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First Half 2016 Market Overview 

January February March April May June 

Worst start of the year in 
history of S&P 500  

 U.S. 10-year yield hits low of 
1.6% 

 Fed becomes less 
aggressive on rising rates 

  Dollar weakens and  oil 
strengthens   

Global economic data shows 
improvement 

Fed keeps rates unchanged 
and the UK ‘Brexits’ 
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Source:  Morningstar Direct, MSCI, S&P, Barclays 
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What is Brexit?  

• The European Union (EU) is a political and economic union among 28 
European countries allowing for a single market and the free movement of 
people, labor, goods, services, and capital.  

• On June 23, 2016, the United Kingdom (UK) held a referendum on 
continued membership in the EU. 

• Unexpectedly, the UK electorate voted 52% to 48% to leave the EU.  
• Those voting to leave the EU largely did so to allow the UK to assert more 

control over its regulatory and immigration policies.  
• Once the UK officially notifies the EU of its intention to exit, there will be a 

two year negotiation process between the EU and UK. 
• During this two year period, the EU and the UK will need to establish new 

trade and immigration agreements. Additionally, the UK will need to 
negotiate separate trade agreements with the EU’s trading partners.  
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Brexit Explained 

Market Reaction 

• Capital markets reacted sharply to the vote with a flight to safety that 
benefitted U.S. Treasuries, gold, the U.S. dollar, and the Japanese Yen.  

• Risky assets sold off globally with the biggest declines occurring in European 
equities, the Pound Sterling, and the Euro.  

• Markets reacted negatively because the result was so unexpected;  
prediction markets showed the probability of the UK leaving the EU to be 
less than 30% in the days leading up to the vote.   

• The impact of the vote will be felt globally, but it is most acute in the UK and 
Europe where the consensus outlook for growth has been lowered over the 
next several years.  

• Implied volatility  jumped sharply after the vote suggesting larger than usual 
market swings in the months to come as the decision to exit created more 
uncertainty than it solved.  
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Geographic Footprint: Revenues vs. Domicile  
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Observations Stock Market Fundamentals 

Source: MSCI; FactSet Economics 

• Brexit is expected to depress GDP growth in the UK and 
Europe and could place downward pressure on 
earnings growth. 
 

• However, revenue exposure in UK and Eurozone stocks 
is diversified across the globe, softening the potential 
impact to company earnings. 
 

• Stock fundamentals provide a mixed picture, with lower 
expected EPS growth rates outside the U.S., offset by 
more attractive valuations outside the U.S. 

Source: MSCI 

Global Stock Market Regional Domicile Exposure 

U.S. Stocks 
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Note: U.S. Stocks represented by MSCI USA Index; UK Stocks represented by MSCI UK Index; Europe ex. UK Stocks represented by MSCI Europe ex. UK Index; Other Developed Stocks represented by the MSCI Australia, MSCI Hong Kong, MSCI Japan, 
MSCI New Zealand, MSCI Singapore, MSCI Canada, and MSCI Israel Indices; Emerging Markets Stocks represented by MSCI Emerging Markets Index; Developed Non-U.S. Stocks represented by MSCI EAFE Index. 

Stock Market 

YTD 
Return 
(Local) 

Trailing 
P/E 

Avg. P/E 
since 
1998 

Dividend 
Yield 

Forward 
EPS 1-Yr 
Growth 

Rate 

U.S. Stocks +3.2% 18.2x 17.9x 2.1% 8.5% 

Developed Non-U.S. Stocks -7.2% 14.8x 16.0x 3.5% 8.0% 

UK Stocks +6.9% 18.3x 14.4x 4.1% 5.7% 

Europe ex. UK Stocks -8.1% 14.9x 16.0x 3.5% 7.2% 

Emerging Markets Stocks +3.5% 11.4x 11.8x 2.8% 11.2% 

Source: MSCI; FactSet Economics 
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Source:  FactSet Economics 
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• Bond yields across the globe fell sharply during the end of 
the second quarter due to assumptions about what global 
central banks would do in reaction to Brexit, with the 
expectation that Japan, Europe and the UK will all adopt 
negative interest rate policies. 

• As of the end of the second quarter, 74% of all developed 
market government bonds were yielding less than 1%, 
while 36% were yielding less than 0%.  Two years ago, 
47% of these bonds were yielding less than 1% and none 
were yielding less than 0%. 

Source: FactSet Economics Source:  Barclays 

Source:  FactSet Economics; Rates represent the Fed Funds, Short Sterling, 3M Euro Yen, and 3M Euribor 
future rates. 
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Currency Performance and Relative Valuations 
• Since the end of 2011, the U.S. Dollar 

appreciated approximately 20% 
relative to other currencies.  

• This trend abated somewhat in the first 
half of 2016, particularly among the 
Yen and Brazilian Real.  

• The UK  Pound Sterling depreciated 9% 
in the days following the Brexit vote. 

• On a purchasing power parity basis, 
the Euro, Yen, and most emerging 
market currencies look cheap while the 
Yuan, Pound Sterling, and U.S. dollar 
appear expensive. 
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YTD Currency Performance vs. the U.S. Dollar as of June 30, 2016 

Source: Bank for International Settlements (BIS)  
Note: Real Effective Exchange Rate (REER) measures the value of a currency against a weighted 
average of several foreign currencies divided by each country’s consumer price index. It is a measure of 
exchange rates on a Purchasing Power Parity (PPP) basis. The Emerging Markets ex-China average was 
calculated using U.S. trade weights supplied by the BIS.  
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Second Quarter Market Overview 
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Source:  Morningstar Direct, S&P, Russell, MSCI, Barclays, HFRI, Bloomberg 
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U.S. Equity Market Performance 
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P/E Ratio(1) 15-Yr Avg.(2)  

Telecom 14.5x 20.4x  

Utilities 22.3x 15.6x  

Energy 31.2x 14.1x  

Consumer 
Staples 24.5x 19.2x  

Materials 19.9x 18.6x  

Industrials 19.0x 18.3x  

S&P 500 19.6x 17.5x  

Consumer 
Discretionary 20.7x 19.6x  

Health Care 22.9x 21.3x  

Technology 19.7x 22.6x  

Financials 14.1x 14.8x  

 

S&P 500 Scorecard 
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Year-To-Date 2016 

Top Five S&P 500 Index Holdings 

Sector Weights Sector  Returns 

Name Sector % of S&P 
YTD 2016 

Return 

YTD 2016 
Contribution 

to Return 

1. Apple, Inc. Technology 2.9% -8.1% -0.27% 

2. Microsoft Corp. Technology 2.2% -6.5% -0.16% 

3. Exxon Mobil Corp. Energy 2.1% 22.2% +0.41% 

4. Johnson & Johnson Health Care 1.8% 19.6% +0.31% 

5. General Electric Co. Industrials 1.6% 2.5% +0.04% 

Source: Morningstar Direct, S&P 

Source: Morningstar, S&P 
(1)Trailing 12 month P/E as of 6/30/2016.  
(2)15-year average trailing 12 month P/E as of 6/30/2016. 
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Source:  Morningstar Direct, MSCI 

Source: Federal Reserve Board; US trade-weighted index. 
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Sector Returns U.S. Treasury Yield Curve 

Source: Barclays 
Years to Maturity 

3 
m

os
 

6 
m

os
 

2 
yr

s 
3 

yr
s 

10
 y

rs
 

30
 y

rs
 

5 
yr

s 

Source: Barclays 

2.1 
1.2 1.1 

3.6 

5.5 
4.7 

2.6 

5.4 

3.3 3.1 

7.7 
9.1 9.4 

4.3 

0

5

10

15

Treasury Agency Mortgages Corporate High Yield Emerging
Markets

Municipal

R
at

e 
of

 R
et

ur
n 

(%
) 

2nd Quarter 2016 Year-to-Date 2016

Source: Barclays 



This presentation is accompanied by additional disclosures which can be found on the last pages. 
All information herein is confidential and proprietary. 

8.9 

-7.0 

24.3 

34.2 

6.3 

29.9 

8.0 

2.2 

9.7 

34.1 

-9.3 

-1.1 

0.6 

1.1 

31.7 

23.9 

2.5 

-9.0 

5.1 

1.4 

-4.7 

6.8 

19.9 

10.8 

15.6 

8.1 

0.0 

11.0 

27.8 

-9.2 

2.3 

-8.9 

10.4 

29.9 

23.2 

31.0 

3.1 

18.7 

-20 -10 0 10 20 30 40

Lean Hogs

Live Cattle

Gold

Silver

Nickel

Zinc

Aluminum

Copper

Coffee

Soybeans

Wheat

Corn

Soybean Oil

Cotton

Sugar

Heating Oil

Natural Gas

Unleaded Gas

WTI Crude Oil

2nd Quarter 2016 Year-To-Date 2016

Real Assets Performance 
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Commodity Sector Performance Asset Class Performance 

Historical WTI Crude Oil Prices 

34% Energy (9.1%) 

30% Agriculture (13.5%) 

15% Precious Metals (27.1%) 

15% Industrial Metals (8.5%) 

5% Livestock (-0.7%) 

Source: Morningstar Direct, Bloomberg, S&P, Barclays 
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 This publication is for investors and investment consultants interested in the consulting services available through J. H. Ellwood & Associates, Inc. (“Ellwood”). This 
publication contains general market commentary and views as of the date of publication. In no way should the information herein be construed as personal 
recommendations as it does not take into account the particular investment objectives, financial situations, or needs of individual users.  The information presented is 
not an offer to buy or sell securities, nor should it be construed as tax or legal advice.  

 In preparing this document, Ellwood has relied upon and assumed, without independent verification, the accuracy and completeness of all information available from 
public sources.  All materials sourced to a third party is owned by such party, and such party retains all rights to trademarks and copyrights thereto. Ellwood has no 
obligation to update, modify or amend this information or to otherwise notify a reader thereof in the event that any such information becomes outdated, inaccurate, or 
incomplete.

 Statements in this piece that reflect projections or expectations of future financial or economic performance of the markets in general are forward-looking statements.  
Actual results or events may differ materially from those projected, estimated, assumed or anticipated in any such forward-looking statements.  Important factors that 
could result in such differences, in addition to the other factors noted with such forward-looking statements, include general economic conditions such as inflation, 
recession and interest rates.

 The historical information included herein is historical only and is not a guarantee of future performance.

 Included in this report are various indices information. All indices are unmanaged and not available for direct investment. Index returns are shown gross of investment 
management expenses.

 Russell Investment Group is the source and owner of the Russell Index data contained or reflected in this material and all trademarks and copyrights related thereto. 
The material may contain confidential information and unauthorized use, disclosure, copying, dissemination or redistribution is strictly prohibited. This is an Ellwood 
presentation of the data. Russell Investment Group is not responsible for the formatting or configuration of this material or for any inaccuracy in presentation thereof.

 The S&P 500® index and its GICS® Level 1 (Sector) subindices (“Index”) are a product of S&P Dow Jones Indices LLC and/or its affiliates and has been licensed for use 
by Ellwood Associates.  Copyright © 2016 S&P Dow Jones Indices LLC, a subsidiary of McGraw Hill Financial Inc., and/or its affiliates. All rights reserved. Redistribution 
or reproduction in whole or in part are prohibited without written permission of S&P Dow Jones Indices LLC. For more information on any of S&P Dow Jones Indices 
LLC’s indices please visit www.spdji.com.  S&P® is a registered trademark of Standard & Poor’s Financial Services LLC and Dow Jones® is a registered trademark of 
Dow Jones Trademark Holdings LLC. Neither S&P Dow Jones Indices LLC, Dow Jones Trademark Holdings LLC, their affiliates nor their third party licensors make any 
representation or warranty, express or implied, as to the ability of any index to accurately represent the asset class or market sector that it purports to represent and 
neither S&P Dow Jones Indices LLC, Dow Jones Trademark Holdings LLC, their affiliates nor their third party licensors shall have any liability for any errors, omissions, 
or interruptions of any index or the data included therein.

 Copyright ©2016 MSCI. Unpublished. All Rights Reserved. This information may only be used for your internal use, may not be reproduced or redisseminated in any 
form and may not be used to create any financial instruments or products or any indices. This information is provided on an “as is” basis and the user of this 
information assumes the entire risk of any use it may make or permit to be made of this information. Neither MSCI, any or its affiliates or any other person involved in 
or related to compiling, computing or creating this information makes any express or implied warranties or representations with respect to such information or the 
results to be obtained by the use thereof, and MSCI, its affiliates and each such other person hereby expressly disclaim all warranties (including, without limitation, all 
warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a particular purpose) with respect to this information. 
Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any other person involved in or related to compiling, computing or creating this 
information have any liability for any direct, indirect, special, incidental, punitive, consequential or any other damages (including, without limitation, lost profits) even if 
notified of, or if it might otherwise have anticipated, the possibility of such damages.
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 CRSP: [Calculated/Derived] based upon data from CRSP® Indexes Data Center for Research in Security Prices (CRSP®), The University of Chicago Booth School 
of Business.

 Source: FTSE International Limited (“FTSE”) © FTSE 2016. FTSE® is a trade mark of the London Stock Exchange Group companies and is used by FTSE under 
license. All rights in the FTSE indices and / or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors accept any liability for any errors or 
omissions in the FTSE indices and / or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE’s express written 
consent. FTSE does not promote, sponsor nor endorse the research report.

 Investments in securities are subject to investment risk, including possible loss of principal. 

 Bonds are subject to interest rate, price, and credit risks. Generally when interest rates rise, bond prices fall.

 Investments in commodities may have greater volatility than investments in traditional securities. 

 Investments in emerging markets may be less liquid and more volatile. Additional risks include currency fluctuations, and political instability. 

 Equity investments are more volatile than bonds and subject to greater risks. Small- and mid-cap stocks involve greater risk than large-cap stocks. 

 High-yield fixed income securities are subject to liquidity and credit risk, and tend to be more volatile than investment grade fixed income. 
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