Canadian oil-sands fires and a Kuwaiti labor-strike.

The Brazilian Senate voted to suspend their president in May, and 
she awaits trial for impeachment. Meanwhile, the Brazilian stock 
market is up nearly 19% for the year.   

Growth in the 1st half of 2016 isn’t looking 
as bad as it was at the start of the year. The 
Commerce Department revised 1st quarter 
gross domestic product (GDP) upwards to 
1.1%. Consumer demand has remained strong, 
and the housing market still has strong forward 
momentum (mortgage rates have fallen back 
near their all-time lows – take advantage of 
refinancing if you haven’t already!). These 
factors are driving 2nd quarter growth, and 
forecasts are now creeping towards 3%. The 
2nd quarter earnings season gets under way 
over the next two weeks, and we will be 
monitoring management’s guidance for the 
2nd half of 2016.

As we mentioned at the start of the year, we 
think the biggest risk to the US economy 
this year is further US dollar strength, which 
makes our goods and services more expensive 
for foreigners to buy and subsequently hurts 
earnings of US multi-national companies.  
With possible capital flight from the UK and 
Europe to the US, this could lead to continued 
dollar strength and lead to China devaluing 
their currency further. So far year-to-date, the 
US dollar has depreciated against most major 
currencies, but has strengthened slightly since 
the Brexit vote. We don’t forecast that the US 
dollar will appreciate to the same degree as in 
2015, and that should be a net positive for the 
US economy.

We are not making any big decisions yet 
from the Brexit fallout because we just don’t 
know what is going to happen (it could take 
upwards to two years). Nonetheless, we will 
be closely watching the ongoing discussions, 

the forthcoming trade negotiations (the 
free movement of people will be key to 
the negotiations), and if any EU reforms 
are implemented to help further establish 
a fiscal and political union, and make 
Europe a more business-friendly place. The 
relationship between election outcomes 
and market performance is extraordinarily 
weak, statistically speaking. However, the 
Brexit reinforces the need to pay attention 
to populism and political risks in the coming 
years, including in the US. Spain’s vote 
immediately following the UK’s vote showed 
no gains for the challenging far left party – 
maybe buyer’s remorse after seeing the Brexit 
aftermath. Italy’s Five Star and France’s 
National Front will dominate the discussion 
in the Eurozone later this year and into 2017.

JULY 2016
PERSPECTIVES

The Score Board

6/30/16 YTD (Change)
Dow Jones Industrial Average*     
S&P 500*
NASDAQ Composite*
MSCI EAFE (USD)*
Bloomberg Commodity Index
Barclays Aggregate Bond Index
10 Yr U.S. Treasury Bond Yield
30 Yr Fixed Mortgage Rate
Prime Rate
Crude Oil ($/barrel)
Gold ($/oz.)
U.S.$/Euro
Core Inflation (ex food/energy)
Inflation (with food/energy)

17929.99
2098.86
4842.67
1608.45

88.84
1927.69

1.49%
3.52%
3.50%
$48.33

$1,318.40     
$1.11

2.9%      
2.7%      

-3.3%       
-6.3%      
13.1%        
5.3%         

-78 bps         
-56 bps      
UNCH

    30.5%              
24.6%       
-2.2%
2.2%
1.0%

* Without dividends     
** Unadjusted 12-mos. ended May 2016    
bps (1 Basis Point = 1/100%)    

UNCH (Unchanged)
Sources for Score Board and quoted statistics: 
WSJ, US Dept. of Labor, Federal Reserve

**
**

The European Central Bank and Bank of 
Japan will likely continue their experiment 
with negative interest rates, and might 
announce further rounds of easing. There’s 
now roughly $11.7 trillion of negative-
yielding debt, according to Fitch Ratings.  
The Bank of England will likely cut 
interest rates, especially if the UK enters 
into a recession. The US Federal Reserve 
Bank seems to be on hold until at least 
December. Monetary policy remains 
accommodative and supportive to riskier 
assets (i.e. stocks). If inflation continues 
to creep up or if deflation risk is perceived 
to decline (or both), then government bond 
yields would likely rise.

http://www.bfsg.com/marketing/BFSGThoughtsonBrexit.pdf
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We were consciously aware that your portfolio 
was underweight Europe versus the MSCI 
ACWI global equity index going into the 
Brexit vote.3 For example, our moderately 
aggressive portfolios (70% stocks/30% bonds) 
had approximately 17% exposure to Western 
Europe (approximately 6% of that exposure 
was UK related – also an underweight) versus 
the 23% exposure in the MSCI ACWI index.  
The global funds held in your portfolio are 
exposed to a diversified group of companies in 
the UK. Many have been around for decades 
or in some cases centuries, and are the leaders 
in their industry: National Grid (an electrical 
and gas utility with principal activities in the 
UK & US), Lloyds Bank (the largest retail 
bank in Britain), Diageo (the world’s largest 
producer of spirits), Liberty Global (the world’s 
largest international cable company), Land 
Securities and Hammerson (large commercial 
property developers with prime London 

The Brexit demonstrated that insurgent populism can redirect nations, and when we look around we see this isn’t just a UK problem. The forces 
underpinning populist trends (rising inequality, distrust of elites, nationalism, etc.) are not likely to dissipate anytime soon, while the risk of 
isolationism and attacks on globalization will increase as long as the global economy remains growth challenged. Monetary policy is reaching 
the limits of effectiveness. Fiscal policy measures will be needed to stimulate growth in concrete ways:  infrastructure spending, tax reform, 
job-training, and education to name a few. Government action is needed! “In periods where there is no leadership, society stands still. Progress 
occurs when courageous, skillful leaders seize the opportunity to change things for the better.” – Harry S. Truman

In times like these, we stress the importance of maintaining your focus on the long-term and on your own financial and personal goals.  
Whether in retirement or not, these goals might include saving for retirement, travel, volunteering, investing in your own education to further 
your career, starting 529 college savings plans for children or grandchildren. Whatever it may be for you, if you haven’t already reached out 
to us, please do so for a personal goals based plan consultation. There is no charge for this – it is included in your current management fee.    
We can pull your financial picture together at a high level in short order, and then work with you to run various stress-test scenarios to see the 
effects of achieving your goals. If you would like to see how things look, please Talk With Us!

real estate), Aon (a global risk management 
and insurance company), WPP (the world’s 
largest advertising and public relations firm), 
Schroders (an asset management firm founded 
in 1804), Standard Chartered (a UK bank 
with over 90% of their profits coming from 
Asia, Africa and the Middle East), Royal 
Dutch Shell (an oil supermajor), Meggitt 
Plc (an aerospace equipment manufacturer), 
and AstraZeneca (the world’s 7th largest 
pharmaceutical company).4 Many of these 
companies are multi-national corporations 
earning income worldwide, and their costs are 
in their home currency which has weakened 
substantially, thus earnings could be higher 
for these companies. Ultimately, the effect 
on generating long-term cash flow for most 
of the UK companies you own should not be 
impacted significantly. 

We have created broadly diversified global 

1. The S&P 500 is designed to be a leading indicator of US equities and is commonly used as a proxy for the overall market.
2. http://www.bfsg.com/marketing/BFSGThoughtsonBrexit.pdf  
3. The MSCI ACWI index is designed capture the full equity opportunity set of the world, capturing equity returns in 23 developed and 23 emerging markets. 
4. Weightings of our moderately aggressive portfolios and stock positions of the mutual funds were as of 3/31/16 (the last date of disclosure of fund holdings).  This is not 

an all-inclusive list of UK companies held by the mutual funds and the funds holdings may change without notice.
5. Diversification does not ensure a profit or protect against a loss.

BFS Wealth Management is a Registered Investment Advisor.
Please remember that past performance may not be indicative of future results. Indices are not available for direct investment. Any investor who attempts to mimic 
the performance of an index would incur fees and expenses which would reduce returns. Investments involve varying degrees of risk, and there can be no assurance 
that the future performance of any specific investment, investment strategy, or product (including investments and/or strategies recommended or undertaken by BFS 
Wealth Management), or any non-investment related content, referenced directly or indirectly herein will be profitable, equal to any corresponding indicated historical 
performance level(s), be suitable for your portfolio or individual situation, or prove successful. Due to various factors, including changing market conditions and/or 
applicable laws, the content may no longer be reflective of current opinions or positions and is subject to change at any time without notice. Content provided herein is 
for informational purposes only and should not be used or construed as investment advice or a recommendation regarding the purchase or sale of any security outside 
a managed account. Moreover, you should not assume that any discussion or information contained in this newsletter serves as the receipt of, or as a substitute for, 
personalized investment advice from BFS Wealth Management. To the extent that a reader has any questions regarding the applicability of any specific issue discussed 
above to his/her individual situation, he/she is encouraged to consult with the professional advisor of his/her choosing. Please contact BFS Wealth Management at 714-
282-1566 to find out if the investment advisor is qualified to provide investment advisory services in the state where you reside. BFS Wealth Management is neither a 
law firm nor a certified public accounting firm and no portion of the newsletter content should be construed as legal or accounting advice. A copy of the BFS Wealth 
Management current written disclosure statement discussing our advisory services and fees is available for review upon request.
Some of the information given in this publication has been produced by unaffiliated third parties and, while it is deemed reliable, the Advisor does not guarantee its 
timeliness, sequence, accuracy, adequacy, or completeness and makes no warranties with respect to results to be obtained from its use.

portfolios in an effort to take advantage 
of the opportunities created by market 
dislocations, ensuring continuous exposure 
to whichever region is outperforming at any 
given time.  As an example, emerging market 
stocks this year are actually doing quite well.  
Beyond the opportunity, non-US stocks 
have diversified the returns of US stocks, 
on average across time. Or in other words, 
having a global stock portfolio has been 
less volatile than most domestically focused 
portfolios over time. For instance, those 
investors in the UK who only held UK stocks 
are probably regretting not having a global 
portfolio.5 We will be rebalancing portfolios 
as necessary over the next few weeks (we 
held off on quarterly rebalancing until after 
the Brexit vote), and will cautiously look to 
take advantage of buying opportunities.  
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