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“If Santa Fails to Call the Bears Will Roam on Broad and Wall” 

 
As we enter 2017, we expect the current economic rebound to continue suggesting GDP growth will likely move toward the 
3% level by the end of the year based on less monetary stimulus, more fiscal stimulus, a reduction in the corporate tax rate, 
and deregulation.  Our S&P 500 price target for the year is 2450, but we believe the S&P 500 may actually exceed that level as 
earnings growth ramps.  We think the post “Trump Trades” will continue to have “legs.”  Our team favors small capitalization 
names over large caps and value over growth.  We also urge investors to overweight Financials and underweight bonds, bond 
proxies, Consumer Staples, and Utilities.  In our opinion interest rates have bottomed, deflationary trades are wrong-footed, 
inflation is rising, “real assets” names should be bought, the U.S. dollar probably trades a little higher, the labor market 
continues to tighten, wages rise, and business investment improves. 

To be sure, yearend letters are always hard to write because there is a tendency to discuss the year gone by, or worse to 
predict what is in store for the new year.  Quite frankly, how many pundits predicted Brexit, or a Donald Trump victory?  
Certainly it wasn’t Andrew Adams or I.  Yet, we think by far the biggest message as we prepare to enter 2017 is that the 
equity markets are transitioning from an interest rate driven bull market to an earnings driven bull market.  This is being 
reflected in the analysts’ earnings revisions, which have taken a decidedly upward turn (Chart 1).  Currently, the S&P 500’s 
bottom up, operating earnings estimate for 2017 is around $131.  That leaves the S&P 500 trading at a P/E ratio of ~17x 
forward earnings.  However, Thomson Reuters notes that for every 1% decline in the corporate tax rate it “hypothetically” 
generates an additional $1.31 in earnings for the S&P 500.  If President-elect Trump can get his envisioned 15% corporate tax 
rate that would imply another ~$26 in earnings for the S&P 500 (20 x $1.31 = $26.20).  Accordingly, if you hold the P/E 
constant at 17x, and add another $26 to the $131 estimate, it yields an earnings estimate of $157 leaving a forward price 
target for the S&P 500 of ~2670 ($157 x 17 = 2669).  Yet, getting corporate tax rates down to 15% could prove to be difficult.  
Still, a 25% tax rate would produce an earnings estimate for 2017 of ~$144.  Again holding the P/E ratio constant at 17x gives 
us a price target for the S&P 500 of roughly 2450 in the new year.  In either event, we believe stocks are going to trade 
substantially higher over the next few years.  Will there be pullbacks?  You bet there will, but in our view pullbacks are for 
buying.  Going into the presidential election our models suggested the equity markets were set up for a decent rally no matter 
who won the election, although we have to admit the Trump win clearly accelerated the envisioned rally.  Bingo, because the 
S&P 500 futures have rallied over 200 points from their November 8 overnight lows.  From those lows our models forecasted 
the S&P 500 would grind higher into late-January/early-February; and, they remain in that rally mode.  In the very short term 
those same models called for a trading peak the week of December 11, 2016, followed by a pause and/or an attempt at a 
minor pullback into this week.  So far that has been a pretty good “call.” 

Speaking to the fixed income markets, a pickup in GDP growth combined with reflationary pressures and potentially a more 
hawkish Federal Reserve suggest a higher interest rate environment is sustainable.  These metrics also are supportive of a 
stronger U.S. dollar, which will likely cause the euro to trade to par in 2017.  While this represents headwinds for 
commodities, over the past few months we have been recommending the return to “stuff stocks” given the fact the price of 
real assets, assets relative to financial assets, is at historic lows (Chart 2).  Looking at the charts of the U.S. dollar, 
commodities, bonds, stocks, etc. show that volatility is here to stay.  We believe political risk could amplify this “episodic 
volatility,” especially as deepening populism potentially gains traction around the world. 

Looking at valuations, using trailing 12 month figures leaves the equity markets trading at historically lofty valuations.  
However, as my friends at Bespoke Investment Group point out: 

Already, there has been increasing chatter in the last several days that the rally since the November election is based 
on hype and sentiment and nothing concrete.  We will be the first to admit that we have no idea how the next four, or 
possibly longer, years will ultimately turnout, but one thing we would stress is that if you are in the business of 
investing and haven’t realized that the market is forward looking, you are in the wrong business. 

mailto:Jeffrey.Saut@RaymondJames.com


Raymond James  Investment Strategy 

© 2016 Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. All rights reserved.  

International Headquarters:  The Raymond James Financial Center  |  880 Carillon Parkway  |  St. Petersburg, Florida 33716  |  800-248-8863 2 

It is our belief the equity markets are looking forward to a huge rebound in earnings.  As another friend writes (Rich Bernstein 
of Richard Bernstein Advisors): 

One of the things that has scared people away from equities is high P/Es (Price to Earnings Ratio).  People have said, 
“When P/Es are high, your returns have to be low.”  That's not always true.  Where it's not true is in what's called an 
“earnings-driven” market.  There have been many earnings-driven markets through time, but it's funny how people 
think the only way the market can go up is by interest rates falling and multiples expanding.  That's not true.  That's an 
interest-rate-driven market, but there're also earnings-driven bull markets.  The early 2000’s bull market was an 
earnings-driven market.  One of the reasons people got trapped at the end was that they forget they'd started with a 
very high P/E and ended with a low P/E.  When you had the low P/E, people said, “Look how cheap equities are.”  And 
they missed the fact that it was an earnings-driven market, and you sell an earnings-driven market when the P/E is 
low, much like a deep cyclical stock.  You buy a deep cyclical stock when the P/E is high, and you sell it when the P/E is 
low.  That's what we think is going on for the whole economy.  That's been our story, that, yes, the multiple is high, 
but we think we're entering an earnings-driven market.  So the bull market will be accompanied by shrinking P/Es. 

The call for this week: For almost two years the S&P 500 (SPX/2263.79) was locked in a trading range (Chart 3) as many 
pundits proclaimed a “top” was being formed, a crash was coming, etc.  We, however were steadfast in the belief all that was 
happening was an upside consolidation building the base for another leg to the upside in this secular bull market.  In August 
of this year the SPX broke out of that trading range and subsequently gained over 100 points, Q.E.D.!  Plainly, the equity 
markets are seeing that something “good” is coming.  Again as Bespoke notes, “If you are in the business of investing and 
haven’t realized that the market is forward looking, you are in the wrong business.”  And maybe, just maybe, the market is 
realizing that for the most part deal maker businessmen, who know how to get things done, will be running the government 
for the next four years (just a thought).  This week participants will be watching for the fabled Santa Rally, which occurs 
between Christmas and New Year’s.  To wit, according to the Stock Trader’s Almanac: 

Since 1969 the Santa Claus rally has yielded positive returns in 34 of the past 45 holiday seasons — the last five trading 
days of the year and the first two trading days after New Year’s. The average cumulative return over these days is 
1.4%, and returns are positive in each of the seven days of the rally, on average. 

Following that folks will be watching the January Indicator, while we will be watching the January Barometer.  More on those 
two indicators in days to come . . .  

 

Chart 1 

 
Source: Bespoke Investment Group. 
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Chart 2 
 

 

Source: Standard & Poor’s, Raymond James. 

 

Chart 3 

 
Source: Thechartstore.com 
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Important Investor Disclosures 
Raymond James & Associates (RJA) is a FINRA member firm and is responsible for the preparation and distribution of research created in 
the United States. Raymond James & Associates is located at The Raymond James Financial Center, 880 Carillon Parkway, St. Petersburg, 
FL 33716, (727) 567-1000. Non-U.S. affiliates, which are not FINRA member firms, include the following entities that are responsible for 
the creation and distribution of research in their respective areas: in Canada, Raymond James Ltd. (RJL), Suite 2100, 925 West Georgia 
Street, Vancouver, BC V6C 3L2, (604) 659-8200; in Europe, Raymond James Euro Equities SAS (also trading as Raymond James 
International), 40, rue La Boetie, 75008, Paris, France, +33 1 45 64 0500, and Raymond James Financial International Ltd., Broadwalk 
House, 5 Appold Street, London, England EC2A 2AG, +44 203 798 5600. 

 

This document is not directed to, or intended for distribution to or use by, any person or entity that is a citizen or resident of or located in 
any locality, state, country, or other jurisdiction where such distribution, publication, availability or use would be contrary to law or 
regulation.  The securities discussed in this document may not be eligible for sale in some jurisdictions.  This research is not an offer to sell 
or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal.  It does not 
constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of 
individual clients.  Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital 
may occur.  Investors should consider this report as only a single factor in making their investment decision. 

For clients in the United States: Any foreign securities discussed in this report are generally not eligible for sale in the U.S. unless they are 
listed on a U.S. exchange.  This report is being provided to you for informational purposes only and does not represent a solicitation for the 
purchase or sale of a security in any state where such a solicitation would be illegal.  Investing in securities of issuers organized outside of the 
U.S., including ADRs, may entail certain risks.  The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting 
requirements of, the U.S. Securities and Exchange Commission.  There may be limited information available on such securities.  Investors who 
have received this report may be prohibited in certain states or other jurisdictions from purchasing the securities mentioned in this report.  
Please ask your Financial Advisor for additional details and to determine if a particular security is eligible for purchase in your state.  

The information provided is as of the date above and subject to change, and it should not be deemed a recommendation to buy or sell 
any security. Certain information has been obtained from third-party sources we consider reliable, but we do not guarantee that such 
information is accurate or complete. Persons within the Raymond James family of companies may have information that is not available 
to the contributors of the information contained in this publication. Raymond James, including affiliates and employees, may execute 
transactions in the securities listed in this publication that may not be consistent with the ratings appearing in this publication.   

Raymond James (“RJ”) research reports are disseminated and available to RJ’s retail and institutional clients simultaneously via electronic 
publication to RJ's internal proprietary websites (RJ Investor Access & RJ Capital Markets). Not all research reports are directly distributed 
to clients or third-party aggregators. Certain research reports may only be disseminated on RJ's internal proprietary websites; however 
such research reports will not contain estimates or changes to earnings forecasts, target price, valuation, or investment or suitability 
rating. Individual Research Analysts may also opt to circulate published research to one or more clients electronically. This electronic 
communication distribution is discretionary and is done only after the research has been publically disseminated via RJ’s internal 
proprietary websites. The level and types of communications provided by Research Analysts to clients may vary depending on various 
factors including, but not limited to, the client’s individual preference as to the frequency and manner of receiving communications from 
Research Analysts. For research reports, models, or other data available on a particular security, please contact your RJ Sales 
Representative or visit RJ Investor Access or RJ Capital Markets. 

Additional information is available on request. 

 

 

Simple Moving Average (SMA) - A simple, or arithmetic, moving average is calculated by adding the closing price of the security for a number 
of time periods and then dividing this total by the number of time periods. 
Exponential Moving Average (EMA) - A type of moving average that is similar to a simple moving average, except that more weight is given to 
the latest data. 
Relative Strength Index (RSI) - The Relative Strength Index is a technical momentum indicator that compares the magnitude of recent gains to 
recent losses in an attempt to determine overbought and oversold conditions of an asset. 
 

International securities involve additional risks such as currency fluctuations, differing financial accounting standards, and possible 
political and economic instability.  These risks are greater in emerging markets. 

Small-cap stocks generally involve greater risks.  Dividends are not guaranteed and will fluctuate.  Past performance may not be indicative 
of future results.  

 

Investors should consider the investment objectives, risks, and charges and expenses of mutual funds and exchange-traded funds 
carefully before investing. The prospectus contains this and other information about mutual funds and exchange –traded funds. The 
prospectus is available from your financial advisor and should be read carefully before investing. 

 

https://urldefense.proofpoint.com/v2/url?u=https-3A__investoraccess.rjf.com_&d=CwMFAg&c=Od00qP2XTg0tXf_H69-T2w&r=rNefLiWFkSilhqVDo70w43i53TsltTjCWk3T7beArK4&m=PC3IXwh9yes797fhP8lxVmKOzaJCoi7yXoDL8EwSFBo&s=y3WQdEai7OJL0j0ejHq1auUdg8kPQfDCBMkmD2HMOkE&e=
https://urldefense.proofpoint.com/v2/url?u=https-3A__www.rjcapitalmarkets.com_Logon_Index&d=CwMFAg&c=Od00qP2XTg0tXf_H69-T2w&r=rNefLiWFkSilhqVDo70w43i53TsltTjCWk3T7beArK4&m=PC3IXwh9yes797fhP8lxVmKOzaJCoi7yXoDL8EwSFBo&s=mLGRTdxZ5EwPQ9maeBsF0fvXad1Tt0SL_21LNPN2LVA&e=
https://urldefense.proofpoint.com/v2/url?u=https-3A__investoraccess.rjf.com_&d=CwMFAg&c=Od00qP2XTg0tXf_H69-T2w&r=rNefLiWFkSilhqVDo70w43i53TsltTjCWk3T7beArK4&m=PC3IXwh9yes797fhP8lxVmKOzaJCoi7yXoDL8EwSFBo&s=y3WQdEai7OJL0j0ejHq1auUdg8kPQfDCBMkmD2HMOkE&e=
https://urldefense.proofpoint.com/v2/url?u=https-3A__www.rjcapitalmarkets.com_Logon_Index&d=CwMFAg&c=Od00qP2XTg0tXf_H69-T2w&r=rNefLiWFkSilhqVDo70w43i53TsltTjCWk3T7beArK4&m=PC3IXwh9yes797fhP8lxVmKOzaJCoi7yXoDL8EwSFBo&s=mLGRTdxZ5EwPQ9maeBsF0fvXad1Tt0SL_21LNPN2LVA&e=
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For clients in the United Kingdom: 

For clients of Raymond James & Associates (London Branch) and Raymond James Financial International Limited (RJFI): This document 
and any investment to which this document relates is intended for the sole use of the persons to whom it is addressed, being persons 
who are Eligible Counterparties or Professional Clients as described in the FCA rules or persons described in Articles 19(5) (Investment 
professionals) or 49(2) (High net worth companies, unincorporated associations etc) of the Financial Services and Markets Act 2000 
(Financial Promotion) Order 2005 (as amended) or any other person to whom this promotion may lawfully be directed.  It is not intended 
to be distributed or passed on, directly or indirectly, to any other class of persons and may not be relied upon by such persons and is 
therefore not intended for private individuals or those who would be classified as Retail Clients. 

For clients of Raymond James Investment Services, Ltd.: This report is for the use of professional investment advisers and managers and 
is not intended for use by clients. 

For purposes of the Financial Conduct Authority requirements, this research report is classified as independent with respect to conflict of 
interest management. RJA, RJFI, and Raymond James Investment Services, Ltd. are authorised and regulated  by the Financial Conduct 
Authority in  the United Kingdom. 

For clients in France: 

This document and any investment to which this document relates is intended for the sole use of the persons to whom it is addressed, 
being persons who are Eligible Counterparties or Professional Clients as described in “Code Monétaire et Financier” and Règlement 
Général de l’Autorité des Marchés Financiers. It is not intended to be distributed or passed on, directly or indirectly, to any other class of 
persons and may not be relied upon by such persons and is therefore not intended for private individuals or those who would be 
classified as Retail Clients. 

For clients of Raymond James Euro Equities: Raymond James Euro Equities is authorised and regulated by the Autorité de Contrôle 
Prudentiel et de Résolution and the Autorité des Marchés Financiers. 

 

For institutional clients in the European Economic Area (EEA) outside of the United Kingdom:  

This document (and any attachments or exhibits hereto) is intended only for EEA institutional clients or others to whom it may lawfully be 
submitted. 

 

For Canadian clients:  

This report is not prepared subject to Canadian disclosure requirements, unless a Canadian analyst has contributed to the content of the 
report.  In the case where there is Canadian analyst contribution, the report meets all applicable IIROC disclosure requirements. 

 

Proprietary Rights Notice: By accepting a copy of this report, you acknowledge and agree as follows: 

This report is provided to clients of Raymond James only for your personal, noncommercial use. Except as expressly authorized by 
Raymond James, you may not copy, reproduce, transmit, sell, display, distribute, publish, broadcast, circulate, modify, disseminate or 
commercially exploit the information contained in this report, in printed, electronic or any other form, in any manner, without the prior 
express written consent of Raymond James. You also agree not to use the information provided in this report for any unlawful purpose. This is RJA client 
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This report and its contents are the property of Raymond James and are protected by applicable copyright, trade secret or other 
intellectual property laws (of the United States and other countries). United States law, 17 U.S.C. Sec.501 et seq, provides for civil and 
criminal penalties for copyright infringement. No copyright claimed in incorporated U.S. government works. 

 

 


