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The Dow Jones Industrial Average was up 13% for the year, turning in its best performance since 2013.  The S&P 500 
was up 9.5%, and the NASDAQ was up 7.5%.  The strong performance during the second half of the year and 
especially the post-election rally makes it easy to forget how weak the year started out.  The DJIA bottomed on 
2/11/16 at 15,660, down 10% from year end.  Crude oil bottomed on 2/11/16 as well at $26.21 a barrel, and junk 
bond yield spreads hit a high of +844 as well that day.  All these indicators show how widespread the fear of recession 
was in early 2016.  Investors were worried about slowing growth in China, the fallout from the coming Brexit vote, 
stagnant corporate profits, and the upcoming U.S. election. 
 
The market fell again in late June as Great Britain voted to leave the EU and economists predicted dire results for the 
British economy.  The British pound fell 10% the day of the vote, and the U.S. 10 year Treasury yield fell to 1.36% on 
7/08/16, the lowest level on record.  However, it turned out that England was still open for business, and in the U.S., 
corporate earnings began to strengthen, oil stabilized, and GDP numbers started improving.  The market delivered good 
numbers in the third quarter, and then it took off after the election, again surprising pundits and investors alike.  The 
DJIA is up 8.0% since the election on prospects for stronger economic growth due to President-elect Trump’s proposals 
for less regulation, lower taxes, and fiscal stimulus.  Both the media and Washington insiders failed to appreciate the 
level of discontent among many voters.  A recent Stratfor piece analyzing current geopolitical events had an interesting 
quote: “The longer economic pain persists, the stronger the political response.”  There are upcoming elections in France 
and Germany, and we would not be surprised to see more political turmoil in the Eurozone. 
 
The improved outlook for growth domestically is showing up in corporate earnings, the price of oil, and interest rates.  
The 10 year Treasury is currently at 2.45%, and the Federal Reserve increased rates in December for the first time 
since the end of 2015.  Oil hit a one year high of $55 on a combination of the improved outlook for growth and 
production cuts.  On a recent CNBC interview, Ed Yardeni, a respected market strategist and economist, raised his 
earnings growth rate for 2017 from +8% to +20% due to the prospect of tax cuts, less regulation, and pro-growth 
policies out of the new administration. He said “I think we shouldn’t underestimate how radical this change is going to 
be.” 
 
The market has had a big run already anticipating some of this change, so it will be our job to monitor if it actually 
begins to be implemented.  The forward P/E on the S&P 500 is currently expensive at 16.9x, but as Yardeni notes, if 
earnings grow 20%, the P/E drops to 14.1x.  GDP grew at 3.5% in the third quarter, its strongest performance in two 
years.  We look forward to continued stronger growth after many years of GDP growth below 2.0%.  One of the bigger 
risks to this outlook is a trade war.  While many of President-elect Trump’s proposed policy changes bode well for 
better growth, we have never had a President with such an outspoken and unfiltered (Twitter!) communication style. 
 
We wish you a happy and healthy 2017, and we look forward to visiting with you soon in person or over the phone.  
Thank you for your continued confidence in our team. 
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