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One thing is for certain, our new President has made the financial markets very interesting over the last 
few months. Last year finished strong and 2017 is off to a nice start.  As we look back, recall that the first 
half of the 2016 was dramatically different from the second half. The past year began with a shaky 10% sell 
off due to fears of a slowing global economy and unstable oil prices, yet ended with an enthusiastic 9% post-
election rally and corresponding evidence that the fears of slowing growth were unfounded.  
 
All in all, the S&P 500 Index ended the year up 11.96%, contrasted by the International Stock Index (EAFE) 
posting a 1.5% total return for the year. Perhaps the broadest and best measure of a well-diversified equity 
portfolio is the Morgan Stanley All Country World Index (MSCI ACWI) which was up a healthy 9% for the 
year.  This index measures US, international and emerging market equities. Although International Markets 
underperformed US equities for the calendar year, we continue to have confidence in a well-diversified 
portfolio and find undervalued asset classes attractive for future appreciation.  
 
The updated “Quilt Chart” below emphasizes the benefits of a well-diversified (“Asset Allocation”) portfolio. 
While emerging markets, small cap equities and other asset classes can have wide return disparities from 
year to year, a well-diversified portfolio smooths out the bumps and gets you where you need to be over 
the long-term. 
 

 
 
So far, 2017 has continued along the same enthusiastic pace that began in November.  In the United States, 
we believe a more constructive business climate, double digit corporate earnings reports, less regulation 
and corporate tax relief should provide tailwinds to support economic growth over the long term. However, 
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as we progress through 2017 the specter of higher interest rates requires our attention. Toward the end of 
2016, we took conservative steps to shorten the maturities and durations of our bond investments. We 
remain conservatively positioned with below average risk in our bond portfolios. We are maintaining 
healthy weightings in equity asset classes in anticipation of moderately better economic growth and 
earnings.   
 
This past Friday we concluded our Investment Committee’s first forum of 2017. Our Investment Committee 
(IC) is a well-educated group comprised of nine investment professional with a combined 175+ years of 
industry experience. It’s always great to get this group together as an added layer of due diligence as we 
endeavor to put our best thinking to work in our clients’ portfolios. The topics of discussion ranged from a 
review of our long term capital market assumptions (the inputs for our financial plans) to the investment 
ramifications of the Trump agenda. 
 
Broadly speaking, our thoughts on 2017 are as follows: After 8 years of economic recovery, the US is still 
the best house on the global block but equity valuations are a little stretched.  European and emerging 
markets equity valuations are significantly cheaper that US valuations, so now is not the time abandon 
international exposures. We’ll stay diversified, confident that the risk/reward equation is in our favor. As 
for bonds, the Federal Reserve is expected to continue to raise rates moderately.  As long as the pace of 
hikes is measured, bonds should continue to be a good store of value and a counterbalance to equities in 
well diversified portfolios.  
 
We’ll be monitoring the legislative developments in Washington.  If the Trump Administration is able to 
deliver on promises of less regulation, a corporate tax rate cut and a sensible infrastructure spending plan, 
2017 could have some very positive tail winds for investors.  A corporate tax cut could have a very 
significant impact on equity valuations. As the charts below highlight, the US tax rate is a significant outlier 
on the world scene.  It is estimated that the Ryan Corporate Tax Plan could lead to a 7% increase in 
corporate earnings and the Trump Plan could lead to a 13% earnings bump.  Corporations could then use 
these increased earnings to boost dividends, hire more workers or increase investment and capital 
spending. All these options are potentially very positive. 
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On the whole, 2016 was a respectable year for investor portfolios, especially those that are properly 
diversified.  While 2017 has started off well, we are cautiously optimistic given the uncertainty 
surrounding the Trump administration and his evolving agenda. We are always here as a resource and 
we look forward to discussing strategy and any concerns you may have. 
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