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Market Review

An extremely volatile 
quarter featuring surprising 
election results, a long-
anticipated rate hike 
from the Fed and surging 
U.S. equity prices put an 

exclamation point on an incredible year in the 
global fi nancial markets.  The quarter began with 
global equities and many segments of fi xed-
income declining in unison as investors took profi ts 
following a positive Q3.  Concerns mounted over 
the likelihood that the Fed would raise rates in Q4 
despite the continued mediocre performance of the 
overall economy.  Following the presidential election 
on November 8th, U.S. equities surged higher while 
many other asset classes suffered declines.  The 

chart on this page highlights the winners and losers 
from Q4.  While the numbers for 2016 as a whole 
fi nished strong, we know that the journey to get 
there was anything but smooth.  From a top-down 
perspective, U.S. equities continued their recent 
superior performance relative to foreign stocks.  
Small-cap stocks outperformed large-caps, but this 
was almost entirely due to performance in the fi nal 
two quarters.

Value strategies outperformed growth across 
all U.S. market-cap ranges.  This trend of value 
outperformance was intact for the entire year 
(following several years of growth leading the way), 
but was even more pronounced post-election.  
The Bloomberg Barclays index for fi xed-income 
fi nished the year with a gain of 2.65% (despite 
a large decline of -2.98% for the quarter), but it 
was truly a tale of two halves as the index had 

returned 5.31% at mid-year.  Interest rates surged 
following the election (thus hurting bond prices) 
as fi scal policy from the new Trump administration 
is expected to unleash fi scal stimulus to improve 
economic growth.     

What impact will a Trump presidency have on the 
economy and markets?  Unfortunately, the honest 
answer in January 2017 is that it’s too early to tell.  
Conventional wisdom seems to believe that fi scal 
stimulus, tax cuts and deregulation will be game 
changers for the economy going forward.  This is 
especially true for sectors like banking and energy, 
which have outpaced the market since Election 
Day.  There is also a view that a great deal of pent 
up consumer demand is ready to be unleashed 
and this will usher in higher infl ation and interest 
rates.  Of course the consensus view can change 
quickly.  At this point, all expectations related 
to the Trump fi scal plan are conjecture.  Much 
more will be learned from a policy standpoint 
by mid-year.  Make no mistake though; it will 
take a great effort to move the economy out of 
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its current low-growth path.  From a historical 
standpoint, it’s interesting to note that every GOP 
president since Eisenhower has presided over a 
recession within the first half of their first term.  
One thing the new president has no control over 
is the fact that he takes office as the economy 
celebrates its 90th month of expansion (despite 
how historically weak it has been).  This expansion 
exceeds the post WWII mean of 60 months by 
a great margin, and only three other expansions 
since 1945 have been longer than this according 
to economic research from Gluskin Sheff.  So 
before any of the expected positives materialize 
from the new administration, there are significant 
hurdles for the global equity markets to deal with.  
In no particular order these include: well-above 
historical average equity valuations, a strong dollar 
which crimps overseas business profits, a Federal 
Reserve that could raise interest rates multiple 
times in 2017, high uncertainty over the ultimate 
impact of Trump policies on trade and major 
elections this year in Europe which may lead to 
further global instability.  2017 promises to be 
interesting if nothing else. 

Avoid the Crowd?

It’s often useful to know where the consensus 
opinion lies in regards to asset class positioning.  
Very often (but with no guarantees), when the 
consensus opinion is so overwhelmingly in favor 
of one outcome, the opposite takes place.  There’s 
been no better recent example of this than the 
recent U.S. election.  So with that premise in 
mind, here are some of the current market trades 

where the majority of investors seem to be of 
nearly uniform opinion (sometimes also referred 
to as crowded trades).  These opinions have only 
strengthened since the election.  We doubt each 
of these will play out as the consensus expects.

1. Interest rates are going higher (and bonds 

lower).  As of early January, there are record 
levels of short positions in the futures markets 
(bets by institutions on lower bond prices) on the 
10-year Treasury Note.  The expectation being 
that interest rates are going higher based on 
fiscal stimulus from the new administration in the 
form of tax cuts, regulatory relief and a generally 
more friendly business environment.  While rates 
on the 10-Year surged after the election from 
approximately 1.86% to 2.58% in mid-December, 
they have since fallen to 2.33% as of mid-January.  
If the Trump agenda faces significant opposition 
from Congress during the budget process, much 
of the stimulus could be alterered or delayed, 
thus making the consensus wrong on rates in the 
near-term.

2. The U.S. dollar will stay strong.  Like interest 
rates, the value of the dollar vs. other currencies has 
surged post-election.  The new growth initiatives put 
in place by the administration combined with further 
interest rate hikes from the Fed will only serve to 
keep the dollar rising per the consensus.  Yet, much of 
the fiscal spending is based on an increasing amount 
of new debt.  If the Fed takes their time in raising 
rates (as we saw in 2016), this could lead to an 

increase in inflationary pressures.  These are factors 
that would weaken the value of the dollar.

3. The Russell 2000 Index will continue to 

lead.  Small-cap stocks saw the biggest bounce 
post-election and outperformed other major 
equity classes by a wide margin in 2016.  But 
should we expect this to continue?  The consensus 
thinks that small-caps are more leveraged to U.S. 
domestic growth (little to no impact from the 
rising U.S. dollar) and bigger beneficiaries of lower 
tax rates and regulatory reforms.  No argument 
here.  But, is the consensus looking at the 
valuations these stocks trade for?  As you’ll note on 
a chart later in this report, the Russell 2000 trades 
at 24x forward earnings.  A multiple which bakes in 
(in our opinion) most of the potential benefits of 
the election outcome.  At these valuations, there is 
little room for negative surprises.  Buyer beware.     

Collective Improvements

For much of 2016, we’ve been introducing 
Collective Investment Trusts (CITs) to our 
retirement plan clients.  While still a relatively new 
vehicle for consideration by small to medium size 
plans, CITs have been a long-term staple of the 
large plan marketplace.  In fact, these vehicles have 
been around for 75 years and are only available for 
use in qualified retirement plans.  Unfortunately, 
403(b) and certain other plan types are not 
eligible to use CITs.  Typically, these vehicles have 
lower cost structures than traditional mutual 
funds.  While a retirement plan investor won’t 
have a dramatically different user experience 



whether invested in a mutual fund or CIT, the main 
differences a plan sponsor should consider are 
highlighted in the chart on this page.  Much of our 
recent focus has been on making sure our clients 
have access to the lowest cost index strategies 
available.  The CIT vehicle offers indexes with 
pricing that is lower than the brand name mutual 
fund companies can offer.

As we head into 2017, we’re excited to announce 
another big enhancement for our retirement plan 
clients.  We’re now offering the risked-based or 

“Lifestyle” portfolios that we manage in a CIT 
format.  We’ll be sharing more information with 
you in upcoming meetings.  In summary, we’re 
moving to a CIT vehicle to hold our portfolios for 
the following reasons:

1. The ability to lower the overall portfolio 

costs for our investors.  Through the CIT 
vehicle, we can access indexes and other 
investments at attractive price points.  We can 
pass these savings directly to our clients.  For 
most clients, we expect that converting from their 
current risk-based portfolio to the new CIT will 
save at least 20 basis points in overall expenses.

2. A wider variety of investments can be held 

within the CIT structure.  While our portfolios 
will still be heavily invested in mutual funds, the 
portfolios will have access to exchange-traded 
funds (ETFs), indices directly from providers and 
collective trusts offerered by investment managers.

3. New commentaries and attribution reports 

for plan sponsors to better track portfolio 

performance. 

4. Uniformity of client experience.  All clients 
will have their portfolios managed in the same 
manner with the same underlying investments.  
Trade execution and changes to the asset mix 
will happen in a much more efficient manner.  The 
portfolios will be more nimble and adaptable to 
ever changing market conditions.

Random Stats

Presented without comment, here are some great 
statistics and data points from 2016 compiled by 
the AMG family of mutual funds:

The S&P 500 was positive on a total return 
basis during 9 of 12 months in calendar year 
2016, gaining +11.96% for the year (including a 
+5.0% gain following the 11/08/16 Presidential 

election). The raw index rose +9.5% and the 
impact of reinvested dividends made up the 
difference. The S&P 500 consists of 500 stocks 
chosen for market size, liquidity and industry 
group representation. It is a market value 

CITs AND MUTUAL FUNDS: KEY SIMILARITIES 
AND DIFFERENCES 

Source: Invesco



weighted index with each stock’s weight in the 
index proportionate to its market value.

The S&P 500 stock index has gained an 
average of +10.2% per year (total return) over 
the last 50 years (i.e., the years 1967-2016). 
The index has been positive for the last 8 
years (9 consecutive “up” years is the all-time 
record for the S&P 500) and 13 of the last 14 
calendar years.

160 of the 500 individual stocks (i.e., 32% of 
the stocks) in the S&P 500 gained at least 

+20% in 2016. 39 stocks (i.e., 8% of the stocks) 
gained at least +40%. 140 stocks (i.e., 28% of 
the stocks) fi nished the year with a stock price 
lower than where it started the year. 

The total return for the S&P 500 was a gain of 

+11.96% (total return) in 2016. If you missed

the 3 best percentage gain days last year, the 
+11.96% gain falls to a +4.4% gain. If you  
avoided the 3 worst percentage days last year, 
the +11.96% gain rises to +22.1% gain.

The small-cap Russell 2000 stock index gained 

+21.31% (total return) in 2016 (including a 
+14.3% gain since 10/31/16). The small cap index 
has gained +10.5% per year over the last 35 years 
(1982-2016). The Russell 2000 closed at an all-

time high on Friday 12/09/16 (1388). The Russell 
2000 index is an unmanaged index of small-cap 
securities which generally involve greater risks. 

The yield on the 10-year Treasury note ended 
2016 at 2.44%, just 0.17 percentage points 
higher than the 2.27% it fi nished at as of 
12/31/15. The yield on the 10-year note was 

2.57% on 8/05/11, the day S&P downgraded the 
USA’s top-rating that it had held for 70 years. 

The price of oil ended 2016 at $53.72 a 

barrel, up +45% (and $16.68 a barrel) from its 
2015 closing price of $37.04. From a 6/20/14 
closing price (i.e., 2 ½ years ago) of $107.26 

a barrel, the price of oil had fallen 76% as of 
2/11/16 ($26.21) before doubling to $53.72 by 
the end of 2016.

The national debt of the United States was 
$19.879 trillion as of Thursday 12/29/16, an 
increase of $11.2 trillion (from $8.680 trillion) 
since 12/29/06 or 10 years ago.

Our Portfolio Strategy & Allocation Outlook

We’ve made a number of changes to our privately 
managed accounts as we head into 2017. Here is 
where we stand within each segment of the portfolio:

Fixed Income:  A small portion of the higher 
cash levels we referenced last quarter has been 
invested in a short-term bond strategy that offers 
lower duration (sensitivity to higher rates) and 
modest income.  Our core index position was also 
slightly trimmed.  Overall, while the composition of 
the fi xed-income segment was altered, the overall 
percentage devoted here remains the same.  We 
acknowledge the threat of higher interest rates 
as a result of new fi scal policies or through Fed 
actions.  That being said, the Fed has made clear 

EMERGING MARKETS AMONG THE CHEAPEST IN 
THE WORLD
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their intention to take a measured approach to 
hiking rates.  Keep in mind last year at this time that 
market consensus had the Fed hiking rates four 
times in 2016, only to see one hike at year-end.  The 
consensus for 2017 is at least three rate hikes, but 
again we’ll take the under on that bet until further 
evidence of inflation or economic growth emerges.  

U.S. Equity:  Similar to the fixed-income segment, 
we’ve maintained the same weight in domestic 
equities, but have altered the composition.  Most 
notably, we’ve significantly increased our exposure 
to active equity strategies.  Since the second 
half of 2016, we’ve witnessed lower correlations 
across equities (less of a tendency to move in one 
direction) and greater dispersion in the performance 
across industry sectors.  Typically this is the type 
of backdrop that is favorable for active equity 
managers.  In addition, we’ve seen a re-emergence in 
value oriented strategies after a multi-year period of 
lagging their growth counterparts.  So we’ve added 
positions to give our equity holdings a tilt in favor of 
value.  Finally, we’ve removed the remainder of our 
low-volatility equity holdings.  This ETF was heavily 
focused in defensive and yield-oriented sectors like 
REITs, utilities, telecommunications and consumer 
staples.  These assets were shifted toward our core 
index position that simply tracks the market (at a 
very low cost) and doesn’t have a tilt toward the 
defensive sectors.

Foreign Equity:  Here too, we maintained our 
weightings to foreign stocks, but also shifted more 

assets to active managers for the same reasons 
above.  This was done primarily through additions 
to current holdings.  All of which had positive 
relative performance vs. their benchmarks in 2016.  
For our more aggressive accounts, we’ve added a 
dedicated emerging markets manager to the mix.  
As you’ll note from the chart on the previous page, 
the Emerging Markets Index is very cheap relative 
to other asset classes based on forward earnings 
projections.  Of course, cheap valuations don’t 
guarantee a turnaround in performance.  But we like 
the risk/reward here for the following reasons.  First, 
the asset class has lagged for a significant period of 
time.  Second, emerging markets started to rebound 
last year with the recovery in commodity prices.  
Third, the strength of the U.S. dollar has been a 
major headwind for the asset class, so any decline 
in this trend should benefit emerging economies.  
Finally, despite the fact that problems remain, the 
growth story for emerging markets remains intact.  

Alternatives:  This is the smallest portion of 
the portfolio and our goal here is to utilize 
strategies that hopefully can offer low volatility, 
low correlations to other asset classes, positive 
absolute returns and a hedge against equity market 
declines.  While that’s much to ask, our holdings in 
this segment accomplished these goals in 2016.  This 
was more evident during the downturn and volatility 
we witnessed in the first half of 2016.  During the 
second half, especially Q4, these strategies lagged as 
the market was seemingly focused on equities.  Sure 
enough as soon as we mentioned gold (see our Q2 

review 2016), the asset class suffered a correction.  
While 2016 was positive for the yellow metal, it was 
characterized by a very strong first half only to see 
a good portion of this gain go away in the second 
half.  We took advantage of the weakness in gold 
at year-end to implement a small increase in our 
holdings.  Market uncertainty has only gone up in 
our opinion post-election and each of the reasons 
we highlighted for owning a small gold position last 
year remain firmly in place.

Please let us know if you’d like to discuss your 
investing goals and financial planning needs.

Matthew H. McPhail, CFA
Chief Investment Officer



S&P 500 TR:  A market capitalization-weighted index of 500 widely held stocks often used as a proxy for the large-cap segment of stock market. 

Russell 2000 TR:  Consists of the smallest 2000 companies in the Russell 3000 Index, representing approximately 7% of the Russell 3000 total market capitalization often used as a proxy for the small-cap segment of the stock market.

Barcap Aggregate Bond TR:  The Barclays Capital Aggregate Bond Index is a market capitalization-weighted index, meaning the securities in the index are weighted according to the market size of each bond type. Most U.S. traded investment grade 
bonds are represented. The index includes Treasury securities, Government agency bonds, Mortgage-backed bonds, Corporate bonds, and a small amount of foreign bonds traded in U.S.

MSCI EAFE NR USD:  Widely accepted as a benchmark for international stock performance, the EAFE Index is an aggregate of 21 individual country indexes that collectively represent many of the major markets of the world.

DJ US Industrials TR USD:  Computed by summing the prices of the stocks of 30 U.S. companies and then dividing that total by an adjusted value--one which has been adjusted over the years to account for the effects of stock splits on the prices 
of the 30 companies. 

NASDAQ:  Measures the performance of all issues listed in the Nasdaq Stock Market and is often used as a proxy for the large-cap technology segment of the U.S. stock market.

DJ/UBS Commodity:  The DJ-UBSCI is composed of futures contracts on physical commodities and is often used as a proxy for broad-based exposure to the commodity markets.

A Collective Investment Trust fund (CIT) is not registered as an investment company under the Investment Company Act of 1940.  The Fund is not FDIC-insured, may lose value, and is not guaranteed by a bank or other financial institution.  
Participation in CITs is limited primarily to qualified defined contribution plans and certain state or local government plans.  CITs may also be suitable investment for participants seeking a diversified retirement savings program.  Investors should 
consider the investment objectives, risks, charges, and expenses of any pooled investment company carefully before investing.  The Portfolio Disclosure Document (PDD) contains this and other information about a CIT and is available from your 
financial advisor.  The PDD should be read carefully before investing.  Diversification neither assures a profit nor guarantees against a loss in a declining market.
*Past performance is no guarantee of future results. It is not possible to invest directly in an index. See appendix for important index information. Assets represented by: Commodities – Bloomberg Commodity Index; Emerging-Market Bonds – JP 
Morgan EMBI Global Index; Emerging-Market Stocks – MSCI EM Index; Gold – Gold Bullion, LBMA PM Fix; High Yield Bonds – Bank of America Merrill Lynch (BofA ML) High Yield Bond Index; Investment-Grade Bonds – Bloomberg Barclays U.S. 
Aggregate Bond Index; Non-U.S. Developed-Country Stocks – MSCI EAFE Index; Non-U.S. Small-Cap Stocks – MSCI EAFE Small Cap Index; Real Estate Stocks – FTSE NAREIT Equity Index; U.S. Corporate Bonds – Barclays U.S. Credit Index; U.S. 
Large-Cap Stocks – S&P 500 Index; U.S. Mid-Cap Stocks – Russell Midcap Index; U.S. Small-Cap Stocks – Russell 2000 Index; U.S. Treasury Bonds – Bloomberg Barclays U.S. Treasury Index. Sources: Bloomberg Finance L.P., Haver Analytics, Fidelity 
Investments (AART), as of 12/31/16.

Disclosure: This information is intended solely to report on investment results, strategies and opportunities identified by Sentinel Advisors. Opinions and estimates offered constitute our judgment and are subject to change without notice, as are statements 
of financial market trends, which are based on current market conditions. This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. References to specific securities are for illustrative purposes only and 
are not intended, and should not be, interpreted as recommendations to purchase or sell such securities. Past performance is not indicative of future results. Index information has been obtained from sources that we believe to be reliable; however, 
we do not guarantee the accuracy of such information. 

Investment advisory services provided by Sentinel Pension Advisors, Inc., an SEC-registered investment adviser. Securities offered through Sentinel Securities, Inc. Member FINRA & SIPC. Sentinel Pension Advisors, Inc. and Sentinel Securities, Inc. are affiliated 
companies. Sentinel Benefits & Financial Group is the brand name for the Sentinel family of companies, which includes Sentinel Pension Advisors, Inc. and Sentinel Securities, Inc.
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Market Scoreboard

 S&P 500    

 DJIA

 NASDAQ

 Russell 2000 

 MSCI ACWI Ex USA

 Barclays Aggregate Bond  

 Bloomberg Commodity TR

Q4 2016 

3.82

8.66

1.34

8.83

-1.25

 -2.98

2.66

YTD

11.96

16.50 

7.50

21.31

4.50

2.65

11.77

1 Year

11.96

16.50

7.50

21.31

4.50

2.65

11.77

3 Year

8.87

8.71

8.83

6.74

-1.78

3.03

-11.26

5 Year

14.65

12.92

15.62

14.45

5.00

2.23

-8.95

Index Returns (%) 

Source: Morningstar

10 Year

6.94

7.51

8.34

7.07

0.96

4.34

-5.57


