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2016 YEAR IN REVIEW - Financial markets and the economy had an up and down ride in 2016 
as unexpected events continued to surprise. From the recovery in the price of oil, to Brexit, to Donald 
Trump’s victory in the U.S. presidential election, North American stock markets were able to shake off 
the uncertainty and finish up for the year.

Global Markets Recap
Most global equity markets advanced in the fourth quarter, resulting in generally solid results for the 
year. The MSCI World Index rose 2.0% in U.S. dollar terms during the three-month period, bringing 
its gain for the year to 8.2% (4.9% in Canadian dollars).
The S&P 500 Index, a broad measure of the U.S. equity market, was up 3.8% for the quarter and 
finished 2016 with an increase of 12.0% (8.6% in Canadian dollars), including dividends.
Canada’s equity market, meanwhile, completed a strong turnaround from the previous year’s weak 
results, finishing as one of the world’s best-performing markets in 2016. Canadian energy and 
materials companies were buoyed by rising prices for oil and other commodities. Supportive business 
conditions and a post-election rally in Canadian bank stocks, based on the expectation of higher 
global interest rates, helped to boost the market further. The benchmark S&P/TSX Composite Index 
climbed 4.5% in the fourth quarter, capping off an impressive 21.1% gain for the year. 
Overseas, markets were somewhat mixed, with strong quarterly results in Japan, Britain, Germany, 
and France, while Hong Kong’s Hang Seng Index lost ground amid relatively tepid results in Asia. 
China’s Shanghai Index was up in the fourth quarter, but finished the year with a loss of more than 
12% in local currency terms.

Canada, Oil, and OPEC
From a tactical standpoint, we started 2016 
defensively when it came to Canada, having 
virtually zero Canadian stock holdings. This 
was almost entirely the result of the collapse of 
oil prices in 2014 and 2015. As the price of oil 
rebounded from the low $30’s per barrel and 
surged to the mid $50’s we started adding 
Canadian stock holdings in the second quarter 
of 2016.
Beginning in late summer, OPEC started to 
reassert is control on global oil prices. By 
having crushed over a trillion dollars of capital 
expenditures from oil companies deep water 
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and oil sands mega projects through 2020, oil supply and demand are quickly coming into balance. 
According to the U.S. Energy Information Administration, even before the recent OPEC production 
cuts, oil supply and demand were projected to balance at about 98mbd.

The goal of OPEC is to raise the price of oil to above $70 per barrel, without triggering new long-term 
oil development. They could succeed as financing for long cycle mega projects is challenged. The 
impending IPO of Saudi Arabia’s Aramco would be no small beneficiary of rising oil prices.
Many oil stocks and oil equipment stocks have risen far ahead of the broader markets from the rising 
and firming oil prices.

Europe and Brexit
The Brexit vote seems a long time ago, but the process of the U.K. leaving the EU is just beginning. 
The potential for a “hard Brexit” in which the U.K. forgoes access to the single market is rising. If that 
happens, then the pound could plunge again and U.K. assets could suffer.

Weakness in the Euro against the Pound would also be 
telling. That would suggest a lower risk premium is being 
assigned to Brexit for Europe. In short, nobody knows what 
to expect from Brexit. Will cooler heads prevail or will there 
be destructive fighting?
In other parts of Europe, the nationalist tensions are also 
rising. Italy, Germany, Holland and France all have important 
elections that could shake the foundation of the EU. It is 
probably very advantageous for Germany to maintain the 
Euro, but will that be enough to overcome feelings that the 

rest of the EU is a burden. In Italy, a move away from the Euro could be a driver to electing anti-EU 
representatives.
With the potential for disruption in Europe, our feeling is that a tactical adjustment or two could be 
likely this year. Those who set it and forget it could suffer yet again if there is a shock to the system.  
Currently we are defensive on Europe and do not hold any direct stock or bond holdings.

The Trump Trade
Few people predicted Donald Trump’s victory in the U.S. presidential election, and since then the U.S. 
stock market has moved up dramatically. The S&P 500, Dow Jones, NASDAQ and Russell 2000 all 
hit new all-time highs since the election. Although stocks initially sold off after the vote, investors soon 
turned back to equities, anticipating a pro-growth Trump agenda characterized by tax cuts, reduced 
regulation, and increased infrastructure spending. The “Trump effect” was even more pronounced in 
U.S. and global bond markets, where yields rose dramatically as bond prices fell.
Whether or not this rally has become too hot is still in question. If tax cuts get passed, which seems 
almost a certainty, then a lot of money becomes available to businesses. This would cause the 
valuation ratios we worried about in the third quarter to be closer to normal. Currently we think that 
there could be more room to run here in the stock markets. From a tactical standpoint, U.S. equities 
remain our largest offensive holding in our portfolios, but as always, we have our foot hovering over 
the brakes.
Within the core of the Trump trade has been a sell-off in bonds. The anticipation of higher interest 
rates has driven a switch to equities as the price of bonds fell.  This saw us tactically move most of 
the bond holdings in our portfolios to a defensive fixed-income position.



A New Year of Tactical Opportunity
2017 is going to be a transition year in many ways. Opportunity often comes from an environment 
of volatility. While we recognize that volatility is often seen as bad, to us it represents opportunity, 
especially if the prevailing trend is upward. Those with a tactical investment approach can protect 
themselves from risks and take part in opportunities that arise. 
While we will certainly see new U.S. growth policies, we will also see international pressures continue. 
We could see the continued fraying of the petrodollar. The EU could have a major problem. China, 
Japan or something not on our radar could go wrong as well.
All of these things that we worry about however do not change our approach. In fact, the tactical 
mindset, the ability and willingness to change with conditions, are fortified by volatility. So, throughout 
2017, whether secular headwinds win sometimes or new growth policies take the lead, we will 
continue to use our tactical approach to manage risk and take advantage of opportunities that arise.

With kind regards,

Dina Fliss
 - President & Chief Investment Strategist, Global View Capital Management, Ltd.
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