Market Trends to Watch in 2017
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2016 has come and gone, bringing with it no shortage of unexpected events. Notably, the
Dow hit record highs, Britain voted to leave the European Union, the Fed approved an
interest rate hike as market rates spiked and Donald Trump was elected to be the next
president of the United States.
As we enter a New Year with uncertainties, we will be monitoring trends in three key
areas.
1. Policies of the new administration: It’s no secret that the results of this year’s
presidential election caused shockwaves across markets. By the time Trump takes office
in January, we hope to see a clearer picture of what he and his appointed officials have
planned for policies moving forward.
In particular, we will be keeping a close eye on the new administration’s trade policies
and proposed changes to the tax code.
There’s been a lot of talk about simplifying the tax code by limiting deductions and lowering the corporate tax
rate. While this may negatively affect some companies that aggressively structure their affairs to lower taxes, on
the whole it should improve bottom-line earnings, especially for companies that have been paying close to the full
39 percent corporate tax rate.
Overall, for every 1 percent deduction in the corporate tax rate, earnings for the S&P 500 are expected to increase
by about $1.50. This remains speculative, but we will be monitoring earnings growth closely to see how various
areas of the market are impacted.
In addition to tax reform, we are looking to get clarity about Trump’s global trade policies. He has talked about
withdrawing the U.S. from global trade alliances, but hasn’t detailed his policies for doing so. We expect this to
be a hot-button issue for the markets and global economy over the next several months.
2. Global growth: Global growth remained positive in 2016, but the relatively low third-quarter gross domestic
product (GDP) suggests it is starting to stagnate.
In light of this, we will be paying close attention as estimates start coming in for Q1 GDP growth in 2017. Firstquarter U.S. GDP has come in relatively weak over the last couple of years, but has subsequently been increased
via revisions.
In the U.S., various signs are indicating we will continue on the path of positive growth. The yield curve has been
getting healthier, and consumer confidence and the Purchasing Manager’s Index (PMI) are rising. If we were
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heading toward recession, we would expect the opposite to occur. Because these indicators are strengthening, we
see a U.S. recession as unlikely in 2017.
There are some good signs globally as well. Commodities have finally turned around, in part because of supply
control measures introduced by OPEC, but also because of an increase in demand. Base metal prices have soared
this year, which suggests greater demand for production.
On the other hand, shipment numbers have been coming in weak across the globe. So we have a mixed bag of
data, but on the whole, we expect global growth to continue in 2017.
3. Performance of small companies: U.S. small companies have underperformed for a number of years, due
somewhat to increasing regulations that tend to be a greater burden for smaller businesses. In fact, there are 30
percent fewer small caps listed on the Nasdaq today than there were 20 years ago.
That’s not insignificant and has been cause for some concern as small companies are the biggest employer in the
United States. They force competition and new ideas into the market, resulting in a more dynamic and fastergrowing economy.
This year, however, small caps were the surprise market winners, bucking the trend of lagging performance. They
are up close to 30 percent – about double the broad market.
We are interested to see whether markets continue to see value in small caps moving forward, and if the recent
surge endures or pulls back in 2017.
These three topics will be key areas of focus for us in the first quarter of 2017. We hope you have a very Happy New
Year!
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The close: Dow hits record, TSX rises as oil gains: http://www.theglobeandmail.com/globe-investor/inside-the-market/market-updates/theclose-tsx-wall-street-rise-as-oil-gains/article33207611/
Brexit: All you need to know about the UK leaving the EU: http://www.bbc.com/news/uk-politics-32810887
Fed raises rates for the second time in a decade: http://www.cnbc.com/2016/12/14/fed-raises-rates-for-the-second-time-in-a-decade.html
Donald Trump wins the 2016 election: http://time.com/4563685/donald-trump-wins/
Donald Trump’s tax plan: https://www.donaldjtrump.com/policies/tax-plan
United States corporate tax rate: http://www.tradingeconomics.com/united-states/corporate-tax-rate
Goldman and 'Gandalf' are bullish on U.S. stocks under Trump: https://www.bloomberg.com/news/articles/2016-11-11/goldman-andgandalf-are-bullish-on-u-s-stocks-under-trump
3 ways President-elect Trump may shake up trade policy http://www.npr.org/sections/thetwo-way/2016/11/09/501464785/three-wayspresident-elect-trump-may-shake-up-trade-policy
Gross domestic product: Third quarter 2016: https://www.bea.gov/newsreleases/national/gdp/gdpnewsrelease.htm
Final reading on 2016 first-quarter GDP at 1.1% vs. 1% expected: http://www.cnbc.com/2016/06/28/final-reading-on-q1-2016-gdp.html
Normal yield curve: http://www.investopedia.com/terms/n/normalyieldcurve.asp
United States consumer sentiment: http://www.tradingeconomics.com/united-states/consumer-confidence
United States ISM Purchasing Managers Index (PMI): http://www.tradingeconomics.com/united-states/business-confidence
Commodities: https://www.bloomberg.com/markets/commodities
Oil jumps most in nine months after OPEC agrees to output cuts: https://www.bloomberg.com/news/articles/2016-11-30/oil-rises-as-opecsaid-to-agree-first-supply-cut-in-eight-years

2601 Network Boulevard, Ste. 400

187-B Boston Post Road

9108 N. Kelley Avenue

Frisco, TX 75034

P. O. Box 623

Oklahoma City, OK 73131 San Antonio, TX 78209

7373 Broadway, Suite 400

P 888-741-5508

Old Lyme, CT 06371

P 888.478.1971

P 888-985-7162

P 888.434.5999

P 210.738.3888

ExencialWealth.com

16. Base metals: http://www.kitcometals.com/
17. Advance report on durable goods manufacturers’ shipments, inventories and orders:
https://www.census.gov/manufacturing/m3/adv/pdf/durgd.pdf
18. The financial impact of regulations on small business: http://www.nfib.com/content/resources/start-a-business/infographic-the-financialimpact-of-regulations-on-small-business-bizhelp-71064/
19. Nasdaq companies: http://www.nasdaq.com/screening/companies-by-industry.aspx?exchange=NASDAQ
20. Small business trends: https://www.sba.gov/managing-business/running-business/energy-efficiency/sustainable-business-practices/smallbusiness-trends
21. S&P SMALLCAP 600: http://www.spindices.com/indices/equity/sp-600
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