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U.S. stocks rose slightly for 
the quarter in the face of 
mixed economic statistics, 
confusion over Fed interest 
rate policy and foreign 
market volatility. Investors 
sought safety in defensive 

oriented stocks with above average dividend yields. 
Widely thought of safe haven sectors such as 
utilities and telecomm gained approximately 7%, 
while growth sectors like information technology 
and consumer discretionary posted declines. Of 
the major averages, the NASDAQ stood out for 
posting a slight quarterly loss, while the S&P 500 
and Dow each posted gains above 2%. Foreign 
equities also posted slight losses as the late 
June Brexit referendum (more on this below) 
pushed the major averages into negative territory. 
Emerging market stocks bucked the trend though 
as the Morningstar Diversified Emerging Markets 
peer group rose +2.26% in the quarter and is up 
6.21% year-to-date.  

Interest rates declined again in the quarter with 
the benchmark 10-year treasury yield falling 
from 1.79% to 1.49% at quarter-end. The Federal 
Reserve took no action on interest rates at their 
June meeting and gave every indication that they’ll 
be ultra-patient in deciding on future rate hikes. 
Rates are plunging on a global basis. According 
to investment firm Gluskin, Sheff, an amazing 
36% of global sovereign debt traded at a yield 
below 0% as of the end of the quarter and 77% 
of outstanding debt trades with a positive yield, 
but less than 1%. Only 6% of the market trades 
with yield over 2%; a yield you can easily get 
from buying the S&P 500 index (and taking on 
the added volatility). This is one of the less talked 
about reasons why equity markets are trading near 
all-time highs in the face of high valuations and 
a seemingly larger than normal list of concerns. 
Investors who need income are stepping out on 
the risk curve and into the equity market.  

According to a recent research piece from Bank 
of America, just 18% of large cap funds (from a 
universe of mutual funds, separately managed 
accounts and hedge funds) outperformed the 

Russell 1000 index during the first half of 2016, 
making it the worst year (so far) for active funds 
since ’03.  The Vanguard 500 Index fund ranked 
in the 23rd percentile of Morningstar’s Large 
Blend peer group (which includes primarily active 
managers, but also index funds) during the first 
half as well.  The average fund in this peer group 
was up +2.16% in the first two quarters, lagging 
the 3.82% return of the S&P 500. Based on these 
statistics, it’s no wonder that index products 
continue to garner the majority of fund flows in 
the large-cap segment of the market.
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The Brexit

On June 23rd, UK voters decided to leave the 
European Union (EU) by a margin of 52% – 48%. 
For months in advance of this referendum, the 
potential for the UK leaving the EU had been 
known as “Brexit”. In the immediate aftermath of 
this historic decision, global equity markets suffered 
sharp declines and UK Prime Minister David 
Cameron became the first political casualty of the 
referendum. There are many questions yet to be 
answered with new twists and turns in the story 
seemingly coming out on a daily basis. Here are 
our initial takeaways:

This is as much a political issue as a financial 
event. Brexit is not a replay of 2008 for global 
financial markets, but make no mistake; the 
impact of this event will be far reaching from a 
business perspective.  

Theresa May took over as Britain’s prime 
minister on July 13th. She is the second woman 
in the job, following in the steps of fellow 
Conservative Margaret Thatcher — who was 
nicknamed the “Iron Lady”. What impact her 
leadership will have on Britain can only be 
answered in the future.   

Global equity markets have soared to their 
highest levels in 2016 as Q3 got underway. 
Despite the initial market decline, the recovery 
has been swift. (See the chart on this page).  
The U.K.’s FTSE 100 index is actually up 20% 
from the lows it reached in Q1.  

The confusion over what happens next will 
likely continue in the weeks and months ahead. 
As no country has ever left the EU before, 
there is no reliable blueprint for what lies 
ahead. Government and business leaders 
around the world will need to plan for a 
multitude of outcomes as trade agreements, 
currency movements and market reactions 
going forward are still unknown. 

Events like this are a reminder that it’s always 
a good idea to periodically check in on your 
investment portfolio to re-affirm your investment 
mix and rebalance if necessary. The silver lining for 
long-term investors is that volatile periods like this 
often provide great opportunity. During periods of 
broad-based price declines, great companies go on 
sale and nimble active managers can make changes 
to their portfolios to capitalize on the eventual 
recovery.  

 
Gold is Shining Again

For the last 18 months, we’ve held a position in the 
gold exchange-traded fund (ETF: GLD) in our private 
client portfolios. We view the position as an excellent 
portfolio diversifier as it tends to have very low 
correlation (doesn’t move in lock step) with other 
traditional asset classes. In addition, gold often acts as 
a safe haven asset class during periods of extreme 
equity market turbulence, which have seemingly 
become the norm this year. Year-to-date through 6/30, 
GLD has risen 24.65%, far outperforming the major 
equity and fixed-income indices. After a multi-year 
stretch of weakness in the gold price, a new bull 
market in the precious metal may be underway.

One person with a vested interest in brighter days 
ahead for gold is John Hathaway, the manager of the 
Tocqueville Gold fund. His fund focuses on precious 
metal stocks and he’s one of the longest tenured and 
well respected managers in the sector. Mr. Hathaway 
held a conference call at the end of Q2 to discuss the 
state of the gold market and his outlook. Below we’ve 
paraphrased his top reasons for investors to consider 
a place for gold in their portfolios today: 

Source: Lipper, BofA Merrill Lynch US Equity & US Quant Strategy
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1. Gold has turned the corner and the bull 
market has started. The bear market of 
2011-15 is over for gold and despite the rise 
in the gold price this year ; it’s not too late to 
start a position. (He didn’t mention it, but his 
fund’s 5-year annualized return is still -11.30%, 
despite the big move higher so far in 2016). 

2. The economy remains weak and the 
economic data has been trending in the 
wrong direction. This means more stimulus 
is potentially coming and thus good for gold. 
Weakness in durable goods, shipping rates and 
other statistics show the economic weakness 
which is supportive of gold. 

3. Political and economic “elites” are out of touch 
with the real world. (The recent Brexit vote 
is a prime example of this). The US economy 
may already be in recession (this is likely to be 
the 5th straight YOY earnings decline for the 
S&P 500). So how does the market trade near 
all-time highs? The answer is the expectation 
for more central bank stimulus and continued 
low interest rates. This again is supportive of a 
higher gold price.  

4. The Fed and other central banks are losing 
their influence over markets. Many in the 
investment world and media are starting to 
criticize their policies. It’s unlikely that we’ll 
see any deviation from the current radical 
monetary policies until another crises forces 
the Fed’s hand.  
 

5. Systematic market risks are high and increasing.  
Gold is very under owned world-wide. As 
more people look for diversification and asset 
classes that work in this environment, more 
capital will move into gold and pushing the 
price for the metal and related mining stocks 
even higher.  

Again, this is a biased view from a manager who 
obviously benefits from a rising gold price, but 
he relayed many of the rationales we considered 
when starting this position last year. To get a 
visual on how powerful the gold rally has been in 
2016, take a look at the chart on this page which 
compares the rise in price against that amount 
of gold owned within the ETF. Despite the price 
move this year, gold has a slightly negative 5-year 
annualized return and remains under-owned by 
investors in our opinion. 

Time to Consider the Roth 401(k)

Retirement plan sponsors have spent much more 
time in recent years on the topic of plan design 
and what features are most important to achieve 
the best outcomes for participants. Items such as 
automatic enrollment, automatic escalation and 
match formula adjustments have gone mainstream. 
Another topic that is starting to garner much 
attention is the Roth 401k option. Many plans are 
starting to offer both the traditional and Roth 
options to employees. The Roth option may be 
especially appealing to younger workers (who 
are presumably in a low tax bracket). Unlike the 
traditional 401k where contributions go into the 
account pre-tax (but are then taxed in the future 
upon withdrawal), the Roth 401k allows the 
participant to contribute after-tax dollars, which 
then grow tax free and also will not be taxed when 
distributions are made in the future. 

The great unknown of course is what will 
tax rates look like in the future? While 
nobody knows for sure, betting on higher 
rates in the future seems like a safe bet 
given the fiscal situation of the country. 
Due to this question, many participants 
will divide their contributions between 
a traditional and Roth option. This way, 
they have two accounts (one with pre-tax 
and one with after-tax contributions) and 
more flexibility in retirement to decide 

where and when withrdawals should come from. 
This is a topic that deserves a serious look from 
plan sponsors. As with any topic related to taxes, 
consulting an expert to walk you through the pros 
and cons is recommended. 
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Our Portfolio Strategy & Allocation Outlook

Our privately managed portfolios held up well 
during a volatile second quarter. Core fixed-
income benefited from the plunge in interest 
rates while our portfolio diversifiers, alternatives 
and gold, contributed to positive results. Within 
our equity holdings, we’ve continued to have a tilt 
across all strategies to large-caps, with an emphasis 
on more defensive sectors. In addition to displaying 
less historic volatility, these defensive sectors of the 
market (ex. Utilities, Telecomm, Consumer Staples) 
typically have paid higher dividends. As you’ll note 
from the chart on this page, those stocks within 
the S&P 500 with the highest dividend yields have 
been the best performers over the past year, while 
stocks with little to no yield have lagged. In a world 
starved for income due to the continued decline 
in interest rates, investors are turning to equities as 
vehicles that can generate yield. As a result, stocks 
with high dividends and other vehicles that focus 
on yield have been bid up by investors. This leads 
to higher and higher valuations for these stocks / 
sectors as more investors get involved. In addition, 
should interest rates start to rise, sectors paying 
the highest dividends may be vulnerable. At the 
end of the quarter we decided to slightly trim back 
our holdings that have benefited the most from 
this theme. We’d rather be a little early and take 
some profits to deploy elsewhere in the portfolio 
while still profiting if this theme continues to work. 
Considering the great desire for income in the 
market today, we expect these high dividend stocks 
to remain in demand from investors.

Please let us know if you’d like to discuss your 
personal investing goals and financial planning 
needs.
 
Matthew H. McPhail, CFA, AIF®

Chief Investment Officer
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 S&P 500    

 DJIA

 NASDAQ

 Russell 2000 

 MSCI ACWI Ex USA

 Barclays Aggregate Bond  

 Bloomberg Commodity TR

Q2 2016 

2.46

2.07

-0.56

3.79

-0.64

 2.21

-0.56

YTD

3.84

4.31 

-3.29

2.22

-1.02

5.31

13.25

1 Year

3.99

4.50

-2.89

-6.73

-10.24

6.00

-13.32

3 Year

11.65

8.99

12.47

7.08

1.16

4.06

-10.55

5 Year

12.09

10.41

11.79

8.35

0.10

3.76

-10.82

Index Returns (%)

Source: Morningstar

10 Year

7.42

7.65

8.35

6.20

1.87

5.13

-5.59

S&P 500 TR:  A market capitalization-weighted index of 500 widely held stocks often used as a proxy for the large-cap segment of stock market. 

Russell 2000 TR:  Consists of the smallest 2000 companies in the Russell 3000 Index, representing approximately 7% of the Russell 3000 total market capitalization often used as a proxy for the small-cap segment of the stock market.

Barcap Aggregate Bond TR:  The Barclays Capital Aggregate Bond Index is a market capitalization-weighted index, meaning the securities in the index are weighted according to the market size of each bond type. Most U.S. traded investment grade 
bonds are represented. The index includes Treasury securities, Government agency bonds, Mortgage-backed bonds, Corporate bonds, and a small amount of foreign bonds traded in U.S.

MSCI EAFE NR USD:  Widely accepted as a benchmark for international stock performance, the EAFE Index is an aggregate of 21 individual country indexes that collectively represent many of the major markets of the world.

DJ US Industrials TR USD:  Computed by summing the prices of the stocks of 30 U.S. companies and then dividing that total by an adjusted value--one which has been adjusted over the years to account for the effects of stock splits on the prices 
of the 30 companies. 

NASDAQ:  Measures the performance of all issues listed in the Nasdaq Stock Market and is often used as a proxy for the large-cap technology segment of the U.S. stock market.

DJ/UBS Commodity:  The DJ-UBSCI is composed of futures contracts on physical commodities and is often used as a proxy for broad-based exposure to the commodity markets.

Disclosure: This information is intended solely to report on investment results, strategies and opportunities identified by Sentinel Pension Advisors, Inc. as of the date of this report. Opinions and estimates offered constitute our judgment and are subject to 
change without notice, as are statements of financial market trends, which are based on current market conditions. This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. References to specific securities 
are for illustrative purposes only and are not intended, and should not be, interpreted as recommendations to purchase or sell such securities. There are no assurances that any strategy will meet its objective. Past performance is not indicative of future 
results. Index information has been obtained from sources that we believe to be reliable; however, we do not guarantee the accuracy of such information. Diversification neither assures a profit nor guarantees against a loss in a declining market. The target 
date is the approximate date when investors plan to start withdrawing their money. 

Investment advisory services provided by Sentinel Pension Advisors, Inc., an SEC-registered investment adviser. Securities offered through Sentinel Securities, Inc. Member FINRA & SIPC. Sentinel Pension Advisors, Inc. and Sentinel Securities, Inc. are affiliated 
companies. Sentinel Benefits & Financial Group is the brand name for the Sentinel family of companies, which includes Sentinel Pension Advisors, Inc. and Sentinel Securities, Inc.
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