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Fourth Quarter 2016 Market Commentary 
  

We start every market commentary by highlighting an observation from our previous commentary.  
Here is what we said last quarter regarding the upcoming November elections: 
 
As we stated earlier, the next big item for investors comes in November with the elections.  Investors had the same 
apprehensions today as they do in most major elections, only this time it’s a bit more interesting!  As in elections past, 
regardless of which party occupies the big seat, investors learn to adjust.  One mistake to avoid is becoming a “sore loser 
investor”.  By that we mean an investor validates his or her unhappiness with the election by making radical shifts in 
portfolio allocation.  A close companion to this was the same investor habit that was exhibited in March of 2009 
when investors, upset with the state of the markets, swore off “ever investing in stocks again” and opting for Treasury 
bonds.  Colossal mistake for sure.   

2016 Highlights 
  

Three major news events highlighted the year while the markets went on what can only be called a 
roller-coaster ride.  Two of these events involved market moving news while the third broke a 108 
year drought!  For Chicago Cubs fans the 2016 World Series win allows all of them to go to their 
graves satisfied.  Does one really think a Cubs fan cares about the markets after the October World 
Series?  We don’t know because they don’t have cell service on “cloud 9” and cannot be reached at 
the moment.  While not big baseball fans, one had to be rooting for the Cubs over the Cleveland 
Indians (who along with the Cleveland Browns are in an extended drought) on the basis of longest 
stretch without a title.  Looking back 108 years, there is no correlation that can be made between the 
Cub’s last win and the state of the markets.  Nothing more than a “feel good” story to punctuate the 
year that was 2016. 
 
The real story for 2016 predates the Cubs win and that was the event simply known as “Brexit”.  
The Brits took a vote on remaining or leaving the European Union experiment in order to regain 
their sovereign rights over their country.  In what would become the biggest “miss” in prediction 
history, the Brits forged a new trail and voted to leave the European experiment.   The vote took 
place on June 23rd and when the results were tallied, the “Yes” movement carried the day.  The Dow 
promptly plunged 600 points the next day.  By July 8th, the Dow had fully recovered all the points 
lost and continued to move higher. 
 
The reason for mentioning this event as a market moving event was because of the predictions that 
had the U.K. staying in the E.U., Ladbrokes was offering 4:1 that the Brits were staying.  As we 
mentioned in our second quarter review, portfolio allocation and investing should not be predicated 
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upon the odds being offered on a major market moving event!   As the old investing adage reminds 
us:  “Those that predict don’t have knowledge, and those that have knowledge don’t predict.” 
 
This brings us to the main event of the year, the 2016 Presidential elections.  Volumes can be written 
on the short amount of time, relatively speaking, that this event has dominated the news cycle.  We 
are not going to spend time rehashing the vote, the controversies and the mistakes that were made 
by either side.  We want to highlight just a couple of thoughts about this event: 
 

1. How wrong the polls got the sentiment of the electorate and how investors used that 
information to position investments.   

2. As we said in the beginning of this review, do not be “sore loser investors”.  Markets adjust 
and nowhere is this more evident than in the 4th quarter rally after the election.   

3. The future is unwritten.  Yes, we had a great 4th quarter rally, but if the Trump 
Administration fails to deliver on at least some of the more pressing agenda items (tax 
reform, healthcare improvement and repatriation of overseas profits), those that did not 
support Mr. Trump will be vindicated with a market pullback. 

 
This brings us to our final item for our review, and a timely reminder.  The Dow Jones Industrial 
Average finished 2016 at 19,762.60, up 13.4% for the year.  What is more amazing, and most 
investors forget about is that on February 11th of this year, the Dow was standing at 15,660.18.  Let 
that sink in for a moment.  Between the first of the year and February 11th, the Dow was down 
nearly 11%.  Those that panicked and got out missed a 26% rally from that level.  Proof again that 
investors cannot consistently time the market movements.  A good lesson to remember as we move 
into 2017. 

 
DOMESTIC EQUITY STATISTICS 

 

Index Returns for the Full 
Year 

S&P Small Cap  26.6% 

S&P Technology Sector 7.5% 

Dow Jones Average 13.4% 

S&P 500 Index 9.5% 

(Total Returns.  Period Ending 12/30/2016.  Source:  S&P Dow Jones Indices) 
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Company                  Percentage Weight                  Year to Date 2016  
 
S&P 500                                                                               9.50%    
Energy                                 7.6%                                               23.65%       
Materials                              2.8%                                 14.08%   
Industrials                         10.3%                                   16.08%       
Consumer Discretionary       12.0%                                           4.32% 
Consumer Staples                9.4 %                                   2.58% 
Health Care                       13.6%                                        -4.36%       
Financials                          14.8%                                     20.14%                   
Technology                        20.8%                                         11.98%       
Telecommunications              2.7 %                                         17.81% 
Utilities                                   3.2%                                        12.91%      
Real Estate     2.9%                  0.01% 

Source:  Standard and Poor’s (www.spindices.com), total returns. 

 
Style Return Box for the Fourth Quarter 2016 

 VALUE CORE GROWTH 

LARGE 7.41% 4.01% 0.52% 

MID 9.72% 7.38% 4.69% 

SMALL 13.89% 11.20% 9.76% 

Source:  Standard and Poor’s (www.spindices.om), total returns. 

 
Awaiting a New Administration 
 
Last quarter in this section of the report we wrote about “becalmed” markets because they were 
indeed calm.  That was not unexpected since the outcome of the election was still up for grabs.  
That issue was settled on November 8th and the earthquake that was Donald Trump’s election is still 
causing after-shocks in the financial markets.  One of those after-shocks has yet to commence and 
will come shortly after his inauguration on January 20th.  What precisely is this particular “after-
shock”?  It will be a shock to the market if the new Administration stumbles out of the gate in 
enacting regulatory rollback, tax reform and healthcare reform. 
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We are fairly confident that if this Administration fails to capitalize on the populist movement that 
propelled them to office, that the stock market rally, dubbed the “Trump Bump”, will quickly turn 
to the “Trump Dump”.  It is undeniable that many investors have embraced the agenda the  
Trump/Pence team brought to the American people.  But as a wise friend once told us:  “Ideas are 
easy, execution is everything”.  Any failure upon taking office, any scandal, any backtracking or 
stalling to get three of the easiest agenda items filled will cause investors to take profits and head to 
the sidelines. 
 
Investors are sometimes told that a stock, or a market, “is priced to perfection”.  Any dimple, blip or 
piece of bad news can send it tumbling.  That is the set-up going into the first quarter of this year.  
Investors have bid the markets higher on anticipation that the lowest hanging fruit, tax reform, 
corporate tax relief and regulatory rollback will get done in the first 100 days.  We are confident the 
new Administration can get those items on the legislative docket, we simply hope that Mr. Trump 
leaves his fingers off the Twitter account and on the agenda that got him and Mr. Pence elected. 
 
Failure to focus on these high priority items that can easily garner bi-partisan support will be a huge 
(to use Mr. Trump’s signature phrase) mistake.  If his Cabinet can execute against the plan, the 
upside is considerable and investors, and the American public, will be amply rewarded.  It could 
easily lead to the manufacturing renaissance spoken about on the campaign trail, which will promote 
a virtuous cycle of investment in new plant and equipment.  Here’s hoping! 
 
DOMESTIC EQUITIES 
 
From the charts in the preceding pages one can see that the domestic U.S. market, especially the 
small and mid-cap areas were exceptional in their 2016 returns.  Value led the way since the sectors 
that dominate that area, energy, finance, banking, and insurance were propelled by the anticipation 
of lower regulations.  On the flip side, health care had a very poor showing as the debate over the 
Affordable Care Act and how to improve it left little direction for investors.  
 
Over the years, we have underweighted the international and emerging markets in favor of the 
domestic U.S. marketplace.  Within our philosophy we have added fixed income as ballast to a 
portfolio to hedge against down markets (see comments below on that score).  We continue to favor 
the domestic U.S. markets especially as the new administration is set to rollback some of the more 
onerous regulations.   
 
With that said there is still a place for international and emerging equities within a portfolio.  Just 
how much is the question.  Our thoughts on this subject are balanced by the weight of downside 
issues present in the international and emerging markets, and the elements that impact their stocks 
which are out of their control (such as Central Bankers printing money).   
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INTERNATIONAL 
 
The international markets were overshadowed by the elections in the United States, however, that 
doesn’t mean Europe and emerging markets are out of focus.  With the strength of the dollar 
pushing the Euro to lows not seen in decades which also forces cash from emerging markets, Italy 
having concluded a vote to revamp Parliament’s powers (it failed), and a looming election in France 
in the Spring (with Marine Le Pen’s party the National Front growing in popularity), a lot is 
happening on the international front.  In short, the “all-clear” for the international market is not a 
complete certainty. 
 
Consider for the moment our old friend Greece and their debt problems.  That is still looming as a 
financial crisis for Europe.  The U.K.’s Theresa May still has to “thread the needle” on guiding the 
country through the Brexit while Germany struggles to try an hold the “grand experiment” together.  
The good news for Europe is that their products are cheaper and it costs less to visit the countries 
on a holiday.  Inflation is beginning to move higher toward the goal of 2% as set by the European 
Union bankers.  With that said, astute investors may want to watch for opportunities to diversify 
into these markets as the weakness emerges.  As Warren Buffett reminds us to “buy when everyone 
is selling.” 
 
One concern focuses on the emerging markets area and how to play that sector in the face of a 
strong dollar and rising rates in the United States.  If accommodations are withdrawn by Central 
Banks, the first to feel the effects are emerging markets as investors shift assets to higher yielding 
areas.  This is the reverse effect from Central Bankers running the printing presses at full tilt.  The 
wild card in the scenario is if the U.S. economy does indeed grow at a faster clip than expected 
which will be the tide that raises all boats. 
 
FIXED INCOME   
 
First let us be clear that fixed income in 2016 was a hard place to be for a portfolio.  The fourth 
quarter was brutal to fixed income as both municipal bonds and taxable took it on the chin with 
negative returns.  Those with balance portfolios were left scratching their head wondering about the 
total return in their portfolios.  It simply was not pretty. 
 
The Fed did what was expected and raised rates one-quarter of a point to roughly 0.50% (.0050).  
This, along with the election did cause fixed income to have one of its worse performances in the 
fourth quarter.  Taxable and municipal bonds took a header south as investors rotated out of bonds 
to equities.  Despite all the hand-wringing about a 0.25% hike, the rate is still historically low by a 
factor of four.   We remember the days when the Fed Funds rate at 3% was incredibly low!  When 
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30-year fixed rates were a stunning 6%!  It could not get any better, until it had to in response to the 
financial crisis. 
 
Our breathlessness about “low rates” being 3% is to simply illustrate that the Fed is on a path to 
normalizing rates that will take years to achieve.  Even as they pursue this goal market watchers will 
be wondering what will this mean to the housing market and those conditioned to believe that 3.5% 
30-year fixed rates were a birth right?  While it might take a small edge off the market, we do not 
believe it will crater the market.  If anything, we should expect the increase in housing starts as more 
buyers move to “lock in” the historically low rates we are experiencing.  And with inflation poking 
above 2% for the first time in as many years, the Fed is being vigilant for any signs of an economy 
that ignites into some type of runaway inflation. 
 
As for the bond market, the rise in rates was already “baked in” for many bond market investors as 
they had shortened the duration and increased credit qualities.  Those two recommendations have 
been echoed here for many years and will continue to be so until spreads widen out sufficiently.   
 
The time to buy “junk” bonds with both hands, in our opinion, is when spreads get to 400-500 basis 
points (4% to 5%) between safe bonds and junk.   
 
IN SUMMARY 
 
We are positive about the markets for 2017 based upon the expectation that the new Administration 
will be able to deliver against their promises.  As we just mentioned above, inflation shows signs of 
moving higher which should be consistent with an improving economy.  If economic growth moves 
above the three percent threshold for a number of quarters, the Fed now has the tools to make sure  
the trend continues.  The last election rewrote the political landscape by tapping into an economic 
message with mainstream America.  The “meat-and-potato” issues will last only so long as the 
electorate see results.  Failure to deliver on the promises will provide them with a one-way ticket out 
of the levers of power. 
 
Normal functioning markets depend on profits and losses to make willing buyers and sellers.  While 
we agree that onerous regulation has gone too far, we are not so naïve to believe no regulation is 
better.  Striking the right balance between Federal power and States rights will be a critical issue to 
the success of the economic agenda.  This along with the myriad of political appointments that need 
to be made, including a Supreme Court nominee, there is a lot of work ahead for the Administration 
and the economy. 
 
 
 



 

Integer Wealth Advisors Group, LLC

 
The political earthquake that was the 2016 presidential elections has put the thumbs on the scales of 
the stock market.  Clearly investors are expecting huge changes to occur and are betting accordingly.  
As we said before, we will see if this Administration can deliver, and should they fail the downside is 
greater than the upside.   
 
We certainly wish the new President the best and hope he brings his business acumen to the Oval 
Office.  Time will tell, which in Washington, DC, translates to about the first 100 days in office! 
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