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As with every new year, we approach 2017 assessing whether it will be a green year for stocks (less 

volatile with a -1 standard deviation or better) or a red year for stocks (more volatile with a -2 or -3 

standard deviation event). For 2017, we will likely see an increase in stock market volatility due to 

uncertainty surrounding the policies of the Trump administration. With so much positive change 

already priced into stocks after Trump’s victory, it is difficult to forecast how much more stocks can 

gain. For now, we’ll continue with our view that the pace and magnitude of Fed interest rate 

increases will be extremely slow and low. Bond yields will not rise in a lasting way until global 

economic growth and inflation turn markedly higher. We believe the majority of the spike in bond 

yields has already occurred in 2016 and the 10 year U.S. Treasury Note yield will spend 2017 trading 

in a range of 2.00 -3.00%. Inflation is likely to remain low due to the stronger dollar and such 

structural forces as aging demographics, excessive debt, globalization, and technological advances. 

This should result in another green year for most risk-based assets, particularly U.S. and European 

stocks. Stock prices and dividends should generate modest returns of 6-9% while bond prices and 

coupons return 2-4%. 

As we enter the New Year, President-Elect Trump will be sworn into office on January 20th. Since 

Election Day, financial markets have speculated that Trump will pursue more business-friendly 

policies.  Even though Trump’s trade and immigration policies are unconventional and his fiscal 

policy is a bit vague, he has spoken numerous times about his desire to increase government 

spending on infrastructure projects and reduce taxes (fiscal policy stimulus). This would be bullish 

for stocks and bearish for bonds as it would likely spur faster economic growth.  Although financial 

markets generally don’t like one party to have complete control of government, the Republicans 

have been a market-friendly party. 

We are not denying that Trump’s election victory may eventually lead to a new period 

characterized by decreasing globalization, increased U.S. economic growth, and higher inflation. 

However, we believe that it is still too premature to reach firm conclusions about what will likely 

occur. Financial markets have moved so much since November 8th on such little detail. They have 

overstated the likely impact of Trump’s proposed fiscal agenda. Given the current size of the U.S. 

federal deficit ($587 billion), infrastructure spending may be modest and rolled out very slowly. 

Enacting new policies will likely take time and their economic effects may not be felt for several 
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years. It’s just too early to have a good idea of what fiscal policies and other Trump campaign 

promises are going to mean for the economy and financial markets. 

Although we do not believe that geopolitical events such as Trump’s election victory are long-term 

determinants of economic growth and financial market returns, in the short-term they have the 

potential to create a great deal of financial asset price volatility. We’ve already seen that in global 

bond markets since November 8th.  Financial markets hate uncertainty and the actions of Trump’s 

new administration will be difficult to predict. In the near term, politics will become the driving force 

behind financial market movements. We will be watching the situation in Washington D.C. and 

updating our economic and financial markets’ outlook as the policy landscape becomes clearer. As 

policies are actually enacted as opposed to being just talked about, we will respond with portfolio 

repositioning, if warranted. 

With so much positive change already priced into stocks after Trump’s victory, it is difficult to 

forecast how much more U.S. stocks can gain. A pullback in stock prices may occur early in the new 

year. However, stocks should march higher as the year progresses because optimism regarding the 

potential economic benefits from the new administration’s policies will likely last a while longer as 

tax cuts, deregulation, and fiscal spending policies get debated in Washington D.C.  For now, we’ll 

continue with our view that the pace and magnitude of Fed interest rate increases will be extremely 

slow and low. Bond yields will not rise in a significant and lasting way until global economic growth 

and inflation turn markedly higher. Stock prices should continue to grind higher because with bond 

yields near historic lows, there are few alternatives to stocks. Although stocks appear modestly 

expensive on both trailing and forward earnings relative to book value, they are cheap compared 

to interest rates and bond yields.  If we see some stability in the U.S. dollar and oil prices and firmer 

economic growth, then U.S. corporate earnings should improve. Central banks in the developed 

world outside the U.S. are firmly on hold with respect to interest rate policy. In addition, recent 

data has indicated that economic growth in Europe and Japan is accelerating. As such, we continue 

to favor a pro-growth investment stance and believe 2017 will be a green year indeed. 

Andrew Zimmerman – Chief Investment Strategist 

Notes: The DT Investment Partners’ Commentary and Outlook discusses general developments, financial events in the news and broad investment principles. It is 

provided for information purposes only.  The material represents an assessment of the market environment at a specific point in time and is not intended to be a 

forecast of future events, or a guarantee of future results. Investments in various asset classes entail different investment risks. For example, small cap stocks tend to 

be more volatile than large or mid-cap stocks.  International and emerging markets stocks have exposure to currency fluctuations, foreign taxes, political instability 

and the possibility for illiquid markets.  Fixed income investments involve interest rate and credit risks among others. Real estate investing includes risks such as 

declines in value of real estate, changing economic conditions, tax laws or property taxes. Commodities’ investing is highly volatile and subject to changing economic 

conditions and the vagaries of speculators among other risks.    One cannot invest directly in an index.  Past performance does not guarantee future results. 


