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by John Mullen and Ruth Mullen

Improving global growth indicators lifted
stocks for much of the quarter, until un-
certainty reintroduced volatility during the
last weeks of June. Buoyed by a dovish

Fed domestically and polls indicating that
the U.K. would vote to remain in the EU,
investors grew increasingly comfortable with risk as reflected in the outperformance
of value versus growth stocks, smaller cap stocks and emerging market indices. A
surprise victory for Brexit sent stocks tumbling, especially in Europe, and safe haven
assets soared for two days in late June, but a quick rebound brought most indices
outside of Europe to positive returns by month end.

Data as of June 30, 2016 June ‘16 Qtr. 2 '16 YTD '16
S&P 500 0.26% 2.46% 3.84%
MSCI AC World Index (incl. US) -0.55% 1.19% 1.58%
MSCI EAFE (Europe, Asia, Far East) -3.32% -1.19% -4.04%
MSCI EM (Emerging Markets) 4.10% 0.80% 6.60%
Russell Largecap 0.23% 2.54% 3.74%
Russell Largecap Growth -0.39% 0.61% 1.36%
Russell Largecap Value 0.86% 4.58% 6.30%
Russell Midcap 0.46% 3.18% 5.50%
Russell Smallcap -0.06% 3.79% 2.22%

,4—.-4 Il FIXED INCOME MARKETS

The unexpected win by the leave camp in the Brexit vote drove a flight to safety in
the closing week of June. Even as stocks managed to rebound, the fixed income
markets held up indicating that there remains a great deal of uncertainty on the path
forward for the U.K. and the EU. Long dated US Treasuries were the biggest benefi-
ciary of the market turmoil, returning 6.42% in just the month of June and 6.76% for
the quarter. For the first six months, US government and investment grade bonds
maturing in 20+ years have returned 14.33% - handily outperforming stocks. Improv-
ing economic prospects allowed high yield bonds to narrow the performance gap
from the first quarter, with a return of 4.77% versus 4.09% for investment grade.
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Curve flattened as Brexit
drove demand for safe-
haven assets...

Oil prices higher as sup-
ply/demand comes into
balance...

Dr. Copper giving upbeat
assessment of global
growth...

CRB bucking 3 year
down ftrend...

US TREASURY YIELDS

The effect of the Fed rate hike from last December can clearly be seen when com-
paring the short end of the curve at the end of June to a year ago. The cause for the
drop in longer rates is not as straightforward. Nearly the entire decline in long rates
occurred in the aftermath of the Brexit vote, indicating a flight to safety and concerns
over future growth. As stocks rebounded, Treasury yields remained pinned instead of
rising, a factor of declining yields abroad. Indeed, in a world where government bond
yields for Germany and Japan are negative 10 and 20 years out, respectively, de-
mand remains high for US Treasuries despite historically low yields.
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COMMODITIES

After declining in each of the past three years, commodity prices as measured by the
CRB Index surged higher by 13% in the quarter, led by oil and natural gas. What
makes this advance all the more notable is that it occurred even with the dollar ap-
preciating, bucking a multi-year trend.

Oil, which had begun to rally in the first quarter, continued higher and ended June
84% above its February lows. Oil prices were supported by unplanned outages in
Canada, Nigeria and Venezuela, while production in the US continued to slide lower.
At the same time, world demand for oil has remained strong. All this has contributed
to supply and demand coming into balance much sooner than had been forecasted.

The rally in gold and silver that began with the introduction of negative rates by the
Bank of Japan continued in the second quarter. Additional easing measures from the
central banks of Switzerland, Japan and the EU pushed yields further into negative
territory, increasing the appeal of the metals.

Copper, long heralded as a barometer for the strength of the global economy, rallied
strongly in June and is now up nearly 3% year to date.

Commodity Qtr. 2 '16 Year to Date '16
CRB (Commodity Research Bureau) Index 13.01% 9.48%
Oil (West Texas Intermediate) 26.06% 30.48%
Gold 6.88% 24.56%
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US economy shaking off
1Q doldrums...

Consumers feeling better
and spending more...

Auto sales showing
some cracks...

Brexit fallout the great
unknown...

Japan pushing policy
hard, China trying to
balance demands...

ECONOMIC OVERVIEW

US: The quarter began with heightened concern regarding the economy after an ini-
tial estimate for GDP growth of only 0.5%. The April data did little to assuage these
concerns with retail sales, housing and employment numbers all indicating an econ-
omy that was not accelerating. As April turned to May, the data began to improve
along numerous fronts:

Mortgage applications for purchase posted strong gains in May and June

Industrial production in May (latest available), though down 1.4% from 2015, came
in better than expected

Consumer spending rose 1% from April to May, the largest one month gain in
nearly 7 years

Consumer confidence jumped nearly 6 points to 98 in the June survey helped by a
2.8% gain in wages & gas prices 27% lower than last year

Initial jobless claims remained near historic lows
Oil and gas rigs increased 15 from their May low of 434
Bank loans increased 7.4% year over year in June

Perhaps no single data point did as much to change the narrative on the strength of
the US economy than the June jobs report. After disappointing reports in April and
May, in which the job gains were less than expected and the participation rate de-
clined, June was a blowout. The US added 287,000 jobs in June, 112,000 more than
had been expected. Even more encouraging, the participation rate saw a huge jump
from 62.2% in May to 62.9% in June as citizens reentered the workforce, encouraged
by their prospect of getting a job.

Not everything improved in the quarter, however. Auto sales increasingly looked to
have peaked with the 3 month average in June at 17.1 million versus 18.1 million in
December. This slowdown has happened even as outstanding auto loans topped $1
trillion for the first time ever. At the same time, the wider manufacturing sector is still
being held back as customers work off higher than desired inventory levels.

Europe: Unlike the US, the quarter opened on a strong note for Europe with better
than expected GDP growth of 2.1% for the EU. That strength largely continued
throughout with improving readings for both the services and manufacturing Purchas-
ing Managers Index. That was the good news. The surprise vote by the U.K. to leave
the EU was an unexpected outcome and resulted in the outlook for Europe being
ratcheted down, even more dramatically so for the U.K. The uncertainty had already
begun to take a toll on the U.K. economy with growth slowing and consumer confi-
dence turning down in the run-up to the June vote. The quarter ended with the cen-
tral banks of Europe and the U.K. signaling plans for further easing measures.

Asia: The Bank of Japan continued its massive QE program and signaled a willing-
ness to push the target interest rate further into negative territory to spur the econo-
my. The BoJ was forced to expand its purchases from government bonds into do-
mestic equities, becoming a top 10 shareholder in 90% of the Nikkei 225 constituents.
While growth in Japan has remained stubbornly subdued, wage gains have acceler-
ated recently - typically a precursor to a wider pickup in inflation.

China seems to have found some success in the near term in their attempts to reform
the economy while keeping growth at an acceptable level. In contrast to the first
quarter, the relative stability in worldwide markets allowed the Chinese central bank
to let the yuan drift lower without seeing a spike in capital outflows from the country.
In reaction to surging home prices and signs of speculation, the central bank took
steps to curb lending - a proactive move in an attempt to ward off a bubble. At the
same time, the government announced a new round of stimulus in the form of a $450
billion monorail line.
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/\ INVESTMENT IMPLICATIONS

Brexit just the latest in a
series of shocks...

Worst of post-Brexit
fears yet to come true...

Bond and stock perfor-
mance telling two differ-
ent stories...

Presidential elections
odds starting to show in
stock performance...

A relief rally began at the end of June when investors’ worst fears failed to materialize.
Since March 2009, the market has climbed the proverbial “wall of worry” again and
again as one serious issue after another has avoided disaster. Think of the US debt
ceiling crisis, 2012 fiscal cliff, US government shutdown, sequestration, the Greek/EU
crisis (parts 1 and 2), and the China growth scare — just to name a few. No wonder
this bull market has been labeled as one of the most unloved in history.

This time, the Brexit vote sparked concerns about bank liquidity, the potential for oth-
er countries to leave the EU, currency chaos, and an economic slowdown. Liquidity
was immediately addressed by central banks proactively injecting cash into the bank-
ing system and announcing the ability and willingness to do more — a very different
response from 2008. In Spain, the pro-EU party registered an unexpectedly strong
showing in the polls. A sense of EU solidarity rather than disintegration emerged. The
pound sterling fell, but other currencies stabilized. The US Fed looked smart for not
having raised rates, and the phrase “lower for longer” referring to interest rates took
hold. Then, the icing on the economic cake came in the final days of June as various
economic indicators in the US and China — even Japan — came in stronger than ex-
pected. The market likes the combination of improving growth with low interest rates.

How long can this aging bull last? The anomalous relationship between long term
interest rates which continue to fall (usually a sign of weakness to come) even as the
stock market rises sets a cautionary tone. For the moment, “lower for longer” contin-
ues to steer more cash into risk assets in the pursuit of higher returns. The significant
increase in the price of oil — up over 80% from its cyclical low — has so far been a
tailwind to stock prices by reducing the risk to companies and countries tied to its
production. As the effects of this increase work their way through the system and into
the CPI, however, inflation could return to uncomfortable levels and become a head-
wind.

With the US elections coming in November, we look to handicap the effects on indus-
tries and companies of Republican or Democrat victories at the presidential and
Congressional levels. A Clinton win is positive for infrastructure spending and gov-
ernment contractors, and negative for managed care companies (the introduction of
the public option) and pharmaceuticals (price controls). Big banks could come under
more pressure, but a lot of bad news is already priced in there. Minimum wage in-
creases are expected to hurt the retail and restaurant stocks. The other side of that
coin is that increased consumer spending of wage hikes, if it materializes, should
help revenues in targeted sectors. A Trump win is more difficult to quantify due to the
fluidity and even lack of stated policy, though multinationals are at risk from a drastic
shift in tax and trade agendas.

One thing we can expect is continued volatility resulting from the speed of events and
movement of money in and out of markets. We prefer to own strong companies with
the ability to manage through difficult times.
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Please remember that past performance may not be indicative of future results. Different types of investments involve varying degrees of risk, and
there can be no assurance that the future performance of any specific investment, investment strategy, or product (including the investments
and/or investment strategies recommended or undertaken by Parsons Capital Management, Inc.), or any non-investment related content, made
reference to directly or indirectly in this newsletter will be profitable, equal any corresponding indicated historical performance level(s), be suita-
ble for your portfolio or individual situation, or prove successful. Due to various factors, including changing market conditions and/or applicable
laws, the content may no longer be reflective of current opinions or positions. Moreover, you should not assume that any discussion or information
contained in this newsletter serves as the receipt of, or as a substitute for, personalized investment advice from Parsons Capital Management, Inc.
To the extent that areader has any questions regarding the applicability of any specific issue discussed above to his/her individual situation, he/she
is encouraged to consult with the professional advisor of his/her choosing. Parsons Capital Management, Inc. is neither a law firm nor a certified
public accounting firm and no portion of the newsletter content should be construed as legal or accounting advice. If you are a Parsons Capital
Management, Inc. client, please remember to contact Parsons Capital Management, Inc., in writing, if there are any changes in your person-
al/financial situation or investment objectives for the purpose of reviewing, evaluating, and/or revising our previous recommendations and/or
services. A copy of the Parsons Capital Management, Inc.’s current brochure discussing our advisory services and fees is available upon request.
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