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2016 Fourth Quarter Financial & Investment General Commentary 
 
This is the General Commentary for the 4th quarter of 2016 and covers information of general interest on 
Financial Planning, Financial Services, Market Results, Economic & Market Conditions, Economic & 
Market Outlooks and current Portfolio Investment Management. The last page provides a list of index 
returns for each of the market’s major categories.   
 
You can access this and other timely articles on a variety of subjects through our website at 
www.stjohnfinancial.com on the page titled “Reports & Postings”.  As in the past, our sources of 
information are diverse and vary from period to period. For this period, sources referred to include the 
Wall Street Journal, Investment News, Morningstar, Fidelity Investments, Bob Veres, and others. We 
want to give special recognition to Greenrock Research who provided us their research on the 2017 
market outlook for this report.   
 
FINANCIAL PLANNING  
What is going on the other 364 days? This was the message up on the screen at a financial planning 
conference we attended in late 2016. The premise is this: if we are meeting to update a full service 
client’s plan once a year what about the other 364 days? What if you could log on to a personalized web 
page and instantly see how your plan is tracking based on the Monte Carlo pass rate that is calculated 
after running thousands of iterations of that plan specific to your financial resources and goals? And, 
you need to be able to view this information securely on your phone and tablet. We believe we need to 
have this available for our financial planning clients and we’re making a start on that initiative now. 
 
This is a Fidelity product called eMoney Advisor.  We expect to have all our data files mapped over to 
this new client dashboard during the month of February.  We will still be using MoneyGuidePro; the 
leading and most comprehensive financial planning platform in the industry.  eMoney integrates with 
that to create a portal for the client to access the data in their plan on a very user friendly web page that 
can be updated at the push of a button. We think you’ll like it.  
 
FINANCIAL PLANNING IDEAS, FACTS OR OBSERVATIONS FROM OUR RESEARCH 
 
We have a new president and majorities in both houses of Congress as well. The president has made 
significant proposals that will affect your financial plan. Plans by the Trump Administration and 
Congressional Republicans to repeal and replace Obamacare has us wondering which provisions could 
change under a new health care law. 
 
Health Insurance - Recently Senator Bill Cassidy of Louisiana and Senator Susan Collins of Maine 
unveiled a bill that they are describing as an "Obamacare replacement plan." The duo is promising that 
the proposal would give more power to the states on health care policy, increase access to affordable 
insurance and help cover millions of Americans who are currently uninsured. 
 
At the core of their proposal: Any state that likes Obamacare can keep it. The Cassidy-Collins bill, the 
Louisiana Republican said, would allow states to implement the replacement plan of their choice by 
2019: "By the time 2020 rolls around, everything's done" Cassidy said. 
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Republicans in Congress have already begun the legislative process of overhauling the law. On Day one 
of the new Congress, Republican senators used a budget maneuver to start the repeal process, although a 
final repeal bill is not likely to land on President Donald Trump's desk for some weeks, even possibly 
months. And within hours of being sworn in as president, Trump issued an executive order that could 
eventually have wide-ranging impact on Obamacare. Among other things, it directs the Secretary of 
Health and Human Services and agencies to interpret regulations as loosely as allowed under the law to 
minimize the burden on individuals, insurers, health care providers and others. 
 
This could become a very big issue and may have wide ranging implications for your personal financial 
plan. We’re watching closely. 
 
Tax reform will be a top priority for the Trump Administration. Proposals by President Trump and 
House Republicans have many similarities. Both plans call for simplifying the personal income tax code 
from seven to three brackets: 12%, 25% and 33%.  Both proposals would still keep preferential rates for 
capital gains and qualified dividends, although President Trump would retain the current 3 brackets (0%, 
15%, and 20%), while the House GOP would simply make the rates 50% of the ordinary tax bracket 
(which means investment income would be taxed at 6%, 12.5%, and 16.5%). 
  
However, when it comes to deductions, the proposals diverge substantially, with the House GOP 
suggesting the elimination of virtually all individual tax deductions except the mortgage and charitable 
deductions (paired with an expanded standard deduction), while President Trump would keep all the 
current itemized deduction rules, but cap itemized deductions (at $100,000 for individuals, or $200,000 
for married couples) while also expanding the standard deduction even more. 
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Given all these differences, it remains to be seen whether individual tax reform will really happen in 
2017, and whether key parts are compromised or delayed to accomplish corporate tax reform instead. In 
addition, despite now being the minority party in both the House and Senate, the Democrats still retain 
the ability to filibuster legislation, which will further limit the ability of Republicans to engage in 
permanent tax reform without compromising some concessions to Democrats. Or alternatively, the 
Republicans could ultimately pass individual tax reform as budget reconciliation legislation, which 
under the Byrd rule, would have to sunset by December 31st of 2026, setting up a reprise of President 
Bush’s infamous sunset provision on his signature 2001 tax reform! 
 
Notwithstanding the fact that the Republicans control both the White House and both houses of 
Congress, it’s crucial to recognize that tax reform in 2017 is still not a “done deal” at all. 

The first is that while both President Trump and the House GOP plan are represented as “tax reform,” in 
reality the President’s proposals do not really fit the classic tax reform mold of simplification. While the 
tax brackets themselves are simplified – from 7 brackets down to 3 – the proposal to keep special tax 
rates for long-term capital gains and qualified dividends, along with keeping the current complexity of 
itemized deductions (albeit with a cap), and the introduction of new above-the-line deductions (for child 
and dependent care) and new tax-preferenced accounts (with the Dependent Care Savings Accounts - 
DCSA), would ultimately maintain or even add to the complexity.  

By contrast, the House GOP tax reform aims to truly simplify the tax system, down to the point that 
many individual tax returns could effectively be filed on a postcard – see illustration below. In other 
words, it’s not clear that the House Republicans will acquiesce to pass President Trump’s version of “tax 
reform” over their own, and some compromise may be necessary. 
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OTHER ITEMS OF INTEREST: 
 
The Social Security wage base jumps from $118,500 to $127,200 for 2017.  What is the SS wage base? 
That is the maximum earned gross income on which a wage earner's Social Security tax may be 
imposed. In simpler terms, the wage base figure ($127,200) is the new limit and any income above that 
amount is not subject to the Social Security tax (Old Age, Survivors, and Disability Insurance program) 
for that year. 
 
The Uptrends We Never See 
Most of us suspect that the world is going to hell in a handbasket - or at least getting worse over the long 
term.  In the U.S., only 4% of respondents will tell you that our world living conditions are improving.   
 
If you believe this too, the website “Our World in Data” https://ourworldindata.org/a-history-of-global-
living-conditions-in-5-charts/ has posted some charts that might change your mind.   
 
How do you know when loved ones may be ready for assisted living? We’ve been working with 
several clients on this recently and have reached several conclusions: 
 

Independent Living Test 
Medications: are they being properly managed by the senior adult?  
Food and groceries; are the cupboards frequently empty or contain unusual and unhealthy new 
choices? Food not eaten in the refrigerator to the point it’s spoiled?  
Daily Business: Mail picked up from mailbox? Is it opened? Credit cards or checkbooks misused 
on not balanced?  
Social Contact: fewer public outings or limited social visits. Limited ability or fear of driving 
leading to isolation?  
Living habits: change in dress or appearance? Decline in personal hygiene? Housekeeping 
habits changed for the worse? Pets not properly cared for?  
Solicitations: sudden increase in ordering unnecessary items through the mail or televised 
advertisements? If you observe these traits in a parent or grandparent it would be prudent to 
consider if outside care is needed. Let us know and we can help with the decision process. 
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FINANCIAL SERVICES  
We will be starting an e-newsletter for our clients with children who are college age. Given the costs and 
complicated process for managing the college decision and funding, we felt we needed something to 
help address these concerns. An e-newsletter is published in electronic form – it is delivered to you as an 
email. No need for us to attach anything or any requirement that you have to open any attachment you 
are unsure of.  Topics will be focused on admission and the financial aid process. We hope to have the 
first issue out in January.  
 
Teri Tornroos, CFP, EA has retired effective September of 2016. She worked with us for years as a 
financial planner alongside Bryan. Teri is currently enjoying a round the world cruise with her husband 
Chris.  
 
As a result Bryan has added to the Financial Planning Department resources by bringing onboard a 
number of experience Certified Financial Planners (CFP) and a Certified Public Accountant (CPA) who 
will work with his department to provide financial plan writing support. 
 
We continue to have some difficulty obtaining our full service client’s most recently filed tax returns. 
We need these for several of the services we want to provide, but we need ASAP after filing. When your 
accountant delivers them to you, remember to ask them to forward a complete copy of both your federal 
and state filed returns to us. That would be really helpful. 
 
Everplans We are quite fond of this cloud based program.  It’s a great way to get your important 
documents organized and available to those you want to have access in the event you become 
incapacitated or worse. An Everplan is a secure, digital vault where you can store everything your loved 
ones will need should something happen to you. It contains: 
 Wills, Trusts, and insurance policies 
 Important accounts and passwords 
 Info about your home: bills, vendors, etc. 
 Health and medical information 
 Advance Directives and DNRs 
 Final wishes and funeral preferences 
 And much more... 

Go to www.everplans.com for more information and to sign up. Pricing is around $75 per year. 
 
ECONOMIC & MARKET OUTLOOK 
The results for 2016 show how inexact predictions are and why people avoid making them. Predictions 
for 2017 are even more difficult than 2016 given the uncertainty about the policies of the new 
government administration and action by Congress. So with the input from others, especially Greenrock 
Research and with an acknowledgement of our collective reservations in making these, this is what we 
think.  
 
Short-term market traders seem to be expecting a robust economic stimulus combined with lower taxes 
and deregulatory policies that would boost the short-term profits of American corporations, all 
problematical.  It is helpful to remember that we are entering the ninth year of economic expansion, 
making this the fourth longest since 1900.  Growth has not exactly been robust; the U.S. GDP has 
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averaged just 2.1% yearly increases since the Great Recession, making this the most sluggish of all post-
World War II expansions. 
 
Slow but steady has not been a terrible formula for stock investors.  The unemployment rate has slowly 
ticked down from a post-recession peak of 10% on 10/09 to 4.7% as of 12/16, but in the process the 
employment rate (labor force participation rate) has also decreased from 66% in 2007 to 62.7% in 12/16.  
Some U.S. stock indices are posting new highs and the Dow 20,000 level, while essentially meaningless, 
is still an important marker for the stock market.  
 
It’s clear that the new President-elect wants to accelerate America’s economic growth, but the policy 
prescription has not yet been made clear.  Will we rework longstanding trade agreements, secure the 
border pay for huge infrastructure projects, at the same time reducing taxes and thus raising the national 
debt?  Will Congress raise the debt ceiling without protest if that happens?  Will the Fed raise rates more 
aggressively in the coming year, or cooperate with the President-elect in his efforts to drive the economy 
into a faster lane? 
 
At the same time, there are many unknowns around the globe.  China’s economic growth has stalled for 
the second consecutive year, and there could be a banking crisis in Italy that could force the country to 
leave the Eurozone—potentially a much bigger blow to European economic unity than Brexit or a still-
possible Greek exit.  Russian hackers may have ushered in an era of unfettered global intrusions into our 
internet infrastructure, and there will surely be a continuation of ISIS-sponsored terrorism in Europe and 
elsewhere.   
 
Every year of this longstanding bull market, we have to wonder if it will continue. With so much 
uncertainty at this time last year, nobody could have predicted realized returns on U.S. stocks at year-
end.  This year could bring more of the same, or it could fulfill the dire predictions many have made 
during the election cycle who believe the country is in worse shape than the numbers would indicate.   
 
What we have learned over the past few years is that the markets have a way of surprising us, and that 
trying to time the market, and get out in anticipation of a downturn, is a loser’s game. The history of the 
markets has been a general upward trend that benefits long-term investors, and looking out over the 
long-term, and a few hard bumps along the way--is probably the best outcome to expect. 
 
Here is a more specific outlook within common institutional economic and market segments.  
 
Bonds 
Bond investors will have negative returns in 2017. We think Fed Funds will be in the 1.5%-2.0% area 
and the 10 Year Treasury will be at 3% or higher. These losses will come with no chance for a rebound, 
and that is the biggest downside for conservative investors. Bonds have been the safe place to invest, 
and one needs to study the last times rates rose from low levels to see how devastating this can be.  The 
annualized return of the 10 Year Treasury in the decade of the 1950s was 0.8% per year. That is not a 
misprint: 0.8% per year for a total return for the decade of 8.29%.  This is where we are headed, and that 
is not an opinion. The opinion is the dates when rates will rise, and we have no way of predicting those 
dates but expect it to start this year.  
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Oil 
While oil is always volatile, expect it to be very volatile in 2017.  The price of oil will range from $60 to 
below $40, and we will likely see $40 by Labor Day. The current price allows for exploration. Shale and 
other drilling is in full swing and we expect it to continue. It will also expand to places like the UK and 
France. The oil that comes from this drilling will increase supply and reduce oil prices in the second half 
of the year.   
 
Dollar 
The Dollar will continue to strengthen relative to the Euro, British Pound and the Yen. The Euro will 
trade at a discount to the Dollar, and the British Pound will trade within 10% of the Dollar. While this 
might help us personally when we travel, this is not good news for domestic companies that export. This 
will be a head wind for our economy.  
 
Inflation 
Core inflation will average 2% or slightly higher. That said this is something to watch. Low inflation is 
good for the economy, the market and our debt; but if inflation exceeds 3%, we could be heading for 
trouble. The last time we had inflation and interest rates this low was after the depression. In that era 
when the Fed felt the economy was strong enough to raise rates, as we are doing now, rates were pushed 
too high too fast. The result was a significant decline in stock prices. Now hopefully we have learned 
from that experience, but raising rates is much tougher than lowering them.  
 
Volatility 
All stock markets will have a wild year, with a 20% swing between high and low for the year. Last year 
the S&P 500 fell 11% before it rose almost 10%, and we expect the same for 2017. This may be good 
for investors, creating allocation shift opportunities during the year.  
 
The Trump Presidency 
Regulations will be repealed or subdued and personal and business tax rates will be lower, creating a 
tailwind for business. The repatriation of money from companies will be very slow and impact smaller 
companies before it impacts large, multinational companies. The effect could be substantially positive. 
The Democrats and the Republicans will both feel they have a friend and a foe in the White House at 
various times as the year progresses. This, we believe, is good for the economy and for our political 
system as long as it does not create an atmosphere of total uncertainty or animosity. Only time will tell 
whether the political parties and the legislative bank of the government will work together.   
 
Global Climate toward Nationalism 
We have been surprised by the strength of this, so France and later Germany will be critical to watch. If 
Marine LePen wins the French election, this will spell trouble both for France and the European Union.  
The German election is more important because it appears the German Chancellor is holding Europe 
together, so if Andrea Merkel were to lose to a nationalist candidate this could spell real trouble for the 
European Union. Some are suggesting Europe will return to the time when each country has a unique 
currency. Odd as it seems to students of history that Germany is holding Europe together, if the 
Germans do vote for a nationalist leader we could return to dealing with many currencies. We believe 
this will be a very bad thing for most of Europe, and hopefully the worst does not happen.   
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Brexit will be enacted quickly. The Prime Minister has told the houses of parliament that she will deliver 
a Brexit plan in May. She has said Brexit needs to be enacted quickly, and her plan will likely show a 
way to do so. Article 50 will be enacted likely in the summer, and Brexit will be completed by early 
2019.  
 
The economic hit from Brexit has already taken place, their currency has been devalued by 20%. We do 
not see this devaluation continuing as Brexit is enacted, we think a fast Brexit is built into the current 
currency prices. The cheap price of Sterling will allow for a boost in the UK economy, and the UK may 
very well now be a place to invest.  
 
India and China 
One million people in India reach their 18th birthday every month, and China has been talking about a 
shift toward a consumer economy for some time. Both of these are the silver linings of the global 
economy. India has huge plans to increase the middle class in their country, and with a very young 
population, they will need to do so. China already has a huge middle class with more coming on every 
year.  
 
This will create enormous opportunities for global companies serving the middle class in a wide range of 
sectors and industries. Recently India announced they would allow foreign phone manufacturers to sell 
their phones in their country. This obviously could be a huge opportunity for Apple. India also 
announced that the phones would need to be manufactured in India as well. So expect Apple to be 
making a very large investment in India, and expect earnings to benefit from that in the coming years. 
Many more examples of this trend will be forthcoming.   
 
PORTFOLIO INVESTMENT MANAGEMENT  
So what does all of this mean for portfolios?  
 

1. Lower Your Exposure to Bonds 
Investing in bonds in 2017 will continue to be a challenge. Fixed income allocations and security 
selection will continue to be under reviewed. We think this traditional asset class will show 
losses in 2017, and these would be losses that cannot be recovered. We are and will continue to 
increase client allocations to alternatives. We have been shortening bond durations and including 
other forms of alternatives fixed income securities and will continue to do so. The growth or total 
return strategies that are currently being used should be increased, and the conservative strategies 
should continue to be used as a direct substitute for short term fixed income investments. 
However, we cannot completely remove fixed income from the portfolio as part of its weighting 
is to provide stability and asset protection to the stock portion of the portfolio.   
 
An analysis of the conservative strategies of alternative investment managers presents an 
optimistic picture of the use of these portfolios for clients in the rising rate environment we see 
coming.  
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2. Expect High Volatility from the Equity Market 
You should expect continued volatility in equities. Remember that in 2016 the S&P 500 declined 
by 11% before finishing positive 9.5% for the year. We see no reason to believe this type of 
trend will not continue in 2017.  
 

3. Watch the Price of Oil 
If we are right on the price of oil hitting $40, there is a YieldCO/MLP portfolio that we will 
consider. It is structured as a separate account with very low fees and minimums, and it 
emphasizes high levels of dividend growth, in the area of 10%. 

 
4. Have Confidence in the Stocks with Growing Dividends. We continue to believe the market will 

be led by high quality dividend paying and raising stocks. There was a shift back toward lower 
quality stocks after our election, but the P/Es of our stock market are too high for that to 
continue. High and growing dividend strategies are being watched and have been an excellent 
strategy both in weathering volatility and in achieving high returns. We see no reason for that not 
to continue. We have identified managers, such as Dearborn Partners, Henderson Global and 
KBI, that are world class managers committed to the strategy of growing dividends.  

 
5. Be Open to Illiquid Investments 

Clients do not need full liquidity from all of their investments. We live in a world of very high 
bond prices globally and reasonably high stock prices. There will be some illiquid investment 
opportunities throughout the year which may very well be beneficial for clients.  

 
CONCLUSION 
2017 is likely to be a very interesting and volatile year for investing. History and yesterday’s portfolio 
designs and investment strategy may not be adequate in meeting client’s portfolio rate of return 
requirements. To be able to do so may require changes to enable clients to be protected from market 
corrections and still be able to participate in most of the market’s up-performance. This will require 
changes in portfolio design and asset allocation including reduction in fixed income investing and an 
increase in the alternative investment options that are uncorrelated with either equities or fixed income. 
We have been researching and doing our due diligence on such a portfolio management program and 
when this work is completed and if we decide to make these changes, we will plan to introduce it to our 
clients during the 1st quarter of 2017.   
 
 

St John & Associates 
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Below are the returns for mutual fund categories making up our clients’ portfolios and the major stock 
market averages. Morningstar sourced these mutual fund returns. Returns beyond one year are 
annualized. 
  

 
  

4th Qtr.
2016 

    2016 
    Return 

5 Year Average 
Return 

Large-Cap Growth -0.27 3.23 12.94 
Large-Cap Value 6.34 14.81 12.97 
Mid-Cap Growth 0.75 6.03 11.79 
Mid-Cap Value 6.80 18.06 13.81 
Small-Cap Growth 3.34 11.20 12.33 
Small-Cap Value 12.19 25.99 13.90 
DJIA 8.66 16.50 12.92 
S&P 500 3.82 11.96 14.66 
S&P Mid-Cap 400 7.42 20.74 15.33 
Russell 2000 8.83 21.31 14.46 
Russell 3000 4.21 12.74 14.67 

    
Health -6.37 -10.60 16.84 
Commodities 2.27 12.16 -8.84 
Real Estate -2.06 6.89 10.84 
Technology -0.69 10.84 14.85 

    
Emerging Markets -5.30 8.47 1.61 
International Large Growth  -5.67 -2.14 6.15 
International Large Value 0.37 3.34 5.37 
Intl Small/Mid Growth  -6.51 -2.98 8.87 
Intl Small/Mid Value  -1.80 4.24 7.86 
MSCI EAFE -0.71 1.00 6.53 
MSCI Emerging Mkt -4.16 11.19 1.28 

  MSCI World 1.86 7.51 10.41 
  Inflation Protected Bonds  -1.65 4.59 0.42 
Long Term Bonds -7.28 6.05 4.80 
Intermediate Term Bonds -2.54 3.23 2.61 
Short Term Bonds -0.49 2.08 1.46 
Multi Sector Bonds -0.51 7.52 4.46 
Barclays Aggregate Bond -2.98 2.65 2.23 
High Yield Bonds 1.69 13.30 6.17 
High Yield Muni -5.01 0.90 5.15 
World Bonds -4.04 3.63 1.36 
    
Fidelity Money Market Fund 0.14 0.36 0.08 
    

 


