
 

 

 

Q4 - 2016 

 Market Update 

Returns varied widely across 

assets classes in the fourth 

quarter, capping off a year 

characterized by two distinct 

market environments that 

ulimately resulted in 

modestly positive returns for 

many diversified investors. 

 

Over the first half of 2016, fears of slowing economic growth and disinflation, 
caused a move towards the safety of government bonds and led to strong returns 
in defensive, bond-like sectors of the equity market, culminating with the U.S. 10-
year treasury yield hitting an all-time low in July following the UK’s surprise 
decision to exit the Eurozone. In the following months, economic data improved 
and inflation expectations began to rise, sparking a move higher in rates and a 
rotation into cheaper, more cyclical stocks. This dynamic was amplified following 
the election of Donald Trump, driven by expectation that the new administration 
will follow through with a  pro-growth policy agenda. U.S. stocks were the 
greatest beneficiary of the election result, reaching new highs to finish with low 
double-digit returns for the year. Meanwhile, a strengthening in the dollar to a 
14-year high led to losses over the quarter for overseas markets; emerging 
markets stocks overcame this decline to finish with returns similar to their U.S. 

counterparts over the year, while international developed equities finished with only a slight gain. In 
fixed income, a more optimistic growth outlook, and a rate hike from the Federal Reserve in December 
caused a historically sharp increase in long-dated treasury  yields over the quarter to levels just above 
where they entered the year, leading to modest gains for investment grade bonds in 2016, despite 
losses over the quarter.  
 

 
Data above is provided as supplemental information only and not indicative of Orion’s client’s account performance. Past Performance is 
no indication of future results. You cannot invest directly in an index. For index definitions, please see the end of this commentary.  

Index Returns as of 12/31/2016

Asset Class Index Q4 YTD 3-Year 5-Year 10-Year

Domestic Stocks Russell 3000 4.21 12.74 8.43 14.67 7.07

International Stocks MSCI EAFE -0.71 1.00 -1.60 6.53 0.75

Emerging Market Stocks MSCI Emerging Markets -4.16 11.19 -2.55 1.28 1.84

Commodities Bloomberg Commodity 2.66 11.77 -11.26 -8.95 -5.57

U.S. Bonds Barclays US Aggregate -2.98 2.65 3.03 2.23 4.34

International Bonds Unhedged Barclays Global Aggregate x U.S. Unhedged -10.26 1.49 -2.59 -1.39 2.44

International Bonds Hedged Barclays Global Aggregate x U.S. Hedged -1.89 4.90 4.97 4.50 4.41

High Yield Bond Barclays High Yield Index 1.75 17.13 4.65 7.36 7.46

Annualized
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The U.S. economy showed broad-based improvement in the final months of the year. GDP expanded 
3.5% in the third quarter after three straight sub-1.5% readings. Improvements in exports, business 
spending, and inventories offset a moderation in consumer spending growth. Despite the slowdown in 
personal expenditures, consumer related data strengthened as the unemployment rate hit a nine-year 
low, the Atlanta Fed’s tracker of wage growth advanced 3.9%, the fastest pace of growth since 2008, 
and existing home prices hit a record high. Inflationary pressures also moved higher as CPI rose to 
2.1%, above 2% for the first time since 2014. In the business sector, the ISM manufacturing index hit its 
highest level in two years, while a similar measure of service sector activity showed its best reading of 
the year.  
 
Global stocks advanced over the quarter, with the sectors and regions expected to benefit the most 
from President-elect Trump’s policy initiatives finishing with the best returns. Following nine straight 
days of declines prior to the election, U.S. stocks advanced to new highs amidst record inflows over the 
remainder of the quarter. The rally was partially driven by a strengthening economy and the return of 
earnings growth after five quarters of year-over-year declines; however, stocks also profited from 
improved investor sentiment, given the expectation that Trump’s policy agenda of lower taxes, 
reduced regulation, and increased infrastructure spending will boost corporate profits. In examining 
sector returns, the market rotation that began in the third quarter became more pronounced as 
defensive, high dividend stocks that outperformed over the first half of the year, lagged their less 
expensive, more cyclical counterparts. Small-cap stocks significantly outperformed large-caps and eight 
of eleven sectors saw positive returns; financials, which returned 21.1%, outperformed the worst 
performing sector, REITS, by over 25%. The strong return of financials was primarily due to banks, 
which are expected to see better earnings due to the move higher in rates and the expectation that the 
new administration will reduce regulations. While U.S. equities advanced, international stocks saw 
declines as a result of the rally in the dollar, finishing 2016 lagging U.S. stocks for the fourth 
consecutive year.  
 
Expectations for faster economic growth and rising inflation led to losses in investment grade bonds, 
while lower-rated corporate credit benefitted from the improved growth outlook. President-elect 
Trump’s calls expansionary fiscal policy amidst an economy already operating at full employment, 
sparked inflation expectations to hit a two-year high. Meanwhile, the Federal Reserve raised rates in 
December for the first time since a year ago and projected three rate increases in 2017, contrary to 
their prior estimate for two rate hikes. These dynamics caused the 10-year U.S. treasury yield to rise 85 
basis points, the largest quarterly increase since 1994, leading to a 3.0% loss for the Barclays Aggregate 
index. The quarter capped off a volatile year for the 10-year treasury yield, which hit an all-time low of 
1.34% in July, yet finished 2016 at 2.45%, slightly higher than where it entered the year. Contrary to 
the sell-off in government debt, high yield credit benefitted from stabilization in commodity prices and 
an improving economy, advancing 1.9% for the quarter and finishing with a 17.5% gain for the year.   
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Outside the U.S., monetary policy remained accommodative. The European Central Bank extended its 
program of quantitative easing through year-end yet reduced the amount of its monthly asset 
purchase program from €80 billion to €60 billion. European bond yields moved slightly higher, but not 
at the same magnitude as their U.S. counterparts, causing the gap between German and U.S. yields to 
rise to a ten-year high, which coupled with the expectation that the Federal Reserve will tighten 
monetary policy further, caused the dollar to appreciate to a 14-year high. The strength in the dollar 
and move higher in yields led international investment-grade bonds to finish the quarter with a 
double-digit decline in U.S. dollar terms. In the developing world, Trump’s protectionist stance on trade 
and the asset-class’s sensitivity to U.S. rates, led to a 4.0% decline in emerging market debt, yet the 
asset-class still generated a 10.2% return for the year. 
 
As we enter the New Year, there is a strong consensus that the reflationary theme that has driven 
equity markets and bond yields higher since the middle of 2016 will continue, driven by the 
administration’s pledge to cut taxes and increase infrastructure spending. While markets have priced in 
more optimistic outlook, in our view policy makers will likely need to deliver the pro-growth policies 
they’ve promised for equity market fundamentals to improve to a point that justifies their recent rise 
in valuation. Meanwhile, markets also face the risk of a potentially more aggressive pace of rate hikes 
from the Federal Reserve, which could tighten financial conditions and hinder future growth, while 
outside the U.S., politics will also be a large influence on capital markets, as Germany, France and the 
Netherlands will hold elections in 2017 that will prominently feature candidates that favor leaving the 
Eurozone. 
 
Disclosures & Definitions 
 

Opinions expressed are as of the date published and are subject to change. They are not intended as investment 

recommendations or a discussion of Orion’s clients’ account performance. 

 

1. In a rising rate environment, the value of fixed-income securities generally declines. 

2. Investments in international and emerging markets securities include exposures to risks such as currency fluctuations, 

foreign taxes and regulations, and the potential for illiquid markets and political instability.  

3. Any commodity purchase represents a transaction in a non-income-producing asset and is highly speculative. 

Therefore, commodities should not represent a significant portion of an individual’s portfolio.  

4. Individual investors cannot directly purchase an index.  

5. High-yield securities (including junk bonds) are subject to greater risk of loss of principal and interest, including default 

risk, than higher-rated securities.  

6. There are special risks associated with an investment in real estate and Real Estate Investment Trusts (REITs), including 

credit risk, interest rate fluctuations and the impact of varied economic conditions. 

 

Russell 3000 Index - A market capitalization weighted equity index maintained by the Russell Investment Group that seeks 

to be a benchmark of the entire U.S. stock market. More specifically, this index encompasses the 3,000 largest U.S.-traded 

stocks, in which the underlying companies are all Incorporated in the U.S. 
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MSCI EAFE - The MSCI EAFE Index is an equity index which captures large and mid cap representation across Developed 
Markets countries* around the world, excluding the US and Canada. With 928 constituents, the index covers approximately 
85% of the free float-adjusted market capitalization in each country. 
 
MSCI Emerging Markets - The MSCI Emerging Markets Index captures large and mid cap representation across 23 Emerging 
Markets (EM) countries*. With 837 constituents, the index covers approximately 85% of the free float-adjusted market 
capitalization in each country. 
 
Dow Jones-UBS Commodity Index - The goal of the Dow Jones-UBS Commodity Index is to provide a diversified 
representation of the commodity markets. The index components consist of exchange traded futures on physical 
commodities, and currently represents 20 commodities individually weighted to account for each markets economic 
significance and market liquidity. 
 
Barclays Global Aggregate ex-U.S. Index - The index is designed to measure the universe of global non-U.S. dollar-
denominated government, government agency, corporate, and securitized investment-grade fixed-income investments. 
 
Barclays Global Aggregate ex-U.S. Index (Hedged) - The index is designed to measure the universe of global non-U.S. 
dollar-denominated government, government agency, corporate, and securitized investment-grade fixed-income 
investments. Currency exposure is hedged by to the U.S. dollar.  
 
Barclays High Yield Index - The index is representative of the universe of fixed-rate, non-investment grade debt. 
 
Barclays Capital Aggregate Bond Index - Comprised of approximately 6,000 publicly traded bonds with an approximate 

average maturity of 10 years.  

 

MSCI ACWI IMI - The MSCI ACWI Investable Market Index (IMI) captures large, mid, and small cap representation across 23 

Developed Markets and 23 Emerging Markets. With 8,588 constituents, the index is comprehensive, covering 

approximately 99% of the global equity investment opportunity set.  

 

ISM Manufacturing Index - The ISM Manufacturing index is based on data compiled from a nationwide survey of 

purchasing and supply management executives. Survey respondents are asked whether activities in their organization are 

increasing, decreasing or staying the same. Readings above 50 signal increased economic activity, while less than 50 

indicates a contraction and 50 represents no change. 

  

ISM Non-Manufacturing Index - The ISM Non-Manufacturing index is based on data compiled from a nationwide survey of 

non-manufacturing firms’ purchasing and supply executives. Survey respondents are asked whether activities in their 

organization are increasing, decreasing or staying the same. Readings above 50 signal increased economic activity, while 

less than 50 indicates a contraction and 50 represents no change. 

 

 

 


