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The surprising election of Donald Trump in November
turned the global economy on its head. Since November
8th, the "Trump effect" resulted in gains of over 10%
each for the Dow, Nasdaq and S&P 500. As stocks
continue to hit record highs, the value of the dollar
recently increased to a 14year high against foreign
currencies. Conversely, bond prices were routed as the
yield on a 10year Treasury note climbed to its highest
level since September 2014. The drastic swings in the
stock and bond markets can be directly tied to investors'
optimism towards the President Elect's potential
economic policies.

The United States Central Bank added greater
enthusiasm to the markets last week after the Federal
Reserve Chairman, Janet Yellen, boasted an optimistic
tone towards the economy. Consequently, the Federal
Reserve raised interest rates by a quarter point for the
first time in a year. Yellen pointed out that the labor
market is nearing full employment and inflation is
moving towards targeted levels. As for future interest
rate increases, she suggested the Fed would take a
"waitandsee" approach before deciding how to respond
to Mr. Trump's economic agenda. His agenda is
anticipated to include increased government spending on infrastructure, tax cuts for corporations
and deregulation for banks. While increasing rates a quarter point is a relatively minimal change
for our economy, it is a signal to investors that borrowing rates may continue to increase in 2017.
Despite, the positive economic vibes spreading across the US, the rest of world is struggling to
keep pace. Earlier this month, the European Central Bank stated it would slow the pace of its
assetpurchasing program. Investors were quite surprised by this decision. Slowing the policy of
economic stimulus is to occur despite sluggish growth and mounting political uncertainty across
the 19nation eurozone. As the European Central Bank wrestles with their monetary policy, global
financial markets are trying to grapple with the surging value of the dollar. The currencies in
Japan, India, Turkey, and Brazil are currently tumbling. Also, in China, there are fears that a rising
dollar will slow trading of the yuan. In general, if the value of a country's currency decreases,
capital will typically flow out of the country resulting in a weakened economy.
As the market continues to hit alltime highs, I believe it is important to stay cautiously optimistic
about the market going forward. First, it is necessary to be cognizant of why the market is
surging since Trump was elected. The financial and industrial sectors are the primary drivers of
higher stock prices because Trump proposes deregulation for banks while rebuilding
infrastructure. Considering that the Dow Jones comprises of only 30 stocks and is a price
weighted index, the financial and industrial stocks help explain why it is outperforming all other

major indices. For example, Goldman Sachs has the highest stock price in the Dow Jones.
Therefore, a significant increase in its price will have a disproportionately large impact on this
index. Goldman's stock price has helped catapult the Dow Jones since November 8th.
In 2017, many investors will be focused solely on the United States. However, I advise my
clients to continue to have diversified portfolios. The stock market in the US has already reacted
to the potential fiscal changes. Nevertheless, many questions remain outstanding. Will lower
taxes on corporations boost hiring and profits? Will deregulation result in increased earnings for
banks? Could higher interest rates and a strengthening dollar hold back corporate profits? The
impact of these policies remains to be seen but the actual earnings of companies is particularly
important. As I mentioned above, Europe and emerging markets are not without problems.
However, their more attractive valuations should not be overlooked.
I would like to wish you and your family a happy holiday and a great start to the New Year.
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