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Fourth Quarter and 2016 Review 1/3/2017 
  

 Stocks:  broadly higher; S&P 500:  +3.8%  in the fourth quarter (Q4) and +11.8%  in 2016. 

 Treasuries:  lost significant ground following Trump’s election; 10 Year Yield:  2.45% from 1.61% @ Sep-30. 

 Corporate Bonds:  lost ground in Q4; substantially outperformed Treasuries in full year. 

 High-Yield Bonds:  posted solid gains in quarter; strong full year and outperformed all fixed income. 

 U.S. Real GDP:  +3.5% in Q3 (annualized) from +1.4%, +0.8% and +0.9% in the prior three Q’s, respectively.   
 

 
 
 
2016 was a year of surprises and multiple shifts in investor sentiment.  After a sloppy 2015, stocks sold off in January with 
a nearly 2,000-point decline in the Dow-30 and recovered by early April.  Most markets remained cautious and choppy 
heading into the Brexit vote late in June, when a surprise yes outcome was believed by many to have potentially disastrous 
consequences.   Stocks did move sharply lower and then quickly rebounded to 2016 highs.   Markets again turned decidedly 
cautious and trended lower heading into early November's presidential election.  The consensus saw a Trump victory as 
unlikely, but if he did win, volatility was expected to rise dramatically and stocks would see selling pressure.   Instead, U.S. 
stocks rallied, the U.S. dollar strengthened and bonds sold off sharply on the belief that the new administration would usher 
in pro-business policies to stoke growth, firing up inflation and pushing the Federal Reserve to hike interest rates more 
aggressively than previously thought when assuming a Clinton victory and continuation of Obama-like policies.   
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Stocks rallied in the weeks following the U.S. presidential election to end the fourth quarter (Q4) and full year 2016 with solid 
gains.  Financial and industrial companies led.   High-yield bonds were positive in the quarter with full year gains close to the 
S&P 500 Stock Index.  High quality corporate and U.S. Treasury bonds lost ground in the quarter, but ended the year in the 
black as shown in the table above.   The ten-year Treasury yield ended the year @ 2.45%, up from 1.34% in early July and 
1.80% just before the election.   GPM believes that bond yields have adequately/upwardly reset to substantially “price-in” 
near-term prospects of an uptick in U.S. growth and/or inflation that might result from Trump administration fiscal policies.  
The outlook for global growth remains muted.  Q4 bond market performance was the worst since the second quarter of 2013 
“taper tantrum”, when bonds sold-off in reaction to then Fed Chief Bernanke’s comments as he attempted to clarify how and 
when Fed policy might change course.    Like 2013, we think bonds became oversold in Q4 ’16 and are due for a rebound. 

% Below Income 

Benchmark Index Fund 1 yr High Quarter 4 2016 3 Yrs 5 Yrs 10 Yrs 15 Yrs Yield %

Vanguard Short-Term Treasury Bond 1.5 -0.6 1.1 0.8 0.6 2.3 2.7 1.0
Vanguard Interm-Term Treasury Bond 5.9 -3.4 1.2 2.2 1.3 4.4 4.6 1.8
Vanguard Interm-Term Investment Grade Bond 5.0 -3.0 4.0 3.8 3.8 5.4 5.5 2.8
Vanguard High-Yield Bond 1.5 0.8 11.2 4.7 6.5 6.3 6.8 5.0
Vanguard 500 Stock 2.0 3.8 11.8 8.9 14.5 6.8 6.5 2.0
Vanguard Small-Cap Stock 2.8 6.1 18.2 7.0 14.7 8.0 9.2 1.4

Vanguard Total International Stock 4.7 -1.9 4.7 -1.3 5.4 0.9 5.8 2.9

Returns include reinvested income.   Income/dividend yield shown is SEC format.

% Return for the Period Average Annual % Return

http://www.grifport.com/
http://chart.finance.yahoo.com/zr?s=%5eGSPC&t=1y&q=&l=&z=l&p=m50,m200&a=v&lang=en-US&region=US
http://chart.finance.yahoo.com/zr?s=IEF&t=1y&q=&l=&z=l&p=m50,m200&a=v&lang=en-US&region=US
http://chart.finance.yahoo.com/zr?s=LQD&t=1y&q=&l=&z=l&p=m50,m200&a=v&lang=en-US&region=US
http://chart.finance.yahoo.com/zr?s=HYG&t=1y&q=&l=&z=l&p=m50,m200&a=v&lang=en-US&region=US
https://www.bea.gov/newsreleases/national/gdp/2016/pdf/gdp3q16_3rd_fax.pdf
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As 2017 begins, market participants are focused on Trump administration growth initiatives and monetary policy of the 
U.S. Federal Reserve and other central bankers.  Investors will continue to scrub the steady flow of fresh economic data for 
additional early signs of acceleration in the modest pace of global growth. 
 

U.S. Third  Quarter Real GDP and Corporate Profits Growth 

 
 

 

 
GPM client portfolios are actively managed using two distinct strategies.  
 
Our long-term growth strategy is built on a solid, well-focused foundation of approximately 30 GPM Grade individual stocks.    
We invest primarily in high quality, high ROE, U.S. based companies, small, mid and large that we believe will deliver rewarding 
long-term growth in sales, earnings, cash flow, dividends and ultimately, stock prices.  We want to own great businesses for 
the long-term – our successful investment philosophy for over 30 years.    
 
In our balanced strategies, we add a well-diversified bond component to generate higher overall portfolio cash flow, buffer 
risk and reduce stock driven volatility. 
 
GPM long-term growth portfolios posted broad gains in Q4.   Respectable full year 2016 performance was the sum of a 
disappointing first-half and a solid second-half.   As previously discussed, first half results were pulled down by concurrent 
price pullbacks in seven of our larger, long-held core companies including Apple, Alphabet (Google), Nike, PNC Financial, 
Skyworks, Celgene and Amtrust Financial.    Six of the seven members of this group posted gains of 13% to 64% in the second 
half, with only Nike declining.    We believe Nike’s excellent management team is effectively adjusting to reassert their strong 
global leadership position amid a changing competitive landscape.   We think Nike stock is setup for a better 2017. 
 

Approximate @ Year-End  
 
During the quarter, we liquidated one stock.   We bought one new stock and 
opportunistically added to or boosted the size of several core holdings.   We owned 25 
stocks at quarter-end.  On the front-burner, our GPM Grade Focus List is comprised of 
about fifty additional companies we follow closely and would like to own at the right 
price.    

Sector Allocation 

Industrials 27% 

Technology 25% 

Consumer Cyclical 14% 

Healthcare 13% 

Financial Services 12% 

Other 9% 

 100% 

 
We remain very confident in our portfolio companies and overall positioning.   As long-term investors, we have high-
conviction about the companies we invest in and are not swayed by daily market fluctuations, which are often based on short-
term speculation and not company fundamentals. 
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GPM balanced portfolios turned in mixed Q4 results as the stock component posted solid gains and the bond component 
lost ground.   Full year performance was solidly positive in all three balanced models.  The model applicable to each of your 
accounts is shown on your GPM quarterly statement.   Late in the fourth quarter, GPM adjusted the target stock component 
up and the bond component down to the levels shown below.   Portfolios will be gradually adjusted to targets. 
 
GPM’s balanced portfolio modeling targets are approximately as follows - subject to change at GPM discretion: 
 
Balanced - Primarily Income (BPI):   40% stocks and 60% bonds (GPM’s lowest overall risk balanced model). 
Balanced - Growth and Income (BGI):   55% stocks and 45% bonds. 
Balanced - Primarily Growth (BPG):   65% stocks and 35% bonds. 
 
In Q4, balanced accounts benefited from solid gains in stocks, followed by high-yield bonds, which produced stock like returns.  
Investment grade corporate and government bonds lost ground, but were positive for the year.  Because the bond component 
is largest in BPI portfolios, Q4 bond losses more than offset stock gains.  In BGI and BPG portfolios, stock gains more than 
offset bond losses.   It is important to remember that Q4 bond market performance was the worst since the second quarter 
of 2013.    We think it is quite likely that bonds were oversold and are due for a rebound. 
 

 

U.S. economic growth has been stagnant since late 2014.  Clearly, markets have quickly developed expectations that the 

new Trump administration will embrace a pro-business philosophy and push policies to drive economic growth in the years 

ahead.  High expectations set up the possibility of disappointment with actual political progress (sausage making) which 

will likely increase volatility.  No slam-dunk here.  Will the new administration be able to push through enough or most of 

their proposed fiscal stimulus policies, i.e.; lower corporate and personal tax rates, corporate profit repatriation, deregulation, 

infrastructure spending and/or other stimulus?   With broad Republican support, some progress seems likely.   

 

How will policies that are actually implemented impact 2017 and 2018 corporate earnings?  It depends on timing and order 

of magnitude.  Earnings increased in the third quarter following five straight quarters of year-over-year decline.  GPM and 

many other investors expected a continuation of earnings improvement in 2017 even before the election and possible 

enactment of any fiscal stimulus.  Depending on the timing and size of actual corporate tax cuts, we estimate that 2017 

earnings could see a boost of 10% to 20%, with some further benefit in 2018.   With some policy progress, how much 

additional juice will financial markets feel from improved investor sentiment and animal spirits?   It is hard to say, but real 

progress in the transition to a pro-business and pro-growth administration should fuel some upside. 

 

Before the election we saw signs of improvement in some economic data.  Since the election, early surveys of consumer and 

business confidence are showing further signs of animal spirits at work.   Will higher consumer confidence translate into more 

consumer spending?   History suggests yes. 

 

 
We encourage you to contact us to discuss your investment goals and objectives, which should be reviewed and 
reconsidered periodically.     Thank you for being a GPM client.  Have a Healthy and Happy New Year. 
 
Sincerely, the GPM Team 

 

 
This document contains general information intended exclusively for clients of Griffin Portfolio Management Corp. (GPM), an Investment Advisor, 
registered with the Securities & Exchange Commission.  It reflects views and opinions of GPM at the time of writing.  This information should not to be construed 
as an offer by GPM to provide investment advisory services.  Portfolio actions and positions discussed in this document have been executed broadly per 
GPM's published strategies in accounts that meet GPM’s minimum size of $500,000 and NOT in accounts that invest exclusively in ETF’s or mutual funds.  it 
should not be implied or assumed however, that every portfolio action and position discussed was executed or established respectively, in every client account.   
Other factors that affect inclusion are inception date, size, objective and other variables specific to a particular client and/or account. 


