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The Dog Days of Summer, Brexit & Elections 
 
We are smack dab in the middle of the Dog Days of summer. The Farmer’s Almanac describes these 
“Dog Days” of summer as the forty day period that begins on July 3rd when the weather is “especially 
hot and humid with little rainfall.” According the Writer’s Almanac the term “Dog Days” comes from 
the ancient Greeks and Romans who believed that Sirius, the "dog star," rose with the sun in July and 
August and added significantly to the sun's heat. They also believed that the weather made dogs (and 
perhaps citizens & politicians) go mad. The Romans tried to appease Sirius by sacrificing a brown 
dog at the start of the Dog Days. In modern times the term has been adopted by the stock market, 
because the markets tend to be slow and sluggish in summer. 
 
While our weather is especially hot and dry, the markets have been anything but dog slow and 
sluggish.  There have been a slew of issues for the markets to focus on ranging from elections to 
geopolitical uncertainties. The main event that spurred market volatility this summer was Britain’s 
surprise vote to leave the EU.  A last minute June 23rd poll of British voters had the “remain” camp 
ahead of those who wished to leave by a 54% to 46% margin.  As the graphic below shows, the 
surprise vote to leave was a shocker that led to a sharp short-term market decline.  

 

After the sharp selloff, and the resignation of Prime Minister David Cameron, investors began to 
reconsider what “Brexit” really meant for the world economy. While the UK economy is the EU’s 
second largest, it represents just 4% of the world’s GDP.  Investors then realized that a UK departure 
from the EU may not have the dire effects on the British economy that the proponents projected. In 
addition, a realization took hold that any departure from the EU was not immediate and could take 
several years to play out. Investors began to focus on the world’s larger economies and their relative 
health.  Given the fierce rally that has ensued in world-wide equity markets, we can also conclude 
that there is an ample amount of cash that investors want to invest advantageously. 
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Market Recap 

So, post Brexit and the ensuing rally, where are markets now?  In our last newsletter, we highlighted 
the historical fact that the US stock market takes a significant cue from first quarter returns. In the 
past forty years, when the market has had a positive first quarter return, the average return for the 
year has been 16.4%.  Following this path, the S&P 500 returned 1.35% in 1Q 2016 and is now up 
7.66%.  US Small Cap stocks have had nearly the identical return and US Mid Caps have posted a 
10.18% gain. Emerging Markets have snapped back and are up 11.37%.  International stocks are the 
lone disappointment and are up 0.48% for the year. Due to higher than normal levels of investor 
uncertainty, there has been a strong thirst for all vehicles that pay above average cash yields. REITs 
(+15.46%), MLPs (+15.52%) and many dividend-focused funds have all done quite well so far in 
2016.  While many of our clients are benefitting by holding these higher cash paying vehicles, their 
valuations have become stretched and it is prudent to avoid chasing these investments currently.  
Bonds are enjoying nice returns in this risk adverse, thirst for yield environment. The bell weather 
Barclays Aggregate is up 5.94%, Municipals are up 2.92% and High Yield bonds are up 12.01%. 

 

The November Elections 
 
While this election year may seem stranger than others that we can remember, there are some 
historical patterns that seem to be falling into place (at least for now). However, let’s first 
acknowledge the oddness of this situation and the abundant negative voter sentiment. Similar to 
disaffected voter frustration which resulted in the Brexit vote, US voters are expressing anger and 
resentment toward elected officials as well.  These are certainly Dog Days for politicians.  A Gallop 
poll reported last week that only 17% of Americans are satisfied with the country’s condition, the 
same figure as at this point in 2008. In a similar vein, a July 13 NBC/Wall Street Journal poll found 
that a mere 18% of registered voters believe the country is “headed in the right direction”, while 73% 
said things are “off on the wrong track.”  A recent Pew Research survey echoed these results and 
found that 71% of Americans are “dissatisfied with the way things are going in America today.”  With 
this near unanimity in recent polls, claims by politicians that the economy is good, the world is safe 
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US EQUITY INDEX

S&P 500 Large Cap 7.66% 2.46% 1.35% 4.25% 11.64% 12.31% 7.40%

Russell Mid Cap 10.18% 3.12% 2.21% 0.71% 10.60% 10.91% 7.93%

Russell 2000 Small Cap 8.37% 3.81% -1.49% -6.06% 7.15% 8.60% 6.38%

WORLD EQUITY INDEX

MSCI ACWI All World 5.79% 1.08% 0.43% -3.29% 6.30% 5.80% NA

MSCI EAFE Established Markets 0.48% -1.40% -2.99% -10.73% 1.96% 1.92% 1.85%

MSCI EM Emerging Markets 11.37% 0.52% 5.55% -11.19% -2.09% -4.08% 3.11%

FIXED INCOME

Barclays Municipal Bond 2.92% 1.44% 1.24% 4.81% 3.62% 3.43% 4.35%

Barclays US Aggregate Bond 5.94% 2.21% 3.02% 5.94% 4.04% 3.66% 5.02%

Barclays US Corporate High Yield 12.01% 5.52% 3.35% 1.65% 4.18% 5.92% 7.60%

OTHER

Dow Jones REIT 15.46% 5.34% 5.04% 22.58% 13.23% 12.04% 6.80%

S&P GSCI Commodities -1.48% 12.71% -3.10% -25.03% -20.53% -14.68% NA

Alerian MLP Index 15.52% 18.87% -3.50% -21.04% -10.54% -1.01% 7.64%
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and the country is strong are in obvious disconnect with voter sentiment.  Sentiment can change if 
the mood and economy improve and in past election years a seasonal turning point has occurred in 
the summer/fall time period. 
 
A stronger stock market and an improving economy nearly always favor the incumbent party and we 
are seeing both now. Despite the polling highlighted above, the economy seems to be gaining some 
added traction. Citibank’s U.S. Economic Surprise Index (a measure of how well economic data is 
beating expectations) is at its highest level since 2014. This week the US Fed also reported that "near-
term risks to the economic outlook have diminished.”  Despite the better economic data, to appear 
neutral, any interest rate increase by the US Federal Reserve will likely wait until after the 
Presidential election.  A continuation of this more predictable, “lower for longer,” interest rate policy 
is market friendly and benefits incumbents. 
 
Though this election year may seem so different from those of the past, markets do appear to be 
following the script of a typical election year. Consider the chart below which we shared in our 
January 2016 Market Outlook. This graphic illustrates the average yearly return of the stock market 
vs. an average election year’s return path.  The data, which dates back to 1900, suggests that a typical 
election year gives us a January/February decline and June decline followed by a strong rally into 
year-end that exceeds the returns of a typical year.  So far, 2016 is true to form. 

 

Though the current trends of financial assets, interest rates and the economy favor the Democrats in 
the Presidential race, for investors, future returns have also depended on the party that controls 
Congress. The chart below graphs the best investor outcomes. Republican control of Congress has 
generally been favorable for stocks regardless of who is in the White House while same party control 
and split congress results have varied widely. 
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Elections can greatly impact the economy because elected officials, in all branches of government, 
can create policies that have either positive or negative effects on earnings and valuations.  Earnings 
and valuation levels will drive returns.  Currently, earnings are improving as the price of the US Dollar 
has moderated (helping the profits of US exporting companies) and the price of energy has improved 
from very depressed levels (helping the profits of the energy companies). Continued earnings growth 
follow through is essential to better valuations.   

 

Sticking to Your Plan 

In conclusion, we recognize that there is a seasonality to our lives and the markets. During the Dog 
Days of summer we normally see slow trading and we often see a summer rally. Election years have 
their own seasonal overlays and this year we have seen the markets performing in line with these 
patterns of the past. Through it all, earnings and valuations are the ultimate drivers of investor 
returns and elections can play a key role in these components.  Many market participants would love 
to see our politician’s focus finally on fiscal policy over tired monetary solutions going forward.  
Whatever direction events and elections take going forward, a well-diversified asset allocation 
smooth’s volatility, protects capital and allows for good compounded returns over time. A look at 
asset class returns (below) illustrates the need for the average investor to adhere to their well-
diversified plan. 
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At the lower end of this scale is the 2.1% return for an “average investor” vs the 7.2% return of a 60% 
equity/40% bond portfolio.  The 5.1% difference in returns stems from the average investor’s 
tendencies toward impulsive emotions of fear, greed and extreme caution. Sticking to the plan means 
avoiding buying highly appreciated assets, selling at low prices when markets try to shake you out 
and avoiding high cash positions that prevent you from participating in rallies.  The current period 
of lower financial returns will not last forever. History suggests that markets will suddenly improve 
when most investors least expect it. 
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