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We start every market commentary by highlighting an observation from our previous commentary.  
Here is what we said last quarter regarding the Fed and raising the Fed Funds rate: 
 
We have often said the difference about today’s environment and that when we started in the business in the early 
1990’s is this:  In the early 1990’s information came out of a garden hose, today information comes out of a fire hose.  
Hucksters selling newsletter subscriptions from scary sounding radio ads, or pop-up ads when cruising the internet 
super highway, cause a great deal of concern to the unsuspecting.  What do these people know that the rest of us do 
not?  Simple.  They understand fear and greed and how to exploit this within the minds of the unsuspecting.  They 
have been around for years and will continue to ply their trade when the waters are murky.     
 

London Has Not Fallen 
  

In March of this year the movie “London Has Fallen” was released.  For those not keeping up with 
their Fandango account, this was the sequel to the movie “Olympus Has Fallen”.  The tale goes as 
follows from the press release of the movie:  The story begins in London, where the British Prime 
Minister has passed away under mysterious circumstances. His funeral is a must-attend event for 
leaders of the western world. However, what starts out as the most protected event on Earth turns 
into a deadly plot to kill the world's most powerful leaders, devastate every known landmark in the 
British capital, and unleash a terrifying vision of the future 
 
Now, let’s go back and re-write the script, as it is so often done in Hollywood:  The story begins in 
London where the British Prime Minister has agreed to allow the people to vote to leave the 
European Union.  The vote is a critical moment for the country.  However, what starts out as the 
most anticipated, lopsided vote turns into a deadly plot to end London’s reign as financial capital of 
the world, devastate every known landmark in the British capitol, and unleash a terrifying vision of 
the future. 
 
Lights up.  Sound off.  Take five.  As we wrote in a Client Message of June 24th, the reason the 
markets took a dive after the Brexit vote was that so many investors bet the vote the wrong way!  
Bookies had the “Stay” vote at 4:1 odds, meaning a very good chance of not leaving the Union.  
When the vote turned out the other way, chaos broke out that gave the final parade scene in Animal 
House a run for its money.   
 
We are happy to say that London has not fallen and the doom and gloom predicted for the markets 
has not, so far, materialized.   And we are pretty confident that will not occur. 
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With the advent of the fully engaged, 24-hour connected world, information moves quickly and the 
“herd” that follows it tends to move with it.  A complete industry is devoted to dissecting every “jot 
and tittle” of the 24-hour news cycle.   Most make their living selling newsletters and tip sheets that 
pass as legitimate market analysts.  A review of the fine print will tell a different story. 
 
Now that we have passed from the Brexit story, the next chapter of discernments begins, namely the 
2016 Presidential elections.  Pre-billing of the event suggests one like no other, a raucous, name-
calling defilement of the participants.  What should investors do?  Simple.  If you have your 
candidate already selected, turn off the television, crack open a fine bottle of your favorite adult 
beverage and relax because London didn’t fall and neither will the United States of America. 
 
 

DOMESTIC EQUITY STATISTICS 
 

Index Returns for the Quarter 

S&P Small Cap  3.55% 

NASDAQ QQQ’s -1.26% 

Dow Jones Average 1.97% 

S&P 500 Index 1.90% 

(Returns are without dividends.  Period Ending 6/30/2016.  Source:  Morningstar Advisor Pro) 

 
 
Company                  Percentage Weight                  Year to Date 2016  
 
S&P 500                                                                               3.84%    
Energy                                 7.4%                                               16.10%       
Materials                              2.8%                                  7.46%   
Industrials                         10.2%                                    6.46%       
Consumer Discretionary       12.3%                                          0.68% 
Consumer Staples              10.6%                                 10.46% 
Health Care                       14.7%                                         0.42%       
Financials                          15.7%                                     -3.05%                   
Technology                        19.8%                                        -0.32%       
Telecommunications              2.9%                                        24.85% 
Utilities                                   3.6%                                       23.41 %      
Source:  Standard and Poor’s (www.spindices.com), total returns. 
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Style Return Box for the Second Quarter 2016 

 VALUE CORE GROWTH 

LARGE 3.90% 2.46% 1.02% 

MID 3.65% 4.03% 4.25% 

SMALL 3.43% 3.55% 3.63% 

Information provided in the above chart represents the quarterly returns of the S&P indexes of iSharesClass of funds NAV returns. 

 
ON THE REBOUND 
 
With a tip-of-the-hat to the Cleveland Cavaliers, the market had its own remarkable comeback 
during the second quarter of this year.  Considering the shaky start for the markets, (recall the Cavs 
were down 3-1 in the series) at the beginning of the year, things went south quickly to hit bottom on 
February 11th, with the Dow closing at 15,660.  It is hard to imagine that in five short months the 
markets have gained by 3,000 points.  So much for timing the market. 
 
While the low was set in the first quarter of the year, it still did not reach the most recent low which 
was set on August 24, 2015 when the Dow closed at 15,370.  The closing February low was close 
enough to the August low but we are sure CNBC and others will be making reference to it as that 
date approaches.   
 
From the style-boxes illustrated above we see that the playbook for a rebound was followed 
perfectly.  Last quarter, small and mid-cap stocks get hammered going into the February squall, and 
they led coming out as well.  With the exception of Large Value, where the dividend seekers go, 
small and mid-cap stocks continued to do the heavy lifting for the broad market for the second 
quarter of the year.   
 
INTERNATIONAL 
 
There were not a lot of bright spots in the international market for the quarter.  The dominant story 
was, as we opened with, the Brexit and all the unknown implications that might bring.  What we do 
know is that the rebound after the June 23rd vote was pretty incredible, considering that in four days 
the Dow Jones had recaptured virtually all of the points lost on June 24th.   
 
The same cannot be said for the broad international market as the MSCI-EAFE index was down 
0.34% for the quarter, and was down 2.98% for the year, through June 30th.  The emerging markets  



 

Integer Wealth Advisors Group, LLC 
 
 
 
fared much better, however, as those markets continued to benefit from loose monetary policies 
around the globe.  The broad MSCI-Emerging Markets index was up 1.11% for the quarter, and up 
a whopping 7.58% for the year, through June 30th. 
 
Overall the Brexit impacted the developed countries more than the emerging markets, this despite 
the ongoing terrorist attacks in many of these countries.  Sadly, investors are becoming immunized 
to the impact of these cowardly attacks as markets barely moved in the wake of attacks in Brussels, 
Germany and France.   
 
 
FIXED INCOME 
 
We will have to revert to form in the fixed income space.  Over the years as we have been pinned to 
zero interest rates, it’s hard to develop new material for this part of the commentary.  We do note 
that high yield bond funds have experienced a very nice rebound.  One bell-weather fund we use for 
high yield is the Loomis Sayles Bond fund (LSBDX).  Last year (2015) was horrific for this fund, 
down 6.86% for the year. 
 
What a difference the first half of the year makes.  Through June 30th, the fund is up 6.41% and 
performing in the top quartile of similar funds.  Why the rebound?  We can think of a couple of 
reasons that this area has enjoyed a recovery.  First, investors are seeking yield for their cash.  Higher 
yield bond funds provide that yield and with no looming interest rate hikes, the “all-clear” has been 
sounded.  Next, leverage is not in vogue.  In the past bond funds have “juiced” their yields through 
leverage, and when interest rates went against them, the tide went out along with their investors.  If 
you see a bond fund offering extremely attractive, very high yields, there are two explanations:  Poor 
quality and leverage. 
 
Finally, credit qualities have improved as corporate balance sheets have been repaired.  Yes, really 
bad bonds are still floating around but smart investors know to avoid these dark corners of the bond 
market.  For the “cleaner shirts” in the dirty laundry, stick with bond funds that avoid leverage, keep 
the duration shorter and the credit qualities higher. 
 
 
EQUITIES 
 
Despite the rocky patches for the quarter and the first half of the year, investors continue to place 
their confidence and wallets with equities.  There is good news to report and one trend to keep an 
eye on during earnings season.  According to Factset, 68% of companies reporting earnings for the  
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2nd quarter 2016, have earnings above the mean estimate, and 57% have reported sales above the 
mean estimate.  This belies the fact that the earnings decline was 3.7% which marks the first time 
earnings growth has recorded five consecutive quarters of year-over-year declines since Q3 2008 to 
Q3 2009.  The forward 12-month P/E ratio, according to Factset, is 17.0, not historically elevated, 
nor below the trend of roughly 16x. 
 
So the question continues as to the state of health of the equity market.  One measure could be the 
IPO market which saw a nice rebound from the first quarter.  In 1Q2016, there were 5 IPO’s, for 
the second quarter 2016 there were nearly 30 IPOs.  Year-over-year, however, the IPO market fell 
53%, so that report is a bit mixed. 
 
Another market metric is the S&P 500 “Negative & Positive EPS Preannouncement”, which Factset 
publishes quarterly.  In the second quarter 81 companies released 81 negative preannouncements, 
while 32 gave positive.  On the face this looks bad, but it represents a 15% drop in negative 
preannouncements from the first quarter of 2016. 
 
So, it might seem that equities are a mixed bag depending upon the time of year and the 
announcement!  In relationship to fixed income, equities continue to provide the opportunity for 
returns that outpace inflation, provide higher dividend yields and future growth prospects. 
 
 
IN SUMMARY 
 
It has been a tough six-month slog in the markets with a ray of sunshine punching through in the 
second quarter and beyond.  And that was just in the political arena!  As the Republican and 
Democratic conventions convene, we will leave behind the concerns of the markets and focus our 
gaze on November.  As we have said before, this too shall pass! 
 
If we can take anything away from the June 23rd Brexit vote it is that no one can predict the future.  
So too with the political scene here in the United States.  Regardless of which party wins, the 
markets tend to be chameleon-like to the inevitable changes.  That is why it pays to be agnostic 
when viewing the markets and politics.  Those that did not heed that advice stood on the wrong side 
of the trade for the Brexit vote.  The only thing that changes are the changes. 
 
As we always recommend, it pays to review the allocation you have in your portfolio and do not be 
afraid to adjust if personal conditions change.  The nice bounce in the markets tend to produce what 
we call “the winner’s curse”.  It has rebounded and moved higher, so it will continue to do so.   
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Anyone who has experienced a good “heater” on the craps table will understand the mindset, it’s as 
though you could not roll a seven with loaded dice.  Our job is to gently remind you to check your 
position, make sure you feel comfortable with the asset allocation you are carrying, and if need be, 
reduce the size of the bet if it gets too large.  And, yes, taxes do weigh in on the subject matter, but 
then again, paying capital gains on the sale of a highly appreciated security is, as we like to say, “a 
good high-class problem to have.” 
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