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• Hiring surged in June as employers added 287K new jobs, 
well ahead of the 180K estimate. More workers entered 
the workforce so the unemployment rate jumped to 4.9% 
and the labor participation rate rose to 62.7%. May’s weak 
report was revised even lower, but April’s reading was 
revised higher. Average hourly earnings rose 0.1% in June 
or 2.6% Y/Y, the highest pace during the current economic 
recovery. Wages have risen for three straight months and 
while there is volatility from one report to the next, this 
strong reading should allay fears over a slowing economy.

• As expected, the Fed left rates unchanged in June, 
but lowered its GDP growth projections and raised its 
inflation forecast. More importantly, the interest rate 
forecast was cut sharply suggesting that the goal post 
was moved again due to current market events. While 
two rate hikes are still projected in 2016, six of 17 
officials now only expect one. The forecast for 2017 was 
lowered from 1.9% to 1.6% and the 2018 forecast was 
lowered from 3% to 2.4%. They continue to project GDP 
growth of 2% from 2016-2018 with core PCE inflation 
hitting 2% in 2018. The Brexit vote may have put the Fed 
on hold for longer, but a string of good economic reports 
could alter that thinking. 

PYROTECHNICS 
The lazy cicada song-filled soundtrack of the dog days of summer is expectedly interrupted each year by fireworks 
displays serving as the signature of Fourth of July celebrations around the country. Proverbial fireworks arrived early 
this year, however, as the people of the United Kingdom unexpectedly voted in favor of leaving the EU last month. As 
stunning as the Brexit vote was, and in many ways still is, the immediate market response was anything but a surprise. 
The broad equity sell off and flight to safety was predictable, although the magnitude of the hit to the pound sterling and 
the rally of the yen were slightly more pronounced than anticipated. Consistent with the ever accelerating news-cycle 
these days, or perhaps in recognition that the realized impact of the vote remains a couple of years away, most markets 
have subsequently and quickly rallied back eclipsing their previous highs. Central banks are once again playing a central 
role as their stabilizing easing efforts have pushed investors back into the equity markets. While economic data in the 
U.S. continue to reflect a strong foundation in a slower-growth world, the resulting global instability from the Brexit 
vote once again has the Fed sitting on their hands for the time being. The GOP Convention kicked off in Cleveland, and 
rarely has such a staid political event brimmed with such frothy and uncertain expectation. Be it the protests outside the 
arena, the general discord inside, the outcome, or simply the continuing shock and awe of the protagonist in this drama, 
this convention promises to fittingly be must-see reality television. 
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• The economic recovery in the U.K. will likely falter a 
bit due to Brexit uncertainty, but a more competitive 
currency and the potential for additional policy support 
should help cushion the impact. The impact on the rest 
of Europe should be limited and most other regions have 
seen declining interest rates. The U.K. is a small piece 
of the global economy, but with sluggish growth in most 
countries, results from China, the U.S. and the Eurozone 
are even more important.

CHART 2: GLOBAL GROWTH SCALE - BREXIT  
(CURRENT SITUATION)

• Unemployment in the Eurozone fell to its lowest level 
since July 2011. The unemployment rate declined from 
10.2% in April to 10.1% in May and this was in-line with 
expectations. There continues to be huge dispersion 
between countries and while the labor market picture 
has improved, there continues to be too much slack to 
generate any meaningful wage growth or inflationary 
pressure. Germany’s unemployment rate is 4.2%, 
France’s rate is 9.9% and Spain’s is 19.7%. 

• The Eurozone’s composite PMI was unchanged in June 
at 53.1. The pace of expansion was down slightly from Q1 
and suggests that the region once again failed to gather 
any momentum. Manufacturing growth improved during 
the month, but growth in the service sector slowed 
substantially. Recent PMI data point to an economy 
growing at about 0.3% Q/Q, but concerns/uncertainty over 
Brexit could subdue future growth. PMI’s improved in 

• Consumer spending has surged in Q2 with the 0.3% 
May increase following April’s upwardly revised gain of 
0.8%. Retail sales also jumped 0.5% in May led by higher 
spending on gasoline and online merchants. Consumers 
account for 70% of U.S. GDP so the strong consumption 
data (nearly 4% annualized) could point to near 3% 
economic growth in Q2. This is certainly welcome news 
after Q1’s sluggish growth, but the remainder of the year 
looks uncertain due to Brexit, the strong dollar, declining 
corporate profits, and potential Fed action.

• U.S. manufacturing activity hit a 16-month high in June 
as the ISM Manufacturing Index rose from 51.3 to 53.2. 
The June reading was well ahead of the 51.4 expectation 
and the underlying report details were also encouraging. 
Production, new orders and employment all improved. In 
a separate report, construction spending fell 0.8% in May 
after falling 2% in April. Private construction spending 
fell 0.3%, and public construction spending declined 
2.3%. The ISM Non-Manufacturing Index hit a seven 
month high of 56.5 in June, up from 52.9 in the prior 
month. The details of the report were positive across 
the board with the new orders, business activity and 
employment indices rising strongly. The ISM reports are 
now at levels consistent with near 2-3% GDP growth. 

• Core PCE Inflation remained unchanged at 1.6%. Core 
CPI ticked higher in May to an annualized rate of 2.2% led 
by gains in housing and medical costs. Producer prices 
rose 0.4% in May, the second consecutive monthly gain 
driven by a jump in energy prices. PPI has been flat Y/Y, 
but core PPI has risen 0.8%. The strong dollar and cheap 
oil should keep a lid on inflation. 

• Markets have been on a wild ride following the June 
23rd Brexit vote. Equities and currencies initially sold off 
sharply across the globe in response to the surprising 
outcome, but risk assets quickly reversed course and 
regained almost all lost ground. Bonds and gold also saw 
strong interest as safe haven assets. While people voted 
for Brexit, there is still a lot of uncertainty surrounding 
the roadmap and timeline. We continue to believe that the 
likely outcome is one that will be mutually beneficial for 
both the U.K. and the EU. Markets also likely recovered 
after policymakers talked up easy monetary policy for 
longer and indicated that the damage to both economies 
will be less than anticipated. There is still a lot of 
uncertainty about how this will play out, but regardless 
the U.K. will still be part of the EU for the next two years.

*Nominal GDP in U.S. dollars; Source: IMF
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Ireland, Spain and Italy, but they weakened in Germany 
and France. 

• The strength of the Japanese yen has been a big surprise 
to markets, particularly following the Brexit decision. The 
yen has become the world’s safe haven currency and it 
has strengthened to nearly ¥100 versus the U.S. dollar. 
Yen strength has created a big problem for exporters 
which should see downward revisions to revenues and 
earnings. Industrial demand fell 2.3% in Japan last 
month and inflation was down 0.4% Y/Y (well below the 
BoJ’s 2% target). Despite the massive stimulus program 
and negative interest rate policy in place, Abenomics 
has generally failed to deliver any meaningful/sustained 
growth or inflation. More stimulus may not produce 
any results, but the BoJ will likely have to consider 
alternatives including potential policies beyond 
Abenomics. 

• China continues to successfully rebalance its economy 
away from manufacturing and towards services. While 
the manufacturing activity has been contracting in recent 
months, PMIs in the service sector continue to show 
a healthy expansion. The Caixin Services PMI hit an 
11-month high of 52.7 in June and the official services 

MARKET REVIEW 
Equity markets around the globe experienced heightened volatility during the second half of June, largely due to the 
Brexit referendum and its shocking outcome. Equities in the U.S. and emerging markets handily outperformed other 
developed markets in Europe and Asia. Markets rallied going into the Brexit vote, sold off sharply in the days following 
the outcome, and rebounded to end the month. When it was all said and done, the S&P 500 added 0.3% and the Russell 
2000 fell 0.1%. Large cap equities have gained 3.8% YTD and small caps have risen 2.2%. As expected, European stocks 
were hit the hardest during the month as uncertainty over the U.K./EU relationship grew along with weakness in the 
banking sector. Europe shed 4.4% in June, Japan lost 2.4% and the MSCI EAFE fell 3.3%. After giving back much of the 
YTD gains in May, EMs rebounded 4.1% in June led by strong results from Brazil, Indonesia, Chile, and Taiwan. As the 
Fed has delayed hiking rates, EM equities and currencies have responded favorably with solid 6.6% YTD gains. Yields 
collapsed following the Brexit vote as investors sought the safety of Treasuries, sovereign bonds and gold. The  10-Year 
Treasury fell from 1.8% to 1.5% during June and this led to a 1.8% gain in the Barclays Aggregate. Muni yields also fell 
and this led to the 12th consecutive month of positive performance (+1.6%). Core fixed income has now gained 5.3% 
YTD while munis have added 4.3%. Modest spread tightening and the continued rebound in energy helped high yield 
post a 0.9% gain in June, but bank loans were flat. High yield has rebounded nicely in 2016 with a gain of 9.1%. Bonds 
outside the U.S. also benefited from falling yields, currency volatility and the flight to quality trade. The Barclays Global 
Aggregate rose 2.9% while EMD (local) gained 6.2%. Hedge funds posted gains in June led by global macro/CTA funds 
that capitalized on massive dislocations across equity, currency, fixed income and commodity markets. The HFRI Fund 
Weighted Composite gained 0.8%, but equity L/S fell 0.3%. Real assets again provided solid diversification for the 
portfolio as real estate (+6.2%), MLPs (+5.1%), and commodities (+4.1%) were positive during the volatile month. Real 
assets have now gained roughly 12-15% YTD, well ahead of most other asset classes outside of EMD. 

Source:  FactSet, JP Morgan, People's Bank of China

0.3

2008

5.0

4.3

2009

5.2

-3.9

7.9

2010

4.9

-1.2

6.9

2012

4.3

0.1

3.2

2013

4.2

-0.2

3.7

2015

4.6
2.5

-0.2

2014

3.7

3.4

0.2

2011

-0.8

6.0

4.2

Investment Consumption Net Exports

CHINA GDP CONTRIBUTION Y/Y % CHANGE

PMI rose to 53.7 (from 53.1 in May). Manufacturing data 
is definitely more scrutinized, but domestic consumption 
now accounts for over 50% of GDP and the healthy 
service sector is supporting the overall economy. 
Retail sales grew by 10% in May and inflation remains 
benign at a 2% annualized rate. Q2 GDP growth of 
6.7% was unchanged from Q1  and this was within the 
government’s official target of 6.5-7%.
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June 30, 2016 MTD (%) QTD (%) YTD (%) 1 YEAR (%) 3 YEAR (%) 5 YEAR (%) 10 YEAR (%)

Fixed Income Indices

BarCap Municipal 1.59 2.61 4.33 7.65 5.58 5.33 5.13

BarCap US Aggregate Bond 1.80 2.21 5.31 6.00 4.06 3.76 5.13

Barclays US High Yield 0.92 5.52 9.06 1.62 4.18 5.84 7.56

Barclays Global Aggregate 2.92 2.89 8.96 8.87 2.80 1.77 4.40

JPM GBI-EM Global Diversified 5.89 2.71 14.02 1.99 -3.57 -2.23 5.72

Equity Indices

DJ Industrial Average 0.95 2.07 4.31 4.50 8.99 10.41 7.66

S&P 500 0.26 2.46 3.84 3.99 11.66 12.10 7.42

NASDAQ Composite -2.13 -0.56 -3.29 -2.89 12.48 11.79 8.35

Russell 1000 0.23 2.54 3.74 2.93 11.48 11.88 7.51

Russell 1000 Growth -0.39 0.61 1.36 3.02 13.07 12.35 8.78

Russell 1000 Value 0.86 4.58 6.30 2.86 9.87 11.35 6.13

Russell Mid Cap 0.46 3.18 5.50 0.56 10.80 10.90 8.07

Russell 2000 -0.06 3.79 2.22 -6.73 7.09 8.35 6.20

Russell 2000 Growth -0.46 3.24 -1.59 -10.75 7.74 8.51 7.14

Russell 2000 Value 0.30 4.31 6.08 -2.58 6.36 8.15 5.15

HFRI Equity Hedge -0.27 1.58 -0.15 -4.77 3.14 2.31 2.96

MSCI World -1.07 1.21 1.02 -2.19 7.54 7.23 5.02

MSCI ACWI Ex USA -1.47 -0.40 -0.67 -9.80 1.62 0.56 2.33

MSCI EAFE -3.32 -1.19 -4.04 -9.72 2.52 2.15 2.05

MSCI EAFE Small Cap -5.24 -2.42 -2.92 -3.32 7.61 5.19 3.93

MSCI Emerging Markets 4.10 0.80 6.60 -11.71 -1.21 -3.44 3.88

MSCI Frontier Markets -3.44 0.63 -0.13 -11.69 1.40 1.84 0.48

Real Assets

FTSE NAREIT Composite 6.72 7.54 13.72 22.72 12.84 12.02 6.75

Alerian MLP 5.13 19.70 14.71 -13.11 -5.38 3.24 9.48

DJ UBS Commodity 4.13 12.78 13.25 -13.32 -10.55 -10.82 -5.59
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