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2016 was a year of transition and surprises.  We began the year with U.S. corporations in an earnings 
growth slump and growing speculation about the end of the 7-year bull market.  However, the year 
ended with renewed optimism related to economic growth and a strong surge in equity market 
performance.  The long presidential election campaign left many Americans feeling bruised and 
more divided, and many were surprised when Donald Trump emerged as the victor. Similar to 
Brexit’s unexpected result in June, election polling and conventional wisdom proved to be quite 
wrong once votes were actually counted.  
 
Just 15 days before the election, the Washington Post said, “Donald Trump’s chances of winning are 
approaching zero.”(1)  Statistician and writer Nate Silver (who correctly predicted winners in all 50 
states and D.C. for the 2012 presidential election) called the election results, “the most shocking 
political development of my lifetime”.(2)  No matter how one might feel about the U.S. election, 
there is no question that the post-election environment has emerged as one with a mixture of 
cautious optimism and important questions.  
 
2016 Recap 
 
The chart below details 2016 calendar year and 2nd half returns for major equity and bond markets, 
as well as Keel Point portfolio risk benchmarks.  
 

 
Source:  Bloomberg(3) 

 
As the chart shows, most major equity markets produced the majority of 2016 returns during the 
second half of the year.  The exception was emerging markets stocks, which suffered post-election, 
as the U.S. dollar strengthened and U.S. interest rates moved higher.  Speaking of U.S. interest rates, 
the U.S. 10-year yield increased by roughly 1% in the 2nd half.  Rising U.S. rates punished traditional 
fixed income and other income-focused sectors, such as REIT’s and preferred equities, all of which 

2016 2016
YTD 2nd Half

Equity Markets

S&P 500 (US Lg Cap) 12.0% 7.8%
Russell 2000 (US Sm Cap) 21.3% 18.7%
MSCI International Developed (EAFE) 1.0% 5.7%
MSCI Emerging Markets 11.2% 4.5%
MSCI All Country World (ACWI) 7.9% 6.6%

Bond Markets

7-10 Year US Treasury Bonds 1.0% -6.3%
US High Yield Bonds 15.3% 6.5%
Emerging Mkt Bonds 9.3% -1.6%
Barclays US Aggregate Bonds 2.7% -2.5%

Keel Point Portfolio Benchmarks

Aggressive (90% equity / 10% bonds) 7.3% 5.6%
Growth (75% equity / 25% bonds) 6.6% 4.3%
Balanced (55% equity / 45% bonds) 5.5% 2.5%
Conservate (35% equity / 65% bonds) 4.5% 0.7%



 

had performed well early in the year.  Commodities generally posted positive returns during the year, 
while the energy sector rebounded from a selloff and oversupply in 2015.  The Alerian MLP Index, 
comprised of master limited partnerships that generate earnings from pipelines and related energy 
infrastructure, was up 18.1% for the year.(4) 
 
Generally speaking, fundamental economic data ended 2016 with a more positive tone.  Keel Point’s 
proprietary Economic Indicator Index turned positive in November from a negative level going into 
the U.S. election.  After contracting during the first 2 quarters of the year, S&P earnings were back 
to year-on-year growth by the third quarter, with much stronger growth projected for 2017.  The 
U.S. economy also finally started to exhibit some inflation in consumer price index (CPI) and 
average hourly earnings data; both trends usually accompany economic growth.  Commensurately, 
the Federal Reserve gave the market a vote of confidence in December by increasing short-term 
rates by 0.25%, the first rate hike of the year and the first since December 2015.        
 
2017 Expectations 
 
Mr. Trump’s pro-growth policy initiatives include lowering corporate tax rates, reducing regulation, 
increasing fiscal stimulus with infrastructure spending, and amending the rules governing U.S. trade.  
We believe most of these initiatives, if implemented effectively, will likely extend the bullish equity 
market cycle and will be supportive of continued U.S. dollar strength, as well as increased capital 
investment by U.S. corporations.  As a result, we expect 2017 S&P returns to be 7% - 10%, with 
certain sectors, such as energy, financials and small caps, posting better returns.  While non-U.S. 
equity markets have outperformed U.S. equity markets thus far this year, we expect U.S. equities to 
revert to last year’s trend and continue to outperform during 2017. 
 
We note that increased market expectations come with increased downside risk should the market 
end up being disappointed with the implementation of expected reforms or the pace of expected 
growth.  Therefore, we expect 2017 to be volatile, as Trump policies begin to crystalize and growth 
prospects are continually assessed.  In addition to the implementation of new administration 
initiatives, we view the most prominent domestic risks to market performance to include corporate 
earnings and inflation.  With the trailing 1-year S&P price-to-earnings ratio currently around 21x (a 
historically high level), market pricing already reflects an expectation of significant earnings growth.  
While a moderate increase in inflation is considered supportive of stock prices, should inflation 
increase significantly more than the Federal Reserve’s 2% annual target, it may be forced to increase 
U.S. rates at a pace that unsettles the market.  International concerns include China’s elevated 
property prices and corporate debt levels, as well as the pace of Europe’s economic recovery. 
 
Keel Point Portfolio Positioning 
 
Below is a summary of Keel Point portfolio positioning going into the new year. 
 

• Equity:  We remain overweight U.S. equities relative to non-U.S. equities generally and are 
maintaining our significant exposure to U.S. small cap stocks.  Since small cap companies 
typically derive a significant portion of revenue from domestic sales, we view this sector as 
having less exposure to a strengthening dollar relative to U.S. large cap companies.  We 
continue to diversify equity risk with allocations to energy and real estate sectors and, where 



 

appropriate, quantitative strategies, such as Keel Point’s tactical strategy and quantitatively 
managed hedge funds.   

 
• Fixed Income:  Keel Point’s fixed income position has been structured with less interest rate 

sensitivity than the benchmark Barclays U.S. Aggregate Bond Index.  Also, in July, with an 
expectation of rising U.S. interest rates, we reduced traditional fixed income exposure in 
model portfolios and restructured the allocation to conservative alternative strategies – 
strategies with risk similar to bonds, but with less sensitivity to movements in interest rates 
than traditional fixed income investments.  This positioning added value to portfolio returns, 
as both the fixed income position and the conservative alternatives position outperformed 
the benchmark index during the second half of 2016.   
 

• Tactical:  Keel Point’s tactical strategy is designed to be responsive to shorter-term market 
trends by maintaining positions in the best performing market sectors across capital markets.  
After being conservatively positioned during the first part of 2016, the strategy is currently 
aggressively positioned with approximately 96% of the portfolio in aggressive equity sectors.  
The portfolio is overweight U.S. equities, and the majority of non-U.S. equity exposure is 
positioned in “dollar hedged” ETF’s, which hedges the negative impact of a strengthening 
U.S. dollar on the valuation of stocks denominated in foreign currency. 
 

We appreciate your trust and look forward to serving you in 2017. 
 
Best Regards, 
 
Steven Skancke (Chief Investment Strategist) 
Lyle Minton (Chief Investment Officer)   
 
  



 

Footnotes & Sources 
 

(1) Platinum Advisor Marketing Strategies: 
https://www.washingtonpost.com/news/the-fix/wp/2016/10/24/donald-trumps-chances-of-winning-are-
approaching-zero/?utm_term=.90b36b54ff93 

 
(2) Platinum Advisor Marketing Strategies: 

http://www.nj.com/politics/index.ssf/2016/11/why_were_trump-clinton_election_results_a_surprise.html 
 
 

(3) Bloomberg Market Data: 
S&P 500 Index (SPX) 
Russell 2000 Index (RTY) 
MSCI EAFE Index (MXEA) 
MSCI Emerging Markets Index (MXEF) 
MSCI All Country World Index (MXWD) 
iShares 7-10 Year U.S. Treasury Bond ETF (IEF) 
iBoxx US$ Liquid High Yield Bond Index (IBOXHY) 
iShares JP Morgan US$ Emerging Markets Bond ETF (EMB) 
Bloomberg Barclays U.S. Aggregate Bond Index (LBUSTRUU) 
Keel Point Portfolio Benchmarks:  Equity: MSCI ACWI / Fixed Income: Barclays U.S. Aggregate Bonds 
 

(4) Bloomberg Market Data:  Alerian MLP Index (AMZ) 
 

 
 
 
 
 
 
This material is distributed for informational purposes only. The investment ideas and expressions of 
opinion may contain certain forward looking statements and should not be viewed as recommendations, 
personal investment advice or considered an offer to buy or sell specific securities. Data and statistics 
contained in this report are obtained from what we believe to be reliable sources including Bloomberg 
but their accuracy, completeness or reliability cannot be guaranteed. An index is an unmanaged 
weighted basket of securities generally representative of a certain market or asset class. An investment 
cannot be made directly in an index. Our statements and opinions are subject to change without notice 
and should be considered only as part of a diversified portfolio. No conclusion should be drawn from any 
chart, graph or table that such illustration can, in and of itself, predict future outcomes. You may request 
a free copy of Keel Point's Form ADV Part 2, which describes, among other items, risk factors, strategies, 
affiliations, services offered and fees charged.  
 
Past performance is not an indication of future returns. Securities offered through Keel Point Capital, 
LLC, Member FINRA and SIPC. Investment Advisory Services are offered by Keel Point, LLC an affiliate of 
Keel Point Capital. Keel Point does not give tax, accounting, regulatory, or legal advice to its clients. The 
effectiveness of any of the strategies described will depend on your individual situation and on a number 
of complex factors. You should consult with your other advisors on the tax, accounting, and legal 
implications of these proposed strategies before any strategy is implemented. 

http://www.nj.com/politics/index.ssf/2016/11/why_were_trump-clinton_election_results_a_surprise.html

