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IS THE U.S. ECONOMY STARTING TO RAMP UP? 
EMPLOYMENT GROWTH MODERATES, INFLATION 
EXPECTATIONS PICKING UP.
• Third-quarter GDP growth was revised up 0.3% to 

3.5% in the final reading from the Bureau of Economic 
Analysis. Most of the upward revision was due to better 
than expected PCE and business fixed investment 
results. In other components, net exports rose $36B and 
inventory investment rose $17B. The PCE index rose at a 
1.5% annual rate in the third quarter, while the core PCE 
price index increased at a 1.7% rate, down from 1.9% 
over the first two quarters of 2016. Most economists 
expect the economy to grow around 2% in Q4 and 
between 2-2.5% in Q117. While the Fed expects three 
rate hikes in 2017, higher inflation could lead to a faster/
steeper rate hike schedule and this could derail growth 
and the markets.

• U.S. employers added only 156K new jobs in December, 
below the 178K forecast, but November’s report was 

ON YOUR MARK, GET SET... 
As we crept toward the inauguration of the 45th President of the United States, the country prepared to celebrate 
one of the bedrocks of our democracy—the peaceful transition of power. However, as has pretty much occurred on 
43 previous occasions (Washington’s was not a transition), a large segment of the population will not be actually 
celebrating the transition to the new Commander-In-Chief. Such is the nature of U.S. elections. Trump’s supporters 
will no doubt bask in deep satisfaction as their proudly unconventional victor takes his solemn oath, while a large 
chunk wistfully yearn for another Obama term and many others are downright funereal over the whole affair. 
The initial market response to Trump’s victory has tempered a bit thus far in 2017, but it might be premature to say 
the air is coming out of the balloon. A large number of people in and out of the U.S. are on tenterhooks, and based 
on the Twitter log, maybe justifiably so. That said, the jury is definitively out on where we go from here...it could 
be good and could be not so good. The electorate and the press specifically will most certainly not be able to agree 
on which is which, but Mr. Market usually gets it right for investors. Much will be defined by the prioritization 
of Trump’s agenda which will begin to reveal itself over the coming weeks...will there be quick wins with things 
like incremental tax reform or longer battles like the protracted process of replacing the ACA? Campaign rhetoric 
moderates almost necessarily as it transitions to enactable policy, and we’ll know soon enough where we are 
initially headed.  Godspeed.

revised higher by 26K. The unemployment rate ticked up 
to 4.7% in December and the 0.4% jump in average hourly 
earnings was slightly more than expected. Employers 
added nearly 2.2M new jobs to the economy in 2016 
although the monthly trend has been on the decline over 
the past few months. Wages have risen 2.9% over the 
past year as the labor market has tightened with near full 
employment conditions (cited by the Fed). The broader U6 
unemployment rate was 9.2% in December and the labor 
participation rate remained near a 40-year low at 62.7%. 

Employers added nearly 2.2M 
new jobs to the economy in 2016 
although the monthly trend has 
been on the decline over the past 
few months. 
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• U.S. equities, particularly small caps, were the standout 
performers in 2016. Value significantly outperformed 
growth and Europe and Japan were substantial 
laggards. Emerging markets fared well for most of the 
year, but they struggled in Q4 as the strong dollar, rising 
rates and the Fed rate hike were headwinds. Small caps 
are more domestically focused businesses so they are 
less impacted by a strong dollar. U.S. multinationals are 
impacted the most by a strong dollar and most of those 
businesses are larger cap companies.

HOUSING MARKET IS SOLID DESPITE RISING  
MORTGAGE RATES
• New home sales increased 5.2% in November to a 

seasonally-adjusted annual rate of 592,000 units 
(October sales were unchanged at 563,000 units). Sales 
have risen 16.5% Y/Y and experts believe some buyers 
have come into the market in anticipation of higher 
borrowing costs (30-year mortgage rates have jumped 
70 bps since the election) under Trump. Sales jumped 
43.8% in the Midwest and 7.7% in the West, but they 
were flat in the Northeast and fell 3.1% in the South. 
Inventory levels rose a bit in November to 250,000 so it 
would take 5.1 months to clear out the current supply 
based on November’s sales pace. 

• Existing home sales rose 0.7% to an annual rate of 
5.61M units last month, the highest pace since February 
2007. Supplies of existing homes dwindled further in 
November and this pushed up prices. A six-month supply 
is viewed as a healthy balance between supply and 
demand, but the level was only 4 months in November. 

BOJ HOLDS THE LINE ON MONETARY POLICY, EUROZONE 
PMI ACCELERATES TO A 67-MONTH HIGH
• The BoJ maintained the -0.1% interest rate imposed on 

banks for some excess reserves, left the 10-year JGB 
yield target at around 0%, and kept annual rises in JGB 
holdings at ¥80T ($677B). While the BoJ left monetary 
policy unchanged at its December meeting, it upgraded  

• U.S. CPI moderated a bit in November, but the 
underlying trend continued to point to firming inflation 
pressures and the potential for more rate hikes in 2017. 
Consumer prices rose 0.2% in November as food and 
gasoline prices softened. Over the past year, inflation 
has risen 1.7%, the largest jump since October 2014. 
Core inflation gained 0.2% in November which equates 
to a 2.1% annualized rate. While inflation remains below 
the Fed’s 2% target, it is expected to rise in 2017 due 
to near full employment conditions in place and the 
potential inflationary impacts from Trump’s proposed 
pro-growth agenda. 

• Orders for durable goods declined 4.6% in November, 
driven by the highly volatile aircraft segment. Civilian 
aircraft orders were down 73.5% M/M and overall 
orders for transportation equipment tumbled 13.2%, 
the sharpest decline in two years. October’s report 
was revised slightly higher and the all important core/
business investment segment rose for the second 
consecutive month (+0.9%). Business investment is still 
down almost 4% YTD, but the trend is at least heading  
in the right direction.   

EARNINGS ULTIMATELY DRIVE STOCK PRICES, U.S. SMALL 
CAPS BENEFITING FROM DOMESTIC FOCUS
• At the start of 2016, analysts were projecting earnings 

growth of 5.3% and revenue growth of 4.4% for the 
year in the S&P 500. Earnings and revenues declined 
during the first half of the year, but they are expected to 
be positive in the final two quarters. Based on current 
estimates for Q4, earnings are projected to grow 0.1% 
in 2016 with seven sectors expected to show earnings 
growth and four expected to show a decline. Revenues 
are expected to grow 2.2% for the full year with 9 of 11 
sectors expected to show growth. The energy sector 
has been a huge drag over the past year and earnings 
growth jumps from 0.1% to 3.4% if energy is excluded 
and revenue growth rises from 2.2% to 4.2%. 

The energy sector has been a huge 
drag over the past year and earnings 
growth jumps from 0.1% to 3.4% 
if energy is excluded and revenue 
growth rises from 2.2% to 4.2%.  

Existing home sales rose 0.7% to 
an annual rate of 5.61M units last 
month, the highest pace since 
February 2007. 
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its economic outlook to reflect better conditions abroad 
and a pickup in exports that have resulted from the 
weaker yen. Until Japan shows signs of a sustained cycle 
of rising wages and consumer prices, the BoJ should 
continue its highly accommodative monetary policies. 

• The Eurozone Markit Composite PMI expanded at its 
fastest pace in December since May 2011. The 54.4 
reading was well ahead of expectations and November’s 
53.9 reading. Manufacturing led the growth acceleration, 
but service sector activity also expanded at a very solid 
rate. Economic expansions were apparent across the 
big four countries of Germany, France, Italy and Spain 

MARKET REVIEW 
Global equities posted another solid month in December led by Europe and value stocks. Small cap stocks in the U.S. 
once again led large cap stocks, but the trend was reversed outside the U.S. with large caps taking the leadership role. 
The S&P 500 gained an additional 2% in December to finish the year with a very solid 12% return. The Russell 2000 
was the real standout in 2016 as the 2.8% rise in December brought the full year gain to 21.3%. The Russell 2000 Value 
finished off 2016 with a total return of 31.7%. The strong U.S. dollar continued to be a headwind for U.S. based investors 
as the MSCI EAFE posted a local return of 4.6%, but a USD return of only 3.4%. The EAFE’s 1.5% gain in 2016 was 
disappointing as local market returns in Europe and Japan were much better before the currency translation. Emerging 
markets stabilized in December after a sharp selloff following the U.S. election. The MSCI EM Index rose 0.3% during 
the month while EMD (local) rebounded with a modest gain of 1.9%. Although EMs gave back some gains to end the 
year, they still finished with very solid 2016 performance (+11.6% for EM equities & +9.9% for EMD local). After spiking 
higher in November, Treasury yields were range-bound in December and this led to slight gains in core fixed income. 
The Barclays Aggregate rose 0.1% during December and after a few months of weak performance and poor technicals, 
municipal bonds rebounded 1.2%. High yield and bank loans continued to benefit from demand for risk assets as spreads 
tightened in December. HY rose 1.8% and bank loans rose 1.2%. The rebound in energy has been very beneficial to HY 
and bank loans which gained 17% and 10%, respectively, in 2016. Bonds outside the U.S. continued to struggle a bit 
with rising rates. The Barclays Global Agg began the year as one of the best performing asset classes, but after losing 
0.5% in December, the YTD gain was only 2.1%. Hedge funds ended the year on solid footing with gains across all major 
strategies. Event, relative value and macro were the best performers in December while the HFRI FWC gained 1.1% and 
the HFRI Equity Hedge rose 0.9%. Real assets were up across the board last month as MLPs gained 4.4%, real estate rose 
4.2% and commodities increased 1.8%. Real assets posted solid gains in 2016 and provided nice diversification. 

with the fastest growth coming from Spain and Germany. 
Eurozone growth/activity clearly accelerated to end 
the year, driven by weakness in the euro that has made 
exports and tourism/travel more attractive. Q4 GDP is 
projected to be 0.4% and a key question will be if the 
momentum can be sustained in 2017. 

CHINA HAS STABILIZED
• Economic data in China have firmed in recent months 

as the world’s second largest economy appears to be 
back on stable footing. Manufacturing and services 
PMI reports hit multi-year highs in November and 
retail sales and trade data have also been solid. A 
recent report on inflation showed a 2.3% Y/Y increase 
last month, but more importantly, producer prices 
surged 3.3%. The PPI increase was the fastest since 
October 2011 and recent gains come on the heels of 54 
consecutive weeks of falling prices.

Eurozone growth/activity clearly 
accelerated to end the year, driven 
by weakness in the euro that has 
made exports and tourism/travel 
more attractive.   
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December 31, 2016 MTD (%) QTD (%) YTD (%) 1 YEAR (%) 3 YEAR (%) 5 YEAR (%) 10 YEAR (%)

Fixed Income Indices

BarCap Municipal 1.17 -3.62 0.25 0.25 4.14 3.28 4.25

BarCap US Aggregate Bond 0.14 -2.98 2.65 2.65 3.03 2.23 4.34

Barclays US High Yield 1.85 1.75 17.13 17.13 4.66 7.36 7.45

Barclays Global Aggregate -0.46 -7.07 2.09 2.09 -0.19 0.21 3.29

JPM GBI-EM Global Diversified 1.87 -6.09 9.94 9.94 -4.10 -1.29 3.82

Equity Indices        
DJ Industrial Average 3.44 8.66 16.50 16.50 8.71 12.92 7.52

S&P 500 1.98 3.82 11.96 11.96 8.87 14.66 6.95

NASDAQ Composite 1.12 1.34 7.50 7.50 8.83 15.62 8.34

Russell 1000 1.88 3.83 12.05 12.05 8.59 14.69 7.08

Russell 1000 Growth 1.24 1.01 7.08 7.08 8.55 14.50 8.33

Russell 1000 Value 2.50 6.68 17.34 17.34 8.59 14.80 5.72

Russell Mid Cap 1.14 3.21 13.80 13.80 7.92 14.72 7.86

Russell 2000 2.80 8.83 21.31 21.31 6.74 14.46 7.07

Russell 2000 Growth 1.36 3.57 11.32 11.32 5.05 13.74 7.76

Russell 2000 Value 4.13 14.07 31.74 31.74 8.31 15.07 6.26

HFRI Equity Hedge 0.86 1.32 5.54 5.54 2.09 5.49 2.93

MSCI World 2.43 1.97 8.15 8.15 4.38 11.04 4.41

MSCI ACWI Ex USA 2.59 -1.20 5.01 5.01 -1.32 5.48 1.42

MSCI EAFE 3.44 -0.68 1.51 1.51 -1.15 7.02 1.22

MSCI EAFE Small Cap 2.88 -2.82 2.55 2.55 2.45 10.92 3.30

MSCI Emerging Markets 0.29 -4.08 11.60 11.60 -2.19 1.64 2.17

MSCI Frontier Markets 2.75 0.54 3.16 3.16 -1.69 5.57 -0.32

Real Assets        
FTSE NAREIT Composite 4.24 -2.97 9.37 9.37 12.40 11.72 4.51

Alerian MLP 4.39 2.04 18.31 18.31 -5.80 2.25 8.05

DJ UBS Commodity 1.80 2.66 11.77 11.77 -11.26 -8.95 -5.58
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