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Highlights 
 

• Brexit may have been the biggest event in decades despite only a brief market scare. The vote was 
followed by central bank soothing, lower interest rates, and investor calm.  Our portfolios outperformed; 

• Brexit expanded the range of possible outcomes for the global economy and for European cohesion.  
While most economists expect negative repercussions, we do not in the near term; 

• Brexit has many likely consequences.  Perhaps the worst involves the continuation of flawed central 
bank policies. 
 

Markets 
       Returns (%) 
 
GIA* 

Average 
Quality 

 
2Q16 

 
12  Months 

Core Plus Composite (A) 3.20        4.71 
Global Credit Plus Composite (BBB+)  3.62 5.37 
Global High Yield Composite (B+) 6.37 0.92 
Emerging Market Debt Composite† 
 
*Returns are net of fees 

(BB+)  4.61 3.24 

    
Benchmark Bonds    
Barclay’s U.S. Aggregate Index (AA+) 2.21 6.00 

Treasury (AAA) 2.10 6.22 
Credit (A) 3.48 7.55 
Mortgage (AAA) 1.11 4.36 
Government/Credit (AA) 2.67 6.70 

    
BoA Merrill U.S. Corps & Yankees (A) 3.30 7.00 
BoA Merrill Corporate Master (A-) 3.50 7.38 
BoA Merrill High Yield (B+)  5.78 1.70 
BoA Merrill EM Corporate Plus 
JPM Emerging Markets EMBI+ 

(BBB) 
(BB+) 

 4.14 
 6.00 

 6.08 
 13.22 

JPM CEMBI Broad (BBB-)   4.15  5.60 
JPM GBI-EM Global Diversified (BBB)   2.71 1.99 
Citi Non-U.S. World Govt. Bonds (AA-) 4.04 13.85 
    
    
Benchmark Equities    
S&P 500 NA 1.90 1.73 
Nasdaq Composite NA  -0.56 -2.89 
Russell 2000 NA  3.40 -8.14 
MSCI EAFE NA        -2.64 -12.70 

Europe NA        -4.22 -13.85 
              Japan NA  0.88  -10.58 
MSCI Emerging Markets Equity NA -0.32 -14.21 
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Markets 
 
So far 2016 has been a remarkable year.  We started the year with the steepest equity market decline in history and 
ended the second quarter with Britain voting to leave the European Union.  Measured by year-to-date equity market 
performance, the year would appear to be dull.  However, when looking at global bond markets, the picture is 
meaningfully different and somewhat “out-of-line.”  The 10 year U.S. treasury declined in yield by 30 basis points in the 
second quarter and 80 b.p. year-to-date, while inflation has ticked higher.  Government bonds returned 5.37% for the six 
months ended June 30, 2016.  The focus on interest rates has traction because the Fed raised rates in December 2015, 
yet German and Japanese 10-year rates moved negative to -0.13% and -0.22% respectively as of June 30.  Central bank 
actions have created these market distortions, which, for now, have generated excellent returns in fixed income.   
 
High yield bonds followed up the first quarter recovery with another impressive quarter.  Even angst over Brexit did not 
derail the rally, which got support from lower interest rates, improving commodity prices, and an acquiescent Fed.  For the 
quarter, the Bank of America Merrill Lynch High Yield Cash Pay Index (J0A0) ended up 5.78%, bringing year-to-date 
performance to 9.20%.  This performance was paced by an impressive recovery of 27.52% for Metals and Mining, and 
22.40% for Energy.  Spreads narrowed from 690 b.p. to 617 b.p., while the yield to worst decreased from 8.23% to 
7.21%.  Despite the strong performance, mutual fund investors withdrew $6.3 billion from high yield funds during the 
second quarter, although year-to-date they added $3.7 billion.  The default rate increased to 3.56% in June from 3.22% in 
March as more energy and commodity related entities were forced to default or restructure.  However, measured monthly, 
the default rate fell to a year-to-date low in June, suggesting improved commodity prices enabled more borrowers to 
postpone restructuring.  Outside of energy and commodities, defaults remained low at 0.58%.  New issue activity 
improved with sentiment permitting borrowers to issue $104 billion more than double the $51.2 billion raised during the 
first quarter of 2016. 
 
The investment grade corporate bond index, the Bank of America Merrill Lynch U.S. Corporate Index (C0A0), was up 
3.50% for the quarter and 7.56% year-to-date on the back of lower interest rates.  By comparison, the U.S. treasury index 
returned 2.24% for the quarter and 5.66% year-to-date.  Corporate bonds received significant lift from European and 
Japanese investors as they retreated from negative rates.  The corporate bond index outperformed the treasury index 
because it has a longer duration and benefited from some spread compression.  During the quarter corporate spreads 
narrowed by 16 b.p. to 156 b.p., while the yield to worst of the index decreased from 3.21% to 2.87%.  Issuance for the 
quarter continued at a healthy clip as rates declined.  Total issuance was $392.9 billion, despite a subdued $81.2 billion 
June and a massive $190.2 billion in May.  Year-to-date companies raised $795.6 billion, well on pace for a fourth 
consecutive annual record. 
 
Few strategists recommended emerging markets bonds in 2016 as forecasts for a strong U.S. dollar and low commodity 
prices were expected to depress creditworthiness.  Post February, these forecasts were adjusted and investors rushed 
back into the market.  By the end of June, Emerging market bonds delivered some of the best returns in fixed income.  
For the quarter, the JPM Emerging Markets Bond Index Plus (EMBI+), a dollar denominated sovereign index, was up 
6.00%, the JPM Corporate Emerging Markets Broad Index (CEMBI Broad) returned 4.15%, and the JPM Global Bond 
Index – Emerging Markets Global Diversified (GBI-EM Global Diversified), a local markets index, returned 2.71%.  The 
year-to-date returns for each of these respectively were: 12.29%, 8.59%, and 14.02%.   
 
 
Portfolios 
 
Our Core Plus Composite consists of portfolios that can hold up to 30% in securities rated below investment grade.  The 
Composite outperformed the Barclays U.S. Aggregate Index, net of fees, by 99 basis points for the quarter, but was 
behind by 129 basis points over the last twelve months.  During the quarter, the best performing sectors were high yield 
and emerging markets debt.  In aggregate, the portfolio had exposure exceeding 23% to these sectors, with exposure to 
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non-investment grade rated securities approaching 17%.  These exposures explain most of the outperformance.  The 
portfolio was also underweight mortgages, which underperformed as interest rates declined, but this was offset by an 
underweight to government bonds, which rallied at quarter-end after the Brexit vote.  Over the last 12 months the portfolio 
was held back by the underperformance of the “Plus” sectors, primarily high yield.  During the second half of 2015 
commodity prices collapsed leading to numerous bankruptcies and downgrades in Energy, Metals and Mining.  Also, 
interest rates declined significantly, despite the Fed’s first rate hike in nine years. 
 
Global Credit Plus Composite consists of portfolios holding investment and non-investment grade credit related securities.  
The Composite is measured against a benchmark consisting 70% of the BofA Merrill Lynch U.S. Corporate Index and 
30% of the BofA Merrill Lynch U.S. Cash Pay High Yield Index.  The Composite underperformed the benchmark, net of 
fees, by 57 basis points during the quarter, and was behind by 31 basis points over the last twelve months.  The portfolios 
had an allocation of approximately 70.9% U.S. investment grade, 10.7% high yield, and 18.4% emerging markets, of 
which 15.1% was investment grade rated.  In the second quarter, U.S. high yield delivered the best performance in fixed 
income.  Even with some high yield exposure in emerging markets, the portfolio was underweight the high yield sector by 
over 10%.  Strong performance from both the portfolios’ investment grade corporate bonds was insufficient to offset the 
underweight in high yield.  Over the last twelve months, corporate bonds benefited from a decline in interest rates.  The 
portfolios’ underperformance was primarily attributable to duration positioning that was slightly short of index.  In addition, 
some investment grade EM bonds suffered spread widening during the year. 
 
Our Global High Yield Composite consists of portfolios investing primarily in U.S. high yield, higher yielding investment 
grade credit and emerging markets corporate bonds.  The Composite outperformed the Bank of America Merrill High 
Yield Cash Pay Index by 59 basis points, net of fees, in the quarter, but was behind the index by 78 basis points over the 
last 12 months.  During the quarter, the Composite held a meaningful exposure to non-investment grade emerging 
markets bonds, which continued to recover during the second quarter, especially in commodity related names.  Across 
both high yield and EM, some of the worst performing securities in 2015 enjoyed significant recoveries during the first half 
of 2016.  Over the last twelve months, the underperformance was attributable primarily to emerging markets, particularly 
commodity related exposures.  The portfolios also had exposure in Brazil, which suffered in the second half of 2015 from 
a corruption scandal and recessionary economic activity. 
 
Our Emerging Market Debt Composite† consists of portfolios investing in dollar denominated emerging market credit 
securities, primarily from corporate issuers.  The Composite is measured against the BofA Merrill Lynch US Emerging 
Markets Plus Index (EMUB).  During the quarter, the portfolio outperformed the benchmark by 47 basis points, net of 
fees, but was behind by 284 basis points over the last twelve months.  The portfolio had an overweight exposure to non-
investment grade rated securities and regionally was overweight Latin America and underweight Asia.  That combination 
generated the outperformance as lower rated credits recovered.  Over the last twelve months, that same combination 
caused the underperformance as Latin America, led by Brazil, was the worst performing region, while Asia, a mostly 
investment grade rated region, benefited from lower interest rates. 
 
Economy 
 
Events during the second quarter of 2016 were overshadowed by Britain’s vote to leave the European Union.  Within 
hours of the results economists downgraded their growth expectations for Britain, Europe and the world.  Even the 
European Central Bank forecast Brexit would subtract 0.5% from Euro Area growth in 2017.  Prior to the vote U.S. 
economists had upgraded their 2Q growth expectations for the U.S. on the back of improved manufacturing and housing 
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data.  And prior to a dismal employment report for May, the Fed was warning the market that it should not be complacent 
about rate hikes in the summer. 
 
Brexit cast a pall over the global economic outlook.  Uncertainty surrounding the terms of UK’s withdrawal and the 
possible pressure from citizens of other member countries to pursue a similar path, leaves economists wondering how 
much drag these unknowns will create.  Prior to the vote there were some positive economic indicators in Europe, 
although growth rates were not robust.  In the U.S., for the third year in a row, a lethargic first quarter was followed by a 
more robust second.  Now economists are adjusting their forecasts to account for the expanded range of possibilities. 
 
One certainty is that central banks will commit more fully to their low-rate and quantitative easing policies, regardless of 
their, thus far, lack of success.  Financial markets grabbed on to the central bank vow of support to move interest rates 
lower and equity markets higher.  The unanswered question is whether real economic growth will support higher prices, or 
whether prices are an example of the distortionary effects of negative rates. 
 
We believe Brexit may turn out to be more of a political phenomenon than an economic one.  If that is the case, global 
economic activity may continue on its pre-Brexit path.  This path is one of sluggish, but still positive growth with few 
catalysts to move it higher. 
 
Scenarios 
 
We propose three scenarios for the U.S. economy over the next 6 months: 
 

1. Our most likely case has the economy growing at around 2.0% in 3Q and 4Q 2016.  We believe the U.S. 
economy has a relatively strong foundation given employment, wage growth and consumer credit metrics.  Still 
low energy prices and a further boost from mortgage refinancing should support healthy consumption.  The 
external environment has become more challenging, but the effects of Brexit will take time to play out.  The 
expected strong dollar and weak commodity prices have not materialized and the Fed has been forced to the 
sidelines.  PROBABILITY  60% 

 
2. A second scenario has the economy recovering to trend growth of 2.5% to 3.0% over the next six months.  The 

services side of the economy remains strong and housing related activity could accelerate with solid employment 
and lower mortgage rates.  In addition, disinvestment related to low commodity prices may have run its course, 
reducing the future economic drag from these industries.  Europe may perform better than expected if Britain’s 
separation occurs without commercial acrimony.  Chinese policy makers may implement more policies targeting 
consumption, and helping reverse the economy’s perceived decline.  PROBABILITY  15% 

 
3. A third scenario has the economy declining to a 0.5% to 1.0% growth rate due to sharply deteriorating conditions 

after Brexit.  Worries related to European disintegration and a messy U.S. election could zap consumer 
confidence.  In this scenario, commodity prices would decline again draining any investment prospects for those 
industries and emerging markets would experience another withdrawal of investment capital.  PROBABILITY  
25% 

 
 
Market Outlook 
 
Brexit changed everyone’s calculus.  Prominent in the new forecasts are continued (and even expanded) rounds of 
central bank monetary stimulus.  These expectations have lowered interest rates globally, most visibly in Europe and 
Japan where yields across most maturities are negative.  The implications of the British vote will likely evolve over many 
months.  While we believe the economic impact of Brexit will be smaller than currently forecast, we agree that interest 
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rates will likely remain low for some time.  Because of this, we are again lowering our year-end forecast for U.S. interest 
rates to 1.50% to 1.75% for the 10-year U.S. treasury.  Even with lower rates, we believe global investors will favor U.S. 
bond markets and willingly reach for yield across maturities and credit ratings.  These additional flows should help U.S. 
credit markets perform well and high yield, in particular, generate the strongest returns.  This expectation will have to be 
monitored as post-Brexit data flows in because the range of possible outcomes has expanded. 
 
 
Commentary – About Brexit 
 
With the shocking results of the British referendum, the world confronts an event of monumental consequences.  The 
European Union, a construct that began after World War II to promote economic integration between neighboring nations, 
evolved over nearly 60 years to include political and social union amongst 28 nations.  The vote put a halt to the Union’s 
expansion, for now, and, more profoundly, questioned the merit of its evolution.  At this juncture many questions are being 
pondered by the British, Europeans, politicians, multinational businesses, economists, and others on next steps, 
implications and meaning.  Like others, we are working to discern the investment implications, and we can start with a few 
observations. 
 
The first observation is that the vote has a message that needs to be heeded by the world. It was interesting to see that 
the vote drew support across traditional political parties.  Only the Eurosceptic UK Independence Party was fully behind 
and actively campaigning to leave the Union.  In fact, the leaders of the major parties, Conservative and Labor, which 
easily constitute the largest affiliations within the British electorate, opposed Brexit, and prior to the referendum, British 
“nationalist” parties had not had significant traction at the polls.  Some have commented that the immigration issue may 
have tipped the scales.  Perhaps, but nationalist parties with sizeable grass roots strength in other European nations have 
not succeeded in obtaining electoral majorities, even in the face of the recent migrant problems. 
 
Another curious post-vote commentary revolves around “Bremorse.”  This refers to Britons who voted to leave, but now 
regret their vote because they expected the Remain campaign to prevail.  Even if those votes made the difference, there 
was something about Britain’s role or relationship with the EU that troubled them enough to pull the Leave lever. 
 
It is widely acknowledged that the economic benefits of the Union have been significant for all of Europe.  Even the 
economic arguments against it, focused on the cost of membership and the centralization of trade negotiations, had more 
of an optical intent than a numerically justifiable foundation.  We believe every “Leave” voter grabbed onto one or two of 
the Leave Campaign’s positions with enough passion to sway their vote against Europe.  Together, those votes tell a 
story of disaffection with the direction of the EU.  Regional and demographic post-vote analyses do not seem to identify a 
common source of rejection.  Rather, there seems to be a combination of factors that send an “I don’t like where we are 
headed” message to their leaders.  Hopefully, the European Commission has enough sense to pay attention. 
 
This largely “political” vote has layered a cloud of economic uncertainty upon the world that will likely last a few years.  
The timing is unfortunate because after years of desperate efforts by the world’s monetary authorities to break away from 
the 2008-2009 recession, Brexit will likely muddy the economic waters enough that the world will be unable to discern the 
merits of these banks’ extreme policy stance.  Seven years after the traumatic recession, we continue to witness new 
financial distortions (like negative rates) that have failed to produce growth.  In fact, we may have entered a vicious cycle 
of poor policy engendering sub-par growth which forces more poor policy.  The great risk is the worlds’ largest monetary 
authorities may become unable to extricate themselves from these failed policies. 
 
More economists and strategists are criticizing zero and negative rates along with quantitative easing because they are 
not generating the desired economic stimulus in Japan and Europe.  Even in the U.S., growth has been extremely 
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disappointing after years of zero rates.  Some economists now claim the policies are contractionary because, in concert 
with highly restrictive bank regulations, low rates constrain bank lending and distort allocations of capital.  Without 
fundamental growth in economic activity, low rates are only helping large businesses and governments expand their 
indebtedness, even when they already carry excessive amounts of debt.  The graphs below show the growth and size of 
the balance sheets of the Japanese, European, and American central banks.  Each has become the world’s largest holder 
of its own government’s bonds.  For now, structural rigidities ensure some level of demand for those bonds.  But few 
investors will complacently accept negative yields for large portions of their portfolios.  If enough savers alter their asset 
allocations, the Central Banks may find it hard to unwind their flawed policies and may ultimately confront a complete loss 
of confidence. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
In the short-term, financial markets shrugged off the Brexit vote.  Over the longer term, we fear it is the unintended and, 
perhaps collateral consequences that may have the most profound impact on the global economy. 
 
 
July 10, 2016 
† Please note net returns for the Emerging Markets Debt Composite have been recalculated from February 2014 to June 
2016 to reflect management fees at 0.75 percent.  
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GIPS requires GIPS Disclosure Statement (please see attached disclosure) 
GIPS requires GIA fee schedule disclosure “GIA's fees are (i) .35% annually for standard USA fixed income, (ii) .50% 
annually for enhanced fixed income and (iii) .75% annually for specialized products” 
 
IMPORTANT INFORMATION 

GIA Partners, LLC (“GIA”) is an SEC registered investment adviser.  
This material is for information purposes only.  It does not constitute an offer to or a recommendation to purchase or sell 
any shares in any security.  Investors should consider the investment objectives, risks and expenses of any strategy or 
product carefully before investing. 
Past Performance: The performance data quoted represents past performance. Past performance is not an indication of 
future performance provides no guarantee for the future and is not constant over time. The value of an investment may 
fluctuate and may be worth more or less than its original cost when redeemed. Current performance may be lower or 
higher than the performance data quoted. 
Forecasts and Market Outlook: The forecasts and market outlook presented in this material reflect subjective 
judgements and assumptions of the investment manager and unexpected events may occur. There can be no assurance 
that developments transpire as forecasted in this material. Certain assumptions made in the preparation of the material 
may be subject to change without notice and GIA is under no obligation to update the information contained herewith. 
Management Fees, as well as account minimums and other important information are described in GIA’s Form ADV - 
Part IIA. Since management fees are deducted quarterly, the compounding effect will be to increase the impact of such 
fees by an amount directly related to the account’s performance. For example, an account with a 10% gross annual return 
and a 1% annualized management fee that is deducted quarterly will have a net annual return of about 8.9%.  
*Important GIPS disclosures pertaining to composite performance may be found at the back of this letter.  
 
INDEX DEFINITIONS 

Barclays US Aggregate Index 
The Barclays U.S. Aggregate Index represents securities that are SEC-registered, taxable, and dollar denominated. The 
index covers the U.S. investment grade fixed rate bond market, with index components for government and corporate 
securities, mortgage pass-through securities, and asset-backed securities. These major sectors are subdivided into more 
specific indices that are calculated and reported on a regular basis. 
Barclays US Treasury Index 
This index is the U.S. Treasury component of the U.S. Government index.  Public obligations of the U.S. Treasury with a 
remaining maturity of one year or more. 
Barclays US Government/Credit Index 
The Government/Credit Index includes securities in the Government and Credit Indices. The Government Index includes 
treasuries and agencies. The Credit Index includes publicly issued U.S. corporate and foreign debentures and secured 
notes that meet specified maturity, liquidity, and quality requirements. 
Barclays US Credit Index 
This index is the U.S. Credit component of the U.S. Government/Credit index.  Publicly issued U.S. corporate and 
specified foreign debentures and secured notes that meet the specified maturity, liquidity, and quality requirements. To 
qualify, bonds must be SEC-registered. 
Barclays US Mortgage Backed Securities Index 
This index is the U.S. MBS component of the U.S. Aggregate index.  The MBS Index covers the mortgage-backed pass-
through securities of Ginnie Mae (GNMA), Fannie Mae (FNMA), and Freddie Mac (FHLMC). 
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Bank of America Merrill Lynch US Corporate & Yankees Index  
The Bank of America Merrill Lynch US Corporate & Yankees Index tracks the performance of US dollar denominated 
investment grade debt publicly issued in the US domestic market by US and non-US corporations and non-US quasi-
governments. 
Bank of America Merrill Lynch US Corporate Index  
The Bank of America Merrill Lynch US Corporate Index tracks the performance of US dollar denominated investment 
grade corporate debt publicly issued in the US domestic market. Qualifying securities must have an investment grade 
rating (based on an average of Moody’s, S&P and Fitch) and an investment grade rated country of risk (based on an 
average of Moody’s, S&P and Fitch foreign currency long term sovereign debt ratings). 
Bank of America Merrill Lynch US High Yield Master Cash Pay Only Index 
The US High Yield Master Cash Pay Only Index tracks the performance of below investment grade US dollar-
denominated corporate bonds publicly issued in the US domestic market. 
JP Morgan Corporate Emerging Markets Bond Index (CEMBI) 
The CEMBI tracks total returns of US dollar-denominated debt instruments issued by corporate entities in Emerging 
Markets countries.  Two variations are available: CEMBI Broad and CEMBI.  The CEMBI Broad is the most 
comprehensive corporate benchmark followed by the CEMBI, which consists of an investable universe of corporate 
bonds.  Both indices are also available in Diversified versions. 
JP Morgan EMBI+ Index 
The EMBI+ tracks total returns for U.S-dollar-denominated debt instruments of the emerging markets: Brady bonds, 
loans, Eurobonds. The EMBI+ currently covers 104 instruments across 15 countries. 
JP Morgan Government Bond Index-Emerging Markets (GBI-EM) 
The GBI-EM is the first comprehensive, global local Emerging Markets index, and consists of regularly traded, liquid fixed-
rate, domestic currency government bonds to which international investors can gain exposure. Variations of the index are 
available to allow investors to select the most appropriate benchmark for their objectives. 
Citigroup Non-US World Government Bond Index 
The Index is comprised of foreign government bonds with maturities over one year. 
S&P 500 Index 
An index of 500 stocks chosen for market size, liquidity and industry grouping, among other factors. The S&P 500 is 
designed to be a leading indicator of U.S. equities and is meant to reflect the risk/return characteristics of the large cap 
universe. 
Nasdaq Composite Index 
An index that tracks the change in the total market value of all companies listed on the Nasdaq Stock Market. 
Russell 2000 Index 
An index measuring the performance of the 2,000 smallest companies in the Russell 3000 Index, which is made up of 
3,000 of the biggest U.S. stocks.  The Russell 2000 serves as a benchmark for small cap stocks in the United States. 
MSCI EAFE Index 
The index is a capitalization weighted index that monitors the performance of stocks from Europe, Australasia and the Far 
East. 
MSCI EAFE- Europe Index 
The index is a capitalization weighted index that monitors the performance of stocks from Europe. 
MSCI EAFE- Japan Index 
The index is a capitalization weighted index that monitors the performance of stocks from Japan. 
MSCI Emerging Markets Equity 
The MSCI Emerging Markets Index is a free float-adjusted market capitalization index that is designed to measure equity 
market performance in the global emerging markets. 
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