December 7, 2016
Dear Client,
The S&P 500 finished the day up 1.3% to close at record highs. Telecom and Real Estate stocks led the US benchmark higher
on the day, finishing up 2.4% and 2.2%, respectively. Today’s decline in rates benefitted these rate-sensitive sectors. Energy
stocks, which have been outperformers over the past month, closed the day up 0.7%, lagging the market. Meanwhile,
Healthcare stocks finished the day down -0.8% as Donald Trump’s comments on reducing drug prices weighed on Biotech
stocks.
European stocks rallied on the day (the Euro Stoxx 600 Index finished up 0.9%) as investors expect the ECB to extend its
monetary stimulus program at its upcoming policy meeting on Thursday. Italian equities led European peers higher and
continued their weekly rebound, closing the day up 2.1%. The expiration of the Italian referendum seems to have provided Italian
stocks with a relief rally even though the referendum was not approved. As we have written about, BREXIT and the US
presidential election have shown us that equities can experience a relief rally simply because of the expiration of political risk
events; as a result, we are not surprised to see a similar trend play out in Italy.
In Japan, the Nikkei Index rose by 0.7% on the day. A weakening yen has supported Japanese equities over the past two
months, a trend that we believe can continue. We are also encouraged by improving fundamentals in Japan such as stabilizing
earnings revisions.
While the US 10-Year Treasury yield pulled back to 2.34% today, interest rates remain near one-plus year highs. Ultimately, we
believe interest rates in the US can continue to rise at a measured pace as inflation and growth prospects improve. The US
dollar finished the day down -0.3%. The USD has risen by 9% since early May and is a factor we are watching closely as further
strength from current levels could be a hindrance on US company earnings.
Macro data was light in the US today; JOLTS Job Openings were the only major release on the day; openings fell in the month
of October, but still came in above expectations. This Friday, we will be watching the initial University of Michigan Consumer
Confidence reading for December, which is expected to rise modestly from the prior month’s reading.
We continue to recommend equities over fixed income given our constructive 6-12 month view that is based on avoidance of
global recession, strong central bank policy support around the world, lower risk of financial crisis than feared, rising potential for
fiscal stimulus and attractive relative valuations. In addition to equities, we favor alternatives and illiquid strategies as a way to
potentially mitigate the higher volatility and lower long-term returns we expect.
We prefer a barbell of positioning within equity portfolios—consider deep cyclical stocks, Financials and reasonably-priced
growth stocks. We expect high momentum (high growth/high valuation) and ultra-defensive/low volatility strategies to continue to
underperform as global growth and cyclical company earnings surprise to the upside.
Market data provided by Bloomberg.
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