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SECOND QUARTER HIGHLIGHTS
HIGH UNCERTAINTY LED TO VOLATILE EQUITY MARKETS AND RECORD LOW BOND YIELDS
FINANCIAL MARKETS
x Global equity markets were volatile, experiencing several shifts in sentiment from “risk-on” to “risk-off” in
reaction to mixed economic data, corporate earnings news, central bank comments, and predictions about the
United Kingdom (UK) vote to leave the European Union (EU).
x Global bond yields continued to move lower on heightened economic uncertainty. Yields on government bonds
in Japan, the UK, Germany, and Switzerland hit record lows. Yields are negative out to maturities of 10 years for
German bonds and 20 years for Japanese bonds.
x Oil and commodity prices rebounded, helped by the lower U.S. dollar and better supply/demand conditions.
OVERVIEW OF THE ECONOMY
x In the U.S., the consumer side of the economy is stable to improving as shown by increases in consumer
spending, personal income, and existing home sales. The industrial side is struggling with industrial production,
declining for the ninth straight month and capacity utilization falling to 74.9%, well below the long-term average
rate.
x Europe is showing some signs of improvement with industrial production and retail sales up before the UK vote.
China and Japan continue to slow, particularly in industrial activity, exports, and retail sales.
NOTABLE EVENTS
x In a surprise result, the UK voted to leave the EU setting off concerns about the potential political and economic
impact on the UK, EU, and the rest of the world.
x The Federal Reserve (Fed) left the fed funds rate target unchanged, and lowered growth forecasts for 2016 and
2017. Chair Yellen said “we are quite uncertain about where rates are heading in the longer term.”
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SECOND QUARTER HIGHLIGHTS
UK VOTE TO LEAVE EU PROMPTS CONSIDERABLE UNCERTAINTY AND SEVERE RISK AVERSION REACTIONS
x On June 23, the UK held a vote on a referendum to leave the EU, referred to as Brexit. The result of the vote was
51.9% to 48.1% in favor of leaving. The Prime Minister, who favored remaining in the EU, resigned the day after
the vote.
x The UK did not exit the EU immediately as a result of the vote. The vote is just the start of a long, complicated
process of exit. The Parliament now must vote to trigger Article 50 of the Lisbon Treaty. Then the UK will have
two years to negotiate numerous agreements with the EU and various trade agreements with non-EU countries.
During this time, the UK will be part of the EU abiding by existing treaties and laws.
x The vote set-off a period of significant uncertainty for the UK and the EU. The main economic concern is about
recession. The political concern is that other countries may hold similar votes, thereby jeopardizing the entire
union. Central banks announced they are ready to provide necessary liquidity and further stimulus.
x Global financial markets reacted to the vote result with a bout of extreme risk aversion. The reaction was
particularly severe since the “Leave” result was a surprise. Polls even up to the day of the vote were indicating a
win for “Remain”. On June 24, the day after the vote:
o Stock markets around the world declined sharply with the UK and European markets declining the most.
For example, the S&P 500 fell 4% and the German DAX and the UK FTSE 250 each fell 7%.
o Global government bond yields dropped and prices rose. The German 10-year bond yield fell into negative
yield territory and the U.S. 10-year Treasury bond yield declined to its lowest level since 2012.
o The U.S. dollar and Japanese yen rose while the British pound fell 10%, and the euro fell 3% against the
dollar.
o Oil prices declined almost 5%.
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SECOND QUARTER HIGHLIGHTS
FINANCIAL MARKETS’ INITIAL REACTION TO BREXIT VOTE WAS STEEP, BUT QUICKLY REVERSED
Prior to the Brexit vote on June 23 financial markets
were relatively strong. The S&P 500 index was trading
just under its all-time high and the British pound was at
the highest level of the year.
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The day after the vote markets reacted sharply with riskassets dropping and safe haven assets rising. Oil, the
S&P 500, and the FTSE Eurotop 100 fell 5%, 4%, and 6%
respectively. Gold gained 4%. The sell-off lasted two
days and equities regained much of the two-day declines
by month-end. Safe haven assets stayed higher.
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SECOND QUARTER HIGHLIGHTS
COMMODITY RELATED AND HIGH YIELDING SECTORS WERE TOP PERFORMERS
A rebound in commodity prices drove the commodity and MLP indices higher in the quarter. Investors searching for yield provided a boost
to REITs and bonds. In equity markets, the developed international index lagged, hurt by the Brexit vote reaction.
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SECOND QUARTER HIGHLIGHTS
DESPITE VOLATILITY MOST ASSET CLASSES POSTED A SOLID FIRST HALF RETURN
Asset classes most impacted by rising commodity prices or those that are a source of higher yields produced the best returns. Hedge funds
lagged, due to abrupt changes in market sentiment. Slow economic growth and Brexit weighed on developed international equities.
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SECOND QUARTER HIGHLIGHTS
ENERGY STOCKS WERE BEST PERFORMERS FOLLOWED BY DEFENSIVE SECTORS, CYCLICALS LAGGED
The energy sector had the best returns as oil prices rose. Defensive sectors outperformed cyclical sectors on concerns about the rate of
economic growth. In the U.S., telecom and utilities had large gains as investors looked for yield as global bond yields moved lower.
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SECOND QUARTER HIGHLIGHTS
YEAR-TO-DATE, CYCLICAL AND YIELD SECTORS LED WHILE FINANCIALS AND GROWTH SECTORS TRAILED
Energy, materials, and industrials had strong gains as commodity prices rose and the U.S. dollar declined. Higher yielding sectors like
staples and utilities were in favor from investors looking for income. The prospect of continued low interest rates hurt financials.
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SECOND QUARTER HIGHLIGHTS
MOST HEDGE STRATEGIES POSTED MODEST POSITIVE RETURNS
x Dispersion in performance among event driven managers was high ranging from double-digit negative returns to
double-digit positive returns. Some of the best performing managers are those that performed poorly in 2015, as
the energy and materials positions have rallied significantly.
x Performance of merger arbitrage strategy managers was also highly stratified. Managers allocated to safer or
smaller deals generally had the best returns. Managers that allocated to larger or more speculative deals had
weaker returns since spreads widened when Pfizer walked away from its acquisition of Allergan, the Office Depot
and Staples merger broke due to anti-trust concerns, and the Baker Hughes and Haliburton deal fell apart due to
difficulty achieving regulatory approvals.
x Global macro strategies that were positioned with a general bias toward long government bonds did well since
there was a safe haven bid throughout the quarter. Systematic macro funds generally did the best job of
capturing market moves during the quarter. Discretionary macro funds in general were positioned with low risk
exposures as managers had a difficult time determining the direction of central bank policy and the strength of
global economies. Because of their low exposures, many discretionary macro funds had weak returns. Funds
with exposure to emerging markets benefited from the rally in commodities.
x Relative value multi-strategy funds generally performed well in the quarter with gains across equity, fixed
income, and quantitative strategies such as volatility strategies. Convertible arbitrage strategies contributed
positively to fund returns. Heavily trading oriented funds, particularly those trading relative value spreads and
capital markets events in Asia, had strong returns.
x Prices rallied across the structured credit sector due to favorable company fundamentals and the generous yields
available.
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SECOND QUARTER HIGHLIGHTS
DESPITE MOSTLY POSITIVE QUARTER, RAPID AND STEEP MARKET SWINGS LED TO WEAK FIRST HALF RETURNS
Event driven risk arbitrage funds outperformed most strategies since they have less correlation to general equity market or
macroeconomic trends. Long-short equity funds lagged as macroeconomic trends drove price moves more than company fundamentals.
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SECOND QUARTER HIGHLIGHTS
OVER $10 TRILLION IN GLOBAL SOVEREIGN BONDS NOW HAVE NEGATIVE YIELDS, CORPORATE YIELDS FELL TOO
The benchmark German 10-year bond yield fell below 0% for the first time in June joining Japan and others with negative yields that far
out on the maturity curve. Corporate bond yields are also reaching new lows. Toyota sold bonds with a yield of 0.001% in June. Such low
yields distort traditional references for asset pricing and create demand for gold, high-dividend stocks, U.S. bonds, and low quality bonds.
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OUTLOOK
VOLATILITY LIKELY TO CONTINUE DUE TO LOW GLOBAL GROWTH AND FULL VALUATIONS
U.S. economic growth is expected to be positive, but moderate, supported by improving employment conditions, wage
growth and a better housing market. The outlook is improving for industrial, export-oriented, and multinational
companies since the drag from a high U.S. dollar and falling oil prices is diminishing as the dollar has declined and oil
prices have been trending higher. One of the major concerns for the U.S. economy is the value of the dollar. A spike in
the value of the dollar due to flight to safety trading as a result of the Brexit vote could derail improvement in the
industrial sector.
Economic activity in Europe has been picking up slightly as liquidity from various stimulus measures works through the
system. More stimulus is likely after the Brexit vote. China continues to slow despite stimulus actions by the Chinese
government. The impact of China’s slowdown is expected to continue to weigh on certain regions and industries.
Bond yields and interest rates around the world are low, even negative in some regions. With modest rates of
economic growth and heightened uncertainty surrounding the impact of Brexit, interest rates are expected to stay low.
The Fed will likely delay further rate hikes while they wait to see how Brexit impacts global growth. Other central banks
are prepared to add liquidity and monetary stimulus if needed to combat any negative Brexit impact.
In this period of uneven growth, unprecedented central bank policies, and high valuations, financial markets are likely
to experience periods of shifting sentiment translating into ups and downs in asset pricing in reaction to news or
changes in expectations. Volatility can be a source of opportunity, however.
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OUTLOOK
BREXIT: WHAT’S NEXT?
The UK and EU have entered uncharted territory since no major country has ever exited the EU. The lack of clarity on
what comes next, and what the impact will be, is creating heightened uncertainty and higher volatility that is likely to
persist for some time. The following is a sample of widely held expectations in the wake of the “Leave” vote.
x The UK is the world’s fifth largest economy so should have the ability to negotiate favorable trade agreements
with many countries. However, the EU may impose high tariffs on exports from the UK as a deterrent to EU
members that may consider leaving the EU. The high tariffs could hurt UK company competitiveness and profits.
x The British pound is expected to remain under pressure. The weaker pound would make UK product prices more
competitive, benefiting large companies with overseas revenues. However, the weaker pound will likely
pressure domestically focused companies such as banks and homebuilders.
x The UK economy is likely to see at least a short-term slowdown as businesses and consumers delay decisions
about investments and large purchases waiting for more clarity as the exit process progresses.
x The depressed level of interest rates in numerous countries is expected to continue and expand. Central banks
will take actions to inject liquidity to support financial markets and to stimulate economic activity. The U.S. Fed
likely will delay interest rate hikes since they previously indicated concerns about Brexit.
x Money flows into safe haven assets, such as gold, U.S. Treasury bonds, and the Japanese yen are likely to stay
elevated until there is more clarity on the effects of Brexit on global growth and financial markets.
x The impact on the economies of the U.S., China, and Japan should be limited mostly to interest rates, bond
markets, and to some extent currency values.
x Volatility in financial markets may create opportunity for active managers with a long-term view.
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OUTLOOK
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The latest gross domestic product (GDP) growth rate
was slower than the prior quarters, but is consistent
with the recent pattern of low first quarter growth. GDP
growth is expected to pick up, driven primarily by the
consumer side of the economy. Retail and home sales
are showing solid year-over-year growth. Household
income and savings are higher, which should support
future spending. The industrial sector is still weak with
production and capacity utilization well below average,
but there are some positives. For example, the
headwind for exports is subsiding, as the dollar has
declined.
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OUTLOOK
LABOR MARKET TIGHTNESS AND RECEDING ENERGY PRICE DRAG START TO POINT TO A PICK-UP IN INFLATION

Oil prices have risen 30% this year as the rig count has
dropped. Supply disruption, rising demand, and falling
U.S. production are likely to drive oil higher.

JOB OPENINGS VS. HIRINGS13,14
TOTAL NUMBER (THOUSANDS)

Companies have been voluntarily raising wages to
attract and keep quality employees as the labor market
is tightening. The number of new unemployment claims
and the duration of unemployment are at multi-year
lows. The number of job openings is high, but the
number of hires is declining - suggesting a lack of
qualified workers.
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OUTLOOK
EXPECTATIONS FOR MONETARY TIGHTENING BY THE FED HAVE RECEDED
The Fed is not expected to raise the target for its fed funds rate, at least in the short-term, due to Brexit uncertainty, low global growth,
and a desire to limit gains for the U.S. dollar. The Fed’s own forecasts for the target rate have come down significantly from December
2015 and point to a “lower for longer” scenario.
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OUTLOOK
ECONOMIC ACTIVITY HAS PICKED-UP SLIGHTLY IN THE EUROZONE AND COULD CONTINUE DUE TO STIMULUS
EUROZONE UNEMPLOYMENT19
NUMBER UNEMPLOYED (MILLIONS)

European economic data has shown a modest recovery
with lower unemployment and an uptick in
manufacturing and consumer spending. After the initial
reaction, the Brexit impact is expected to be minimal in
the near-term as trade agreements take time to be
renegotiated and central banks are ready to take
necessary action to provide adequate liquidity and
stimulus. In the near-term, the slowdown in China could
have a larger impact since the Eurozone is heavily
dependent on exports for growth.
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OUTLOOK
TREND OF WEAKENING CHINESE ECONOMY CONTINUES
CHINA RETAIL SALES21
PERCENT CHANGE FROM YEAR AGO

As in other regions, slow global growth is hurting the
industrial side of China’s economy while the consumer
side is showing better growth. However, the rate of
growth in the consumer sector is trending lower. Slower
growth in China has a spill-over impact on countries such
as Japan and Korea that are highly dependent on exports
to China or to Chinese tourism.
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OUTLOOK
CORPORATE PROFITS IMPROVING
The first quarter U.S. GDP report showed that corporate profits increased 2.2% after declining the prior two quarters. The lower dollar was
a benefit. The outlook for earnings is improving with low interest rates and a better employment situation supporting consumer spending,
the drag from falling oil prices subsiding, and a lower dollar helping exports.
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OUTLOOK

Since the major equity market indices, except for the
MSCI EAFE index of developed international equities,
posted gains for the quarter, valuation metrics remain
near or above their longer-term historical averages.
With global economic growth expected to be modest
and valuations high, there are no clear areas of
undervalued opportunities.
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EQUITY VALUATIONS ARE LITTLE CHANGED DESPITE BREXIT VOLATILITY
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OUTLOOK
S&P 500 STILL IN A POSITIVE TREND BUT NEAR PREVIOUS TOPS
The S&P 500 traded above the 200 day moving average except for the short Brexit reaction. The index ended the month just 1.5% away
from the all-time closing high. Certain technical analysts see the index going above the high if earnings reports are good and oil and the
dollar stay around current levels.
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OUTLOOK
HIGH VALUATIONS KEEP RISK ELEVATED IN FIXED INCOME MARKETS

U.S. corporate bond spreads remain above average
making corporate bonds more attractive than
government bonds.
Government bond buying as part of stimulus programs
in Japan and Europe has now extended to corporate
bonds. This added demand is adding downward
pressure on yields in those markets.
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Government bond yields around the world remain
depressed, and prices historically high. It is likely that
the current level of yields will persist.
x Central banks have indicated they will maintain or
expand easy money policies to boost growth.
x Brexit uncertainty is likely to delay Fed tightening.
x Safe haven trading into U.S., German, and Japanese
government bonds during bouts of investor
nervousness drive yields lower.
x With more regions seeing negative yields in their
bond markets, the U.S. bond market will attract
capital, pushing prices higher and yields lower.
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VOGEL TACTICAL RECOMMENDATIONS
EQUAL WEIGHT EQUITIES AND REAL ASSETS. UNDERWEIGHT BONDS. OVERWEIGHT HEDGE STRATEGIES AND CASH.
ASSET CLASS

ACTION

COMMENTARY

EQUAL WEIGHT

Low return expectations due to moderate economic and earnings growth forecasts
and full valuations. Equities offer better risk/return outlook than bonds.

Domestic Mid-Cap Equity

EQUAL WEIGHT

Low return expectations due to moderate economic and earnings growth forecasts
and full valuations. Equities offer better risk/return outlook than bonds.

Domestic Small-Cap Equity

EQUAL WEIGHT

Low return expectations due to moderate earnings growth forecasts and full
valuations. Equities offer better risk/return outlook than bonds.

EQUAL WEIGHT

Mixed economic data and Brexit uncertainty likely to cause periods of volatility, but
more stimulus efforts are likely. Valuations are fair and uncertainty can create
opportunity, particularly for active managers.

EQUAL WEIGHT

Growth challenges in certain countries, but valuations are reasonable. Favor active
management strategies to focus on companies with best growth potential.

UNDERWEIGHT

Further Fed funds rate increases unlikely in the near term due to Brexit uncertainty,
but the demand from foreign investors reaching for yield is likely to keep a cap on
yields. Yields seen remaining in a small range resulting in a forecast for low returns.

UNDERWEIGHT

Yield spreads have come in as investors continue to go down the credit quality scale
reaching for yield which increases the price risk.

OVERWEIGHT

The flexibility to position portfolios for a variety of risk scenarios is expected to
provide return opportunities while limiting volatility. The higher yield available with
certain strategies can provide an offset to price changes and reduce overall volatility.

Domestic Large-Cap Equity

International Developed Equity

International Emerging Market Equity
Fixed Income - Investment Grade

Fixed Income - High Yield
Hedge Strategies

Real Assets

EQUAL WEIGHT

Cash

OVERWEIGHT

Slow global growth could limit the commodities recovery but signs of a potential
uptick in inflation keep the equal weight position intact which could benefit gold.
Maintain adequate cash reserves for at least 12 months of cash needs, plus cash for
opportunistic investing.
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QUARTERLY MARKET REPORT
DISCLOSURES
Important Disclosures:
This report is being provided to you for your review and consideration and does
not constitute a recommendation to purchase, sell or hold any security, and
should not be construed as investment advice. Past financial performance is
no guarantee of future results.
The statistical information contained in this report was derived from sources
that Vogel Consulting LLC (Vogel) believes are reliable, and such information
has not been independently verified by Vogel. The information contained in
this report represents the opinion of the author(s) as of its date and is subject
to change at any time due to market or economic conditions.
Russell Investment Group is the source and owner of the trademarks, service
marks and copyrights related to the Russell Indexes. Russell® is a trademark of
the Russell Investment Group.
Vogel uses the Morningstar Direct software system as one of the data sources
for information presented in this report. Certain of that data have been
compiled by third party data providers and reported to Morningstar.
© Morningstar 2016. All rights reserved. Use of this content requires expert
knowledge. It is to be used by specialist institutions only. The information
contained herein: (1) is proprietary to Morningstar and/or its content
providers; (2) may not be copied, adapted or distributed; and (3) is not
warranted to be accurate, complete or timely. Neither Morningstar nor its
content providers are responsible for any damages or losses arising from any
use of this information, except where such damages or losses cannot be limited
or excluded by law in your jurisdiction. Past financial performance is no
guarantee of future results.
Sources: Number below corresponds to the superscript notation in chart titles
SM
1. Morningstar Direct
2. Telemet America, Inc.
3. Federal Reserve Bank of St. Louis - ICE Benchmark Administration Limited
IBA - "Gold Fixing Price 3:00 P.M. (London time) in London Bullion Market,
based in U.S. Dollars"

4. Federal Reserve Bank of St. Louis - "Trade Weighted U.S. Dollar Index: Major
Currencies"
5. ECB Statistics - Deutsche Bundesbank Eurosystem - "Prices and Yields June
2016"
6. Ministry of Finance Japan - "Interest Rate: Historical Data"
7. Federal Reserve Bank of St. Louis - U.S. Bureau of Economic Analysis - "Real
Gross Domestic Product"
8. Federal Reserve Bank of Atlanta - "GDPNow Forecast: July 12,2016"
9. Federal Reserve Bank of St. Louis - "Real Retail and Food Services Sales"
10.Federal Reserve Bank of St. Louis - U.S. Bureau of Census - "New One Family
Houses Sold: United States"
11.Federal Reserve Bank of St. Louis - "Industrial Production Index"
12.Federal Reserve Bank of St. Louis - "Capacity Utilization: Total Industry"
13.Federal Reserve Bank of St. Louis - U.S. Bureau of Labor Statistics - "Job
Openings: Total Nonfarm"
14.Federal Reserve Bank of St. Louis - U.S. Bureau of Labor Statistics - "Hires:
Total Nonfarm"
15.Federal Reserve Bank of St. Louis - U.S. Employment and Training
Administration - "Initial Claims"
16.Federal Reserve Bank of St. Louis - U.S. Bureau of Labor Statistics - "Average
(Mean) Duration of Unemployment"
17.Federal Reserve Bank of St. Louis - U.S. Energy Information Administration "Crude Oil Prices: West Texas Intermediate (WIT) - Cushing, Oklahoma"
18.Board of Governors of the Federal Reserve System - Federal Open Market
Committee "2016 FOMC Meetings: March & June Press Conference
Projection Materials”
19.Eurostat Office of the European Union - "Unemployment by Sex and Age Monthly Average"
20.European Central Bank - "Private Final Consumption - Individual
Consumption Expenditure - Euro Area 19"
21.National Bureau of Statistics of China - "Total Retail Sales of Consumer
Goods, Growth Rate”
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DISCLOSURES CONTINUED
Sources: Number below corresponds to the superscript notation in chart titles
22. National Bureau of Statistics of China - "Manufacturing Purchasing
Managers' Index"
23. National Bureau of Statistics of China - "Total Value of Exports, Growth
Rate”
24. Federal Reserve Bank of St. Louis - "10-Year Treasury Constant Maturity
Rate"
25. European Central Bank - "Euro area 10-year Government Benchmark Bond
Yield - Yield - Euro area, provided by ECB"
26. Federal Reserve Bank of St. Louis - "Moody's Seasoned Baa Corporate Bond
Yield Relative to Yield on 10-Year Treasury Constant Maturity"
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