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The United Kingdom’s vote to leave the European Union ended
a period of relative calm in financial markets. U.S. stocks
lost ground in late June leaving the S&P 500 with a quarterly
gain of MSCI
2.46%.
Foreign developed-market equities had a
Emerging Markets
rougher ride, as the MSCI EAFE fell -1.46%. High-quality bonds
Barclays
U.S. Aggregate
provided
stability,
with the Barclays U.S. Aggregate Bond
index rising 2.21%.
Brexit and the
S&PCertainty
500 TR of Uncertainty
Markets are again under pressure. You might
think we make up these market declines
every quarter to tell you the same message, but
of course we don’t. But by now, you may
have heard the chorus so often you’re ready to
sing it with -25%
us: We are long-term, valuationdriven investors who prioritize research over
reaction. We know we need to take risk to
reap potential rewards, and we care a lot more
about the long-term future cash flows of
an asset class than we do the latest news event
causing markets to sway this way or that.
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Are we concerned about the fact that investors
have fled stocks for safe-haven assets such
as government bonds? Yes, we are watching
markets carefully. But being long-term
investors, we are relieved of the task of calling

the outcome of every election, or predicting how
investors might react to every news story.
Instead, we focus on the research, we try to
keep a clear head, and we remember that
often the best time to buy investments is when
others are selling them on the cheap.
The current kerfuffle

The cause of market turbulence this time was
an unexpected result British voters delivered in
a June 23 referendum on whether the country
should remain part of the European Union (EU).
For much of the week and even hours leading
up to the vote, all signs pointed to “Bremain”—
that the United Kingdom (UK) would not
approve the referendum—and global stocks
and the value of the pound sterling rose.
Then, as evening grew later in the U.S., news
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dribbled in of “Brexit” victories in northern
English cities. The pound plummeted in overnight trading, and early on June 24 in
London, the BBC called the election in favor of
those voting to leave.
The next two trading days offered more
of the same: Investors cared more about the
uncertainty around what the Brexit might
mean than they did about finding—and keeping—good investments. Selling stocks after
a news event is like throwing away dollar bills
after they get wet: It requires an insistence
that the future can’t possibly look different
from the present.
History often rhymes

You’ve probably heard the old saying that history doesn’t repeat itself but often rhymes.
This saying is understood to be metaphorical,
of course, but this time it’s also literal.
Cast your memory back an entire year to
summer 2015: Greek voters faced their own
referendum then, namely to weigh in on
whether their government should accept the
EU’s bailout terms or reject them. The
Greeks faced a crossroads akin to the one
Woody Allen described in a 1979 speech.
Allen at the time said, “One path leads to despair and utter hopelessness. The other to
total extinction. Let us pray we have the wisdom
to choose correctly.”
Humor aside, Greek people voted to reject
the terms of the bailout. Grexit, a longstanding
threat to markets that Greece would leave
the EU, default on its debt, etc., once again
roiled markets. And yet, a year later, who
would market Grexit as a significant driver of
portfolio returns?
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The certainty of uncertainty

Index Information
Individual index performance is provided as a reference
only. Each index is unmanaged and is not available for
direct investment. Since indexes and/or composition
levels may change over time, actual return and risk
characteristics may be higher or lower than those
presented. Although index performance data is gathered from reliable sources, Morningstar Investment
Services cannot guarantee its accuracy, completeness or reliability. Index data sources are as follows.

Granted, Grexit could have been far worse.
Greece and the UK are different in many ways
(again, the details change), and Brexit is
only starting to play out in the history of tomorrow. However, we can see in the Grexit/
Brexit rhyme that events which instill fear in
the short-term are often minor blips in
the long-term, even at times just a year later.
As we said, we invest in asset classes based
on valuations and fundamentals. That story
has not changed materially by the developing
Brexit situation.
Significant market declines often present
the opportunity to buy asset classes at steep
discounts. We continue to search the
markets for beaten down areas that may offer
long-term opportunity.
We are all left grappling with uncertainty, but
investing is a trade-off of expected risk
for expected reward. Markets are always uncertain. We can put short-term events in
the proper perspective and stand firm in our
conviction that buying assets when they’re
cheap can be a successful strategy, despite
what the headlines may say.
Thank you for your consideration.
Opinions expressed are as of June 30, 2016; such
opinions are subject to change without notice.

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.
The S&P 500 is a market value weighted index.
MSCI EAFE Index (Europe, Australasia, Far East)—A free
float-adjusted market capitalization index designed to
measure the equity market performance of developed
markets, excluding the U.S. & Canada.

Barclays U.S. Aggregate Index—A market value weighted
performance benchmark for investment-grade fixedrate debt issues, including government, corporate,
asset-backed, and mortgage-backed securities, with
maturities of at least one year.
MSCI Emerging Markets Index—A free float-adjusted
market capitalization index that captures large-cap
and mid-cap representation across 23 Emerging Markets (EM) countries.
Important Disclosures
The information, data, analyses and opinions presented
herein do not constitute investment advice; are provided solely for informational purposes and therefore
are not an offer to buy or sell a security. Diversification
does not ensure a profit or protect against a loss in a
declining market. Past performance is no guarantee
of future results. Except as otherwise required by law,
Morningstar Investment Services shall not be responsible for any trading decisions, damages or other
losses resulting from, or related to, the information,
data, analyses or opinions or their use. Please consult
with your financial advisor before making any investment decisions.
Morningstar Investment Services LLC provides discretionary investment advisory services to clients of unaffiliated registered investment advisors through its
Morningstar ® Managed Portfolios program. In addition, Morningstar Investment Services also offers
model portfolios to third-party advisory programs on
a non-discretionary basis as a strategist.
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