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This year has been a very inconsistent 
one for investors and it’s only half 
over.  Although recent events in the 
United Kingdom have dominated 
recent headlines, it was not that long 
ago when the big global concerns 
were about Asia. It also seems like the 
free fall of oil prices and highly 
contentious presidential primaries are 
distant memories. 

The second quarter of 2016 was a 
period where investors were 
reminded once again of the market’s 
volatility. At the quarter's end, the 
S&P 500 index added 1.9% for the 
April-June period. Much of the biggest 
gains came from energy stocks, 
which benefited from a rebound in oil 
prices, and utilities and telecom 
companies, which became more 
attractive as bond yields declined. 

The Dow Jones Industrial Average 
gained 1.38% during the second 
quarter and the NASDAQ lost 0.56%.
While headlines might read that the 
stock market closed out the second 
quarter with modest gains, these 
closing numbers do not reflect the 
volatility that could have concerned 
even the most seasoned of investors.
In order to finish the quarter in 
positive territory, the Dow Jones 
Industrial Average finished June with 
its best 3 days in 4 months. Investors 
remained in a buying mood on the 
quarter's last day as U.S. stocks 
rallied for a third consecutive day of 
gains of over 200 points.  These gains 
recouped nearly all of the losses from 
the prior week's surprising United 
Kingdom's referendum to leave the 
European Union ("BREXIT"). (Source: 
Investing.com 6/30/2016)

While the equity market's rally suggests that 
traders' anxiety over Britain's departure from 
the European Union have eased, a surge in 
U.S. bond prices on June 30th signaled that 
many investors remain cautious about the 
possible long-term implications. As bond 
prices rose, the yield on the 10-year Treasury 
note fell to 1.47%.

For many experts, the first half of 2016 seems 
to have shown an investment world that is 
upside down. Investors have been turning to 
stocks for income and bonds actually showed 
a source of capital gains. (Source: Barron’s 
7/4/16)

DJIA     17,929.99 +1.38%

S&P 500         2,098.86 +1.9%

NASDAQ        4,842.67 -0.56%
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Confusing First Half of 2016

As a brief review, the first half of 2016 was a confusing 
one for investors. Within the U.S. equity markets, the 
biggest winners were stocks that offered dividend 
income like utilities, telecoms, and consumer staples. 
Many experts feel these equities can still provide 
dividend income but at their current valuations they may 
offer little, if any, growth. U.S. equity averages are once 
again within a few percent of their records and bond 
yields have fallen to record lows. U.S. treasuries and 
several other sovereign bonds now trade with yields 
that suggest low returns for investors.

When the year began, many analysts predicted higher 
interest rates and that would have fared poorly for bond 
investors. Three or four interest rate hikes were anticipated 
by the Federal Reserve and if that happened investors 
with long maturity bonds would have suffered. Instead, 
both 10 and 30 year U.S. Treasury Securities hit their 
lowest yields ever.  According to Tradeweb data cited by 
the Wall Street Journal, the benchmark 10-year Treasury 
note traded at 1.385% in the wee hours of Friday July 1st 
which is below the 1.404% closing low of July 24th 2012, 
during the European debt crisis. (Source: Barron’s 7/4/16)

Oil prices, foreign currency valuations and corporate 
earnings are all still major concerns for investors. All of 
those issues took a back seat in late June as the United 
Kingdom’s vote to withdraw from the European Union 
set off a shock wave of uncertainty which eased quickly 
the following week. Another highly anticipated and 
uncertain situation that should heat up in the next few 
months is who will reside in the White House next 
January. While that situation still has further to go, 
investors should also pay careful attention as to which 
party will control the Senate in 2017. All in all, 2016 is 
only halfway complete and the rest of the year could 
prove to be adventurous. 

Here are some specific areas investors should 
watch in 2016:

Interest Rates - "Lower for Longer"

As of the end of the second quarter, central banks appear 
ready to keep rates lower for longer. So far in the United 
States, there has been only one rate hike since the end of 
the Great Recession. It was December, when the Fed 
increased rates from near zero to a range of 0.25 to 0.5%.

This year, there have been no rate increases and Fed 
Chair Janet Yellen has already signaled a reluctance to 
raise rates. Yellen, told Congress on Tuesday June 21st 
that weak economic growth in the United States could 
force the Federal Reserve to hold off on any imminent 
interest rate increases. “Proceeding cautiously in raising 
the federal funds rate will allow us to keep the monetary 
support to economic growth in place while we assess 
whether growth is returning to a moderate pace,” she 
said.  Despite all of her caution about the economy, Ms. 
Yellen did not see a recession on the horizon. “The odds 
of a recession are low,” she said.  As always, she and 
her colleagues will continue to monitor the economy and 
inflation carefully. (Source: The New York Times 6/22/2016)

In the United States, the expectation had been that the 
Fed could raise rates twice this year, with the first hike 
occurring in July. However, economists now say a Fed 
rate hike is off the table, not only for the summer 
meeting but for the rest of this year. “The Fed is looking 
at potentially years of uncertainty. This will hurt 
consumer spending and capital investment in the 
United States,” said Sung Won Sohn, an economics 
professor at California State University, Channel 
Islands. “I would put it pretty close to zero probability 
that we will have a hike in interest rates this year or next 
year.” (Source: PressHerald.com 6/30/2016)

When investors consider preparing for lower rates for 
longer, they are targeting the Federal Reserve and its 
likely policy on short-term interest rates. The Fed is 
expected to keep the cost of borrowing money lower for 
longer than was previously expected. If rates remain low, 
then savers will suffer longer with low returns on their 
accounts. Homebuyers, companies and governments will 
be able to keep on borrowing cheaply. Federal Reserve 
Vice Chairman Stanley Fischer said on July 1st that it was 
too soon to tell whether Britain's vote to leave the 
European Union had changed the U.S. economic 
outlook. He continued by saying, "It clearly is a huge 
event for the U.K., and it's an important event for Europe." 
As for whether the United States would consider guiding 
interest rates into negative territory — as central banks in 
Japan, Switzerland and elsewhere have done — Fischer 
said it was unlikely. (Source: CNBC.com 7/1/2016)

In Brief...
Investors faced a confusing and volatile

 first half of 2016.

Interest rates look to remain low for longer.

Several foreign central banks are using
 negative interest rates.

The United Kingdom voted to exit the
 European Union (Brexit).

Oil prices advanced but are still far below
 all-time highs.

Investors need to consider their own
 situations first!
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“BREXIT”

In a move that surprised the markets, Britons voted on 
a referendum to leave the European Union on June 
23rd. Known as “Brexit”, this event dominated the 
headlines the last few weeks of the quarter. While the 
long-term repercussions are still far from certain, equity 
markets around the world were reeling from the news.

U.S stocks suffered a drop of over 3% the day after the 
vote. The markets quickly recovered almost all of their 
losses the following week. Because American 
companies generate 70% of their revenues 
domestically, they continue to remain insulated from 
global events. Stocks are still appealing relative to 
bonds, where more than 60% of stocks in the S&P 500 
carry a dividend higher than the 10-year Treasury note, 
according to Bespoke Investment Group.  

During this same time period, the Federal Reserve held 
a stress test of 33 of the largest banks.  In a worst-case 
scenario theorized by the Fed, the banks tested had 
nearly twice as much capital as required (8.4% versus 
the prescribed 4.5%). This is more than enough to 
withstand a potential loss of $385 billion from bad 
loans. Analysts feel this test should help allay fears that 
Brexit will not create a repeat of the 2008 crisis that 
could take down the financial system.

Foreign markets are another story.  Following Brexit, 
the Stoxx Europe 600, which measures large, mid, and 
small capitalization companies across 18 countries in 
the European region, suffered its largest one-day 
decline since the 2008 financial crisis of 7%.  The 
British Pound fell 9% to its lowest level in 3 decades.  

The political fallout also continued to play out. Upon the 
news that Brexit was confirmed, British Prime Minister 
David Cameron announced his resignation from his 
position, which was filled by new Prime Minister Theresa 
May on July 13th. The full logistics of how the country will 
depart from the European Union are still unknown, and 
no one is sure how trade negotiations will proceed after 
this historical vote.   While markets loathe uncertainty, 
there may be a silver lining: trade agreements are now a 
blank slate. Wise policies in London, Brussels, and 
Washington could potentially repair any damage.

Ultimately, Fidelity analysts summarized that this event 
could cause an increase in the likelihood for a British 
recession.  The impact on the United States should 
remain relatively small due to consumer spending, and 
the Fed is not likely to raise interest rates the rest of the 
year. (Sources: Barron’s 6/27/2016, Fidelity.com 6/26/2016)

Negative Interest Rates

Since the global financial crisis of 2008, major central 
banks have implemented extraordinary monetary 
policies. This has included reducing interest rates to a 
near zero rate. Central banks used this strategy to 
promote growth and provide economic stimulus. 

The U.S. Federal Reserve (Fed) has maintained an 
ultra-low interest rate policy, but the European Central 
Bank (ECB) and the Bank of Japan (BOJ) have 
implemented negative policy rates. Today, over 30% of 
the world’s global sovereign debt supply is now in 
negative territory. A negative interest rate means the 
central bank and perhaps private banks will charge 
negative interest; or instead of receiving money on 
deposits, depositors must pay regularly to keep their 
money with the bank. (Source: Broadleaf Partners 6/30/16)

While the strategy of keeping interest rates negative 
may have helped lenders, it creates unease for savers.  
Negative interest rates also take away the Central 
Banks’ ability to use interest rate reductions as a way to 
ease things during uncertain times.  

A jump in purchases of safes has been reported in Japan 
as people store their money at home instead of in bank 
accounts.  In a recent letter to a congressman, Janet 
Yellen said that, “Policymakers would need to consider a 
wide range of issues before employing this tool in the 
United States, including the potential for unintended 
consequences.” (Source: Wall Street Journal 5/16/2016)

IN NEGATIVE TERRITORY
Central banks set a negative interest rate so
that commercial banks will be charged for
holding some deposits. The policy is intended
to encourage lenders to use their currency
reserves to make loans and spur growth.

Japan

European
Central Bank

Sweden

Denmark

Switzerland

-0.1%

-0.3%

-0.35%

-0.65%

-0.75%

SOURCE: USA TODAY research

Janet Loehrke, USA TODAY USA TODAY
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Oil and Energy Prices

After a miserable start to the year, energy prices turned 
higher and were the best performing commodity sector 
during the second quarter of 2016. 

The plunge in the price of oil over two years caused it to 
halve in value from 2014 highs, but in this quarter, crude oil 
posted impressive gains.  Energy was the worst performing 
sector of 2014 and it repeated and took the dubious honor 
of being the worst performing sector of 2015. This quarter it 
has become the best-performing commodity sector, and it 
is also the leader for the first six months of the year.

While this provided some relief, geopolitical and other 
factors can quickly affect energy prices.  The first six 
months of this year saw huge price recoveries for 
energy, but analysts feel it is likely that there will be more 
volatility in the second half of 2016 across all energy 
markets. There are so many things going on globally that 
could send the price of oil higher or lower in upcoming 
months but for the second quarter many energy 
companies performed well.  Equity markets do not like 
uncertainty and investors need to still keep a watchful 
eye on oil prices. (Source: Seeking Alpha 7/5/2016)

Should I Stay Invested?

Experts agree that investors always need to consider the 
risks of investing when making decisions. Investors 
should always be prepared. A well-defined investment 
plan tailored to your goals and financial situation that 
considers the chance of normal ups and downs of the 
market can help investors during volatile times.

No one can fully predict the future and past performance 
is no assurance of any type of financial return.  Investors 
do have historical information to review.  In fact, what 
seemed like some of the worst times to get into the 
market turned out to be the best times. As the chart in 
our newsletter shows, the best five-year return in the 
U.S. stock market began in May 1932—in the midst of 
the Great Depression. The next best five-year period 
began in July 1982, amid an economy in the midst of one 
of the worst recessions in the postwar period, featuring 
double-digit levels of unemployment and interest rates. 
Other good five-year periods include the one following 
the 2009 Great Recession. (Source: Fidelity 6/30/2016)

Today’s low interest rates are not helping investors and 
retirees who might need current income.  Pension funds 
and insurance companies are also facing difficulties in 
generating returns that meet their needs.  At the midyear 
roundtable conducted by Barron’s, a panel of stock 
market experts felt that stocks would rise by less than 
5% in the second half of 2016.  Although they predict a 
rise, they cautioned investors to be very selective when 
choosing investments. (Source: Barron’s 6/13/2016)

Some analysts are suggesting that with interest rates at 
or near historic lows we are in an era of “TINA” or There 
Is No Alternative to stocks.  They cite that in a world 
where cash returns nothing and bond yields are little 
more, that equities might be the only source of return for 
investors.  This will require patience for investors and 
your portfolio needs to be one that is adjusted to your 
specific situation.  If you have any questions about your 
investments call us or bring these concerns up at your 
next review. (Source: Barron’s  7/4/2016)

It has paid to stay invested in U.S. stocks during troubled times.

U.S. stock market returns represented by total return of S&P 500* Index. Past performance is no guarantee of future results. It is not possible to invest
in an index. First three dates determined by best five-year market return subsequent to the month shown. Sources: Ibbotson, Facset, FMRCo, Asset
Allocation Research Team as of March 31, 2015.

Subsequent 5-year return

Great
Depression

Severe
recession

Great
Recession

Most dramatic
Fed tightening

in past 20 years

May 1932 March 2009December 1994July 1982

367%

267%
251%

178%
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default. Sources: Investing.com, Barron’s, The New York Times, PressHerald.com, CNBC.com, Wall Street Journal, Fidelity.com, Seeking Alpha, Broadleaf Partners) Contents © 
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Conclusion
As always, investors need to proceed with caution. 
We are carefully monitoring equity markets and interest 
rates so we can communicate with clients.  Experts are 
predicting that the second half of 2016 could include 
uncertainty which typically causes quick and extreme 
volatility. Market volatility is a part of investing and it 
should be a reminder for you to review your 
investments regularly. So instead of being worried by 
volatility, try to be prepared.

Equity investors should be prepared to take a long 
term approach when looking at returns. Your time 
horizon, goals, and tolerance for risk are key factors we 
consider in helping to ensure that you have an 
investment strategy that is created for you. 

Now is good time to ask yourself:

1. Has my risk tolerance changed?

2. Have my time horizons or needs changed?

3. What are my investment cash flow needs for the 
next few years?

Instead of focusing on the markets, focus on your 
situation. Your answers to these questions will govern 
how we recommend investment vehicles for you to 
consider. We can help you determine which 
investments to avoid and how long to hold each of your 
investment categories before making major 
adjustments. For example, if your cash flow needs 
have changed for the next few years, you might 
consider different investments than someone who has 
limited to no cash flow needs.

We continually review economic, tax and investment 
issues and draw on that knowledge to offer direction 
and strategies to our clients. 
 

We pride ourselves in offering: 

     that affect our clients. 

A good financial advisor can help make your journey 
easier. Our goal is to understand our clients’ needs and 
then try to create a plan to address those needs. We 
continually monitor your portfolio. While we cannot 
control financial markets or interest rates, we keep a 
watchful eye on them. No one can predict the future 
with complete accuracy, so we keep the lines of 
communication open with our clients. Our primary 
objective is to take the emotions out of investing for our 
clients. We can discuss your specific situation at your 
next review meeting, or you can call to schedule an 
appointment. As always, we appreciate the opportunity 
to assist you in addressing your financial matters.

Four Suggestions to Help You
Prepare for Volatile Markets

Rethink your time horizons. 
Market downturns happen often and
recoveries could still provide long-term gains.

Plan for your situation.
A plan that coordinates your risk tolerance
with your goals and situation could help you
cope with volatility.

Avoid acting emotional.
The fundamentals of good investments do not
change as quickly as investor emotions.  

Call us! 
Our goal is to help our clients at all times,
especially during volatile ones!

1

2

3

4
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The Financial Advisors Network Team has been 
busy working hard and having some fun too!

Here’s what we’ve been up to lately...

Summer 2016

Rod traveled with his oldest 
daughter Allie to her volleyball 

tournament in Florida. 

Grandparents David and Charlene 
Mattice, Aunt Sheryl Buckingham 
and cousin Bret Buckingham also 

came to show their support.

Spenser & Ashlynn Messmore 
celebrated their June wedding

in Oceanside! The happy
couple went on to enjoy a 

two-week honeymoon
cruise in Europe.

The Kamps family joined dear friends and clients, the 
Verbarg family, on their Walk MS team at UC Irvine.
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FAN friends, family and clients enjoyed the
Baseball Backyard BBQ at the

Kamps house in June.

Rod and Amy joined their daughters,
Avery and Lexie, at their final school week

events and awards ceremony.   




