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It was a good year for stock
markets. In years passed we’ve
started a new year by reporting
on the past year’s performance in
the US. Given the framing of
current issues of import between
nationalist and global perspectives, we’ve decided to expand
our reporting on the year past.
S & P 500
Dow Jones
FTSE 100
Russias’s RTX
Brazil’s Bovespa
Italy’s (main index)
China’s Shanghai
Composite

+10%
+13%
+14%
+52%
+39%
-10%
-12%

All in all it was a decent year
for US stocks. Given the initially
adverse impact of Brexit, the FTSE
recovered nicely. Although we are
listing the indexes together we do
not mean to imply that they are
somehow directly related or correlated.
Most of Russia’s Index gain
actually came after the results of
the US presidential election.
Brazil’s gains were largely driven
by the transition (impeachment) in
national leadership experienced
earlier in the year.
The Economist, Jan 7th — 13th Edition

Trump Rally - “Trump
Bump”
US equities markets continued
to add positive returns after the
election. This was widely touted
in the financial press as the ‘Trump
Rally.’ In our experience, there is
usually some measure of a rally
after election results are known
simply because the uncertainty of
the electoral process is resolved.
In the case of Mr. Trump’s victory, there seems to be an additional sentiment driver. That would be
the expectation that this new leadership will create a political climate more favorable for business
activity.
Regulatory Bonfire
It is clear that there is a massive effort in place to rollback or
rescind altogether much of the regulation put in place during the last
eight years. Pending regulations
such as the DOL (Dept. of Labor)
‘fiduciary’ rule due to be implemented in April of 2017 are stated
targets of the incoming administration.
Rule-making proposed or
pending by the SEC under Dodd
Frank falls into the same category.
There is a long list of regulations
to be rolled back.
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The President elect has
committed publicly to rescinding as many executive orders of
the Obama administration as
possible in the first day of his
presidency.
This is entirely
consistent with the nature of
many individuals passing
through the confirmation
process for leadership positions
in the new administration. It is
certainly remarkable to witness
a wave of candidates being appointed to lead agencies they
previously attacked, sued or
denigrated before the election.
It would appear that there is
a veritable ‘tsunami of change’
in process. We do not necessarily think that all of this falls on
the ‘bad’ side of the ‘good vs.
bad’ ledger. We’ve certainly
encountered enough questionable regulations in the financial
services industry to remain
open minded.
That said, we are skeptical
that a strategy of undoing the
past in order to assure a bright
future is viable. At this stage it
is too early to know.
Tweeting - The New
Bully Pulpit
(We should begin this part
of the newsletter with a disclosure that we do not ’tweet.’ We
tend to avoid the use of social
media in our business in part
because the regulatory requirements for archiving all commu-
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nications are onerous. We draw
the line at emails.)
Tweets are one hundred
forty characters long. When
deployed by President Trump,
they have become the new ‘bully pulpit.’ They have been used
to corral automakers, influence
defense contractors and propose
new directions in foreign policy. They have the capacity to
move stock prices, briefly,
when targeting a particular corporation or market sector.
Tweets are by definition
fast, short on details and substance.
Clearly this is a tool of
choice for the president-elect.
Interestingly, it can be effective
even when it is confusing.
Tweets pile up over the course
of a few days around a particular topic. For example, eliminating the Affordable Care Act
is a first priority. Shortly thereafter replacing it simultaneously is announced followed by
another communication
‘healthcare will be available for
everyone.’
There is often an element of
confusion in the tweet blasts.
The President takes one position in a tweet on a particular
topic. Shortly thereafter, a cabinet level candidate takes a different position on the same issue. As confusing as this can
be, we are forced to admit that
it can be an effective strategy
for garnering public attention.

Trade & Manufacturing
We are skeptical about
much of the talk about returning manufacturing jobs to the
US through new trade agreements that are more favorable
to the US. Only time will tell
whether the concessions wrung
from Carrier Corp in Indiana in
exchange for tax breaks reaches
the level of materiality. Honda’s Indiana automobile factory
is a success story worth contrasting with the waning fortunes of Carrier. If nothing
else, it highlights the fact that
decisions about where to locate
a facility are not always driven
by wages.
Automation is another factor frequently absence from
discussions of lost jobs in manufacturing. There was an interesting article in MIT Technology Review describing an iron
ore mine owned by Rio Tinto in
Australia. This is not a story
about manufacturing in the factory floor sense, but it is still
telling.
The mine featured in the
story is immense. Trucks the
size of two and three story
houses haul the ore out of the
mine and return for another
load. The primary reason for
the story was the fact that there
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was not a human being at the
mine site. The trucks were
driverless, autonomous vehicles. The bore head and conveyor belts that loaded the ore
onto the trucks were also autonomous. One human being
monitored the operation of the
mine from several miles away.
The mine operated 24 hours a
day 7 days a week without a
person on site.
What Lies Ahead?
We don’t know. We do expect to experience increased
levels of volatility in markets
as the new administration settles in. Eventually agendas
will become clearer and more
will be known about the effectiveness of political strategies.
We expect to see a time when
the contents of a tweet will be
less likely to move the price of
an individual stock or market
sector.
Discount brokers reported
increased retail trading activity during the forth quarter of 2016. TD Ameritrade
directly attributed an 11%
increase in trading volume
to tweets mentioning particular companies. Retail trading volume at Charles
Schwab increased 7% during the quarter. (No attribution was reported with the
increase.)
Financial Advisor IQ, 20 Jan 2017
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The same issue of the
Economist referenced earlier
pointed out that the performance of markets rarely if ever
correlate with our personal,
political positions. As an example it pointed out that a political conservative who avoided investing during the last
eight years for fear that the
economy was badly mismanaged missed a 180+% return in
US stocks. In a similar vein, a
political liberal who shorted
the US market after President
Trump’s electoral victory,
would also have lost money.
We expect less volatility
once the newness wears off.
Everyone will know more
about what to expect. 2017
may well be an example of the
Asian curse, “May you live in
interesting times!”
With gratitude for your
business and Best Wishes for
the New Year,
Thank You,

Stephen & Susan
Thanks for reading!

