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2016 offered the financial markets a fair share of surprises, but 
saved the biggest for the end. Despite the shocks on the political 
stage, the U.S. economy presented investors with a firm 
foundation to seek continued growth from equities.
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The Economy: The current economic recovery is among the longest on record, but it’s also been 
one of the slowest. Quarterly Gross Domestic Product growth has been spotty since 
the end of the last recession in 2009. More recent quarterly GDP growth figures 
have hovered in the 2% range or lower. That changed in the 3rd Quarter report for 
2016—the 3.5% jump in GDP growth was the strongest since 2014. Job growth 
and employment had remained robust throughout 2016, despite the sluggishness in 
economic growth. Around 180,000 jobs on average were added to the U.S. economy 
each month throughout the year.

 

Even as employment growth improved during this long recovery, wage growth has 
long been a missing piece of the puzzle. That also changed in 2016—by year-end, 
wages were rising at their fastest pace since 2009. While workers in general found 
more money in their pockets, they also found higher prices at stores and the gas 
pump. Inflation climbed to an annual rate of 1.7% by November, the highest rate of 

4.0% 

5.0% 

2.3% 
2.0% 

2.6% 

2.0% 

0.9% 0.8% 

1.4% 

3.5% 

2014
Q2 

Q3 Q4 2015
Q1 

Q2 Q3 Q4 2016
Q1 

Q2 Q3 

U.S. Gross Domestic Product (GDP) growth rate, annualized

Source for chart data: U.S. Bureau of Economic Analysis, TradingEconomics.com
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price growth in over two years. Much of this increase was due to higher gas prices. 
The core inflation rate, which excludes volatile energy and food prices, was fairly 
steady throughout the year in a range of 2.1-2.3% on an annualized basis.

Equities: Buy-and-hold investors would be reasonably happy with the strong returns for 
stocks in 2016. The large-cap S&P 500 Index ended the year with a 9.5% gain, 
while the headline Dow Jones Industrial Average rose 13% and flirted with the 
landmark 20,000 barrier, although it never breached that psychological level. The 
majority of the year’s gains, however, came immediately after Election Day. For 
much of the year before then, U.S. stocks were on a slow uphill march, notching 
a year-to-date return of only 2.5% through November 9. Stock investors faced 
a number of hurdles throughout the year, this first coming early with additional 
Chinese currency devaluations in Q1 and a 10% slide in the S&P 500. Then in 
late June, voters in Britain shocked the markets as well as the global community 
by voting to leave the European Union. Both times, U.S. stock indexes recovered 
from the sudden losses, but the pain persisted in international markets, 
particularly those in Europe.

 

Across industry sectors, energy stocks were the best performers for the year, thanks 
in large part to the rebound in oil prices. The oil market reversed the trend of 
declining prices from the prior year, rising in 2016 from a low of around $37 per 
barrel in January to above $50 per barrel by May and finished the year well above 
$53 per barrel. Financial stocks also had a good year, due to the anticipated rise in 
interest rates. Expectations for higher fixed income yields dented performance for 
the real estate sector, while prospects for stronger equity performance led investors 
to shun traditionally defensive sectors such as consumer staples and health care.
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Bonds: The long-awaited end of the bond bull market seemed to finally arrive in 2016 with a 
late-year surge in interest rates. Yields on the benchmark 10-year U.S. Treasury note 
reached a two-year high of 2.5% in December, with much of the increase coming 
after Election Day. Earlier in the year, investors had been more concerned about global 
deflation, and the 10-year yield touched a record low level of 1.3%. Part of the increase 
in rates is due to expected Federal Reserve rate hikes in the coming year, starting 
with the quarter-point hike on December 14, 2016. But investors also saw a greater 
likelihood of increased government spending and fiscal stimulus from the incoming 
Trump administration, especially in his promises to ramp up infrastructure spending.

 Despite the spike in interest rates in Q4, U.S. Treasury bonds still returned 0.8% for 
the year. Inflation-protected Treasury bonds, or TIPS, performed better, logging an 
annual return of 4.3% as expectations increased for higher consumer prices. In the 
corporate market, junk bonds were among the strongest performers with a total return 
of 17% for the Bloomberg Barclays U.S. Corporate High-Yield Index. Higher quality 
investment-grade corporate debt gained 5.8% for the year.

Sector Performance:
Ranked by previous month 
total return best to worst

Energy 27.4%
After lagging the overall market in previous years, 
energy stocks climber higher with rising oil prices

Telecom 23.5%
Prospects brightened on the hopes of  regulatory 
changes under the incoming administration

Financials 22.8%
Bank stocks rose with higher interest rate 
expectations and chances for regulatory reform

Industrials 18.9%
Construction and heavy machinery firms were the 
strongest performers in this sector

Materials 16.7%
Raw materials producers rose with hopes of  
increased manufacturing activity 

Utilities 16.3%
Rising interest rates weakened this sector’s 
earlier run of  strong returns

Technology 13.8%
Equipment makers had a strong year, but 
software firms lagged.

Consumer Discretionary 6.0%
Media and leisure companies shone but other 
firms in this sector struggled

Consumer Staples 5.4%
This traditionally defensive sector fell from favor 
as investors’ risk appetite increased

Real Estate 3.4%
Yields in this sector became less attractive with 
the expected rise in interest rates

Health Care -2.7%
Uncertainty over the future of  Obamacare hurt 
health care providers

Source for equity sector total return data: S&P Dow Jones Indices, Index Dashboard: U.S., December 30, 2016
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Past performance does not guarantee future results. There is no guarantee that any investment strategy or account will be 
profitable or will not incur loss. Investors should consider the investment objectives, risks, charges and expenses that make up 
this investment strategy carefully before investing. Investing involves risk, including the possible loss of  principal. Share price, 
principal value, and return on investments will vary, and you may have a gain or a loss when you sell your investment.

This presentation and the data herein is neither an offer to sell nor a solicitation of  any offer to buy any securities, investment 
product or investment advisory services offered by Post Oak Private Wealth Advisors. (“Post Oak”) This presentation is subject to a 
more complete description and does not contain all of  the information necessary to make an investment decision, including, but 
not limited to, the risks, fees and investment strategies of  any Post Oak products or services. Any offering is made only pursuant 
to the relevant information memorandum and accompanying, subscription materials, including Post Oak’s Form ADV Part 2, all 
of  which must be read in their entirety. This information is not an advertisement and is not intended for public use or distribution 
and is intended exclusively for the use of  the person to whom it has been delivered. The contents of  this report have been 
compiled from original and published sources believed to be reliable, but are not guaranteed as to accuracy or completeness.  
Market opinions contained herein are intended as general observations and are not intended as specific investment advice. Market 
index performance is provided by a third-party source deemed to be reliable. Indexes are unmanaged and have been provided for 
comparison purposes only. No fees or expenses have been reflected. Individuals cannot invest directly in an index.
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The Year Ahead: 2016 may have been a year of surprises and disruption, but at the start of 2017 
uncertainty seems more prevalent than ever. Much of this uncertainty emanates 
from Washington, D.C.—no one really knows what to expect from a Trump 
administration, whether the new president will govern as he campaigned or if the 
demands of leadership on the domestic and global stage will make the president-
elect more pragmatic in his approach to governing.

 Trump is inheriting an economy on relatively solid ground. Growth is likely to 
continue in the near term, at least at the moderate pace businesses and workers have 
become accustomed to, and much faster if the new Congress passes some form of 
fiscal stimulus, most likely a combination of tax cuts and increased government 
spending. The increase in business activity also should push inflation higher. That in 
combination with steady employment growth should allow the Federal Reserve to 
continue rate hikes throughout 2017. Investors should also be wary of geopolitical 
risks with a new administration coming into power, and a range of possible conflicts 
that will test President-elect Trump’s leadership skills in the year to come.


