
 2016 concluded with the S&P 500® Index strengthening into 
the end of the year, closing at 2,238.83, representing an 
11.95% increase for the year with the inclusion of dividends.  
Much of this positive performance came in the fourth quarter, 
specifically after the November 8th election, which has been 
aptly referred to as the “Trump Rally”.  Interestingly, both the 
S&P 500 and Nasdaq 100 futures fell over five percent on 
election night, only to recoup all of their losses and finish posi-
tive by the end of trading on Wednesday, November 9th.  
From that date forward, the markets accelerated quickly into 
year-end, with the S&P 500 up 4.97% and the Dow Jones In-
dustrial Average up a remarkable 8.21%.  As can be seen be-
low, the markets did not move up evenly; rather, some sec-
tors, particularly energy, financials, and industrials prospered 
while bonds struggled as interest rates rose. 2016 was anoth-
er year in which investing domestically generated the strong-
est return for 
investors, as the 
Eurozone was 
up 4.83% and 
the MSCI World 
Index, a bench-
mark comprised 
of all developed 
world equity 
markets, was up 
8.18%.  

 After the elec-
tion, most do-
mestic equities 
appreciated due 
to anticipation of 
the benefits of 
President Don-
ald Trump’s initi-
atives.  Finan-
cials were the 
strongest per-
forming large-
capitalization 
sector, up over 
20 percent.  This 
strong move was primarily due to two overriding factors.  First, 
interest rates of all maturities rose in the weeks after the elec-
tion.  Generally speaking, higher interest rates serve as a net 
positive for banks, as these companies can earn more by 
lending at higher interest rates.  Perhaps more importantly, 
investors expect a decrease in financial institution regulation 
as President Trump has vowed to ease or repeal the Dodd-
Frank Wall Street Reform and Consumer Protection Act.  This 
Act was brought into law in the wake of the 2008-2009 finan-
cial crisis hoping to decrease the chance of another financial 
meltdown from occurring.  By easing or repealing the Act, 
which has restrained many banks’ ability to operate as effec-
tively as in the past, banks anticipate being able to increase 
their lending activities and improve their profitability. 

Three of the other sectors that performed notably better than 
the broad S&P 500 Index post-election were the energy, in-

dustrials, and materials sectors.  
With regards to energy companies, 
this can largely be attributed to the 
November production cut an-
nounced by the Organization of 
Petroleum Exporting Countries (OPEC) which caused oil pric-
es to rise into year-end.  The price of one barrel of oil in-
creased from $44.98 on November 8th to $53.72 at year-end, 
driving energy-related stock prices higher.  As the price of oil 
rises, oil companies are able to make more money as their 
costs remain relatively constant, thus the marketplace views 
them more favorably.  The industrials and materials sectors 
bullish price movement was spurred by President Trump’s call 
for increased infrastructure spending, as these companies will 
likely benefit most from this mandate. 

Also enjoying a 
significant post-
election rally 
were both small 
and mid-
capitalization 
stocks.  These 
types of compa-
nies are per-
ceived to be the 
biggest benefi-
ciaries of Presi-
dent Trump’s pro
-American com-
pany policy.  As 
the President 
has stated on 
numerous occa-
sions, he intends 
to punish Ameri-
can companies 
that manufacture 
goods outside of 
the United 
States (U.S.) 
with increased 
taxation and new 

tariffs.  Most domestic small and mid-cap companies manufac-
ture goods and generate revenue within the United States bor-
der, so these companies are viewed as gaining a competitive 
advantage as they will not be subject to possible import tariffs 
and excess taxes. 

 Another much discussed economic initiative proposed by 
President Trump is a one-time corporate tax holiday.  This 
would allow domestic companies to repatriate earnings that 
have been obtained overseas back to United States dollars at 
a more favorable tax rate.  In fact, President Trump has sug-
gested a one-time tax rate as low as 10 percent.  Many large 
U.S. companies generate profits overseas and retain the prof-
its in the countries in which they were created, typically be-
cause these profits are taxed at a lower rate overseas.  Con-
gress’s Joint Committee on Taxation estimates that U.S. com-
panies have avoided a substantial amount of U.S. corporate 
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taxes by stashing roughly $2.6 trillion of profits offshore.  Pres-
ident Trump’s goal would be to have companies bring their 
profits back to the United States and use them to invest in 
capital expenditures as well as manpower in order to further 
stimulate the economy.  In addition, it is anticipated that the 
tax proceeds that the government would receive could contrib-
ute to funding President Trump’s infrastructure plan.  Howev-
er, some pundits fear that the repatriation proceeds would be 
used for stock buybacks or to pay down debt, resulting in mini-
mal impact on job creation.   

A corporate tax holiday of this nature is not unprecedented as 
The Homeland Investment Act of 2004 created a repatriation 
tax holiday with an effective rate of 5.25% instead of 35%.   
Repatriated 
earnings in-
creased by 
270% to $300 
billion in 2005 
from $82 billion 
in 2004.   De-
spite an explicit 
prohibition 
against using 
repatriated 
funds for buy-
backs, S&P 
500 buyback 
programs rose 
by 84% in 2004 
and 58% in 
2005.   

There was also 
a jump in divi-
dends and 
sharp mergers 
and acquisi-
tions growth in 2005, but the rise in buybacks following the tax 
holiday far exceeded any other increase in cash use.  A report 
from the Democratic staff of the Senate Permanent Subcom-
mittee on Investigations in 2011 stated that the 15 companies 
that benefitted the most from the 2004 repatriation tax break 
reduced payroll in aggregate by approximately 20,000 jobs 
while also reducing their research and development spending 
in the three years following the break.  In addition, spending 
on stock buybacks accelerated in these same companies over 
the following three years.  If a similar tax reform package 
passes in 2017, we anticipate stricter rules regulating the use 
of repatriated cash for share buybacks.  

Due to the increased likelihood of stricter rules, we may see 
these companies return cash to shareholders via dividends.   
As of November, there were 47 firms within the S&P 500 with 
overseas earnings invested abroad that represented more 
than 12% of their market capitalization.  These are large multi-
national companies that generate substantial free cash flow, 
such as Danaher, Merck, Dow Chemical, Mondelez, Pepsi, 
Johnson & Johnson, McDonald’s, Apple, and Alphabet, to 
name a few.  We expect that with the passing of a repatriation 
holiday, companies such as these will likely engage in share-
holder friendly transactions that could enhance their stock 
price.  

In the weeks after the November election, interest rates across 
the United States Treasury yield curve rose on expectations of 
increasing deficits due to the prospects of tax cuts and infra-
structure spending (seen in the chart below) by the new ad-
ministration.  Please remember that as interest rates rise, the 
price on existing bonds goes down, and vice versa.  It is also 
important to remember that fluctuations in price are rather 
temporary if the intent is to hold an individual bond to maturity.  
As a bond approaches maturity, assuming no default risk, the 
price of a bond gravitates to its par value, as that is what is 
ultimately owed at the bond’s maturity date.  Regarding rising 
interest rates, higher government bond interest rates should 
not necessarily be looked at in a negative light, as higher rates 
are helpful to savers.  With higher interest rates, a buyer of a 

new bond or 
certificate of 
deposit will re-
ceive a higher 
return on their 
principal.  This 
is welcome 
news for many 
retired Ameri-
cans who de-
pend on invest-
ment interest 
income to help 
pay for living 
expenses.  

While on the 
topic of fixed 
income, we 
would like to 
inform clients 
that we have 
made a tactical 
decision enter-

ing 2017.  Where appropriate, we have taken five percent from 
a client’s “Safety” allocation, which has historically been used 
for money market and certificate of deposit investments, and 
moved it to the “Income” portion of your asset allocation, 
where it will likely be invested in investment grade corporate or 
municipal securities, depending on the account type.  The log-
ic behind this minor change is that we believe the current inter-
est rate environment provides better opportunities in the 
“Income” allocation. Please note that we anticipate this move-
ment to be enacted while maintaining the capital preservation 
objective of the “Safety” dominant benefit allocation. 

2016 again reinforced the theory that having a strong asset 
allocation and avoiding market timing are key components to a 
successful investment strategy.  The unpredictable nature of 
markets in the short term underlines the importance of devel-
oping an asset allocation to meet your long-term financial 
goals.  As you may recall, the S&P 500 Index was down 
10.3% for the first six weeks of 2016 which was the worst start 
to a calendar year in the index’s history.  As can be seen in 
the chart on the next page, instead of falling further, the index 
recorded a positive year, similar to many other years which 
started off on the wrong foot.  Of course, there never will be a 
guarantee of market appreciation in a given year.  In fact, 
there have been many instances of market depreciation over 



multiple years.  However, the fact remains that attempting to 
be a “market timer” may cause significant damage to an in-
vestment portfolio’s returns, especially in a year like 2016, 
where there was a 26.5% difference between the market low 
and market high points.  

 As we move into 2017, we thought it would be helpful to give 
you a general idea of our viewpoints regarding investments in 
a variety of market-
places.  These are 
some themes that 
are likely to be prev-
alent in your portfoli-
os going forward: 

 Fixed Income:  We 
continue to maintain 
our “barbell” ap-
proach with the goal 
of achieving an aver-
age bond maturity of 
approximately 36 
months in your port-
folios.  We execute 
this strategy by in-
vesting in investment 
grade bonds of long-
er duration (greater 
than 4 years) as well 
as owning an alloca-
tion in both invest-
ment and non-
investment grade 
(often called “high 
yield”) bonds of 
shorter duration. 
While non-
investment grade 
bonds represent a 
small percentage of 
the fixed income 
allocation in your 
portfolios, we believe 
the higher coupon offered on these bonds compensates you 
for the credit risk we are taking, especially when keeping the 
maturity of these bonds very short. 

 Domestic Equities:  We remain focused on value oriented 
companies over growth oriented companies, as we believe 
they offer a better risk-reward opportunity.  These companies 
typically generate free cash flow which can be used to fund 
accretive acquisitions or return capital to shareholders.  Some 
of these companies have earnings overseas, so we will be 
paying particular attention to the aforementioned potential tax 
holiday and the capital allocation strategies these companies 
may undertake with their repatriation proceeds.  Please note, 
that in some portfolios, we may also utilize mutual funds and 
Exchange Trade Funds (ETFs) in conjunction with or instead 
of individual equities.  In those cases we will likely continue to 
allocate to managers with similar global macroeconomic views 
(i.e. deep value investors) who possess strong track records of 
achieving positive risk-adjusted returns. 

 Foreign & Emerging Market Equities:  Despite appearing 
cheap relative to U.S. equities, valuation multiples for Europe 
(MSCI Europe), Emerging Markets (MSCI EM) and Asia Pacif-
ic (MSCI AC) are above their 10 year averages.  In Europe, we 
expect geopolitical risks to remain high as a result of Brexit, 
the aftermath of the Italian referendum, as well as upcoming 
elections in France, the Netherlands and Germany.  Driven in 
part by tensions related to immigrants from the Middle East, 

we anticipate that 
the wave of popu-
lism that got Presi-
dent Trump elected 
here, will likely car-
ry over to Europe, 
creating increased 
levels of uncertain-
ty.  In Emerging 
Markets and the 
developed markets 
of the Asia Pacific 
region, valuation 
multiples do not 
appear excessive, 
despite being 
above their 10 year 
averages.  As 
such, we see an 
opportunity to allo-
cate to these are-
as, especially due 
to their underper-
formance relative 
to U.S. equities 
over the past four 
years.  However, 
given that valua-
tions are somewhat 
elevated, we will 
likely remain un-
derweight in rela-
tion to historical 
allocation levels for 
these markets.         

 Commodities: We expect to retain a modest exposure to 
gold and/or silver for diversification benefits due to their low 
correlation to the broad financial markets.  We believe that 
gold and silver have the potential to appreciate during times of 
uncertainty and may move independently of other financial 
assets due to their intrinsic value as a store of wealth. Thus, 
owning commodities such as gold and silver can provide an 
effective way to reduce risk in a portfolio. 

 We look forward to working with you through all financial mar-
ket environments and thank you for your confidence. Please 
review your portfolios and reach out to your relationship man-
ager if you have any questions or comments. It is always help-
ful to understand what you own. Please feel free to contact us 
at 781.400.2800.  

Beaumont Financial Partners, LLC 

Worst Calendar Year Starts in History (S&P 500, 1928 - 

2016) 

Rank Year 

S&P 500 Return 
(First 28 Trading 

Days) Year-End Return 

1 2016 -10.5% 11.8% 

2 1948 -9.2% -0.7% 

3 2008 -8.8% -36.6% 

4 2009 -7.7% 25.9% 

5 1932 -7.6% -14.8% 

6 1960 -7.3% -3.0% 

7 1957 -7.2% -14.3% 

8 1970 -6.5% 0.1% 

9 1982 -6.4% 20.4% 

10 1939 -6.4% -5.2% 

11 1977 -6.3% -11.5% 

12 1990 -5.8% -3.2% 

13 1968 -5.8% 7.7% 

14 1984 -5.8% 6.0% 

15 2003 -5.8% 28.3% 

16 1974 -5.4% -29.7% 

17 1978 -5.0% 1.1% 

18 1935 -4.9% 41.4% 

19 1981 -4.8% -4.8% 

20 1941 -4.1% -17.9% 



 

Disclosures:  
 
 
This material is provided for informational purposes only and does not in any sense constitute a solicitation or offer for the purchase 
or sale of securities nor does it constitute investment advice for any person. Investment themes and individual securities mentioned 
may or may not be held in any or all client accounts.  
 
The material may contain forward or backward-looking statements regarding intent, beliefs regarding current or past expectations. 
The views expressed are also subject to change based on market and other conditions.  
 
The information presented in this report is based on data obtained from third party sources. Although it is believed to be accurate, no 
representation or warranty is made as to its accuracy or completeness.  
 
Past performance is no guarantee of future results. All performance data is as of 12/31/2016 unless otherwise stated. Diversification 
does not ensure a profit or guarantee against loss. An investment cannot be made directly in an index.  
 
Sector investments concentrate in a particular industry and the investments’ performance could depend heavily on the performance 

of that industry and be more volatile than the performance of less concentrated investment options and the market as a whole. For-

eign markets, particularly emerging markets, can be more volatile than U.S. markets due to increased political, regulatory, social or 

economic uncertainties. Fixed Income investments include risks such as exposure to interest rate fluctuation, credit changes and 

inflation. 

An ETF, or exchange traded fund, is a marketable security that tracks an index, a commodity, bonds, or a basket of assets like 

an index fund. Unlike mutual funds, an ETF trades like a common stock on a stock exchange. ETFs experience price chang-

es throughout the day as they are bought and sold. 

All index performance was calculated on a total return basis with all dividends being placed in cash in U.S. dollars. 

Definitions: 

*S&P 500® Index is a trademark of Standard & Poor’s, a Division of The McGraw-Hill Companies, Inc. S&P 500 Index is an unman-

aged index used as a measurement of change in U.S. equity markets.  Performance numbers for the index are total return with divi-

dends reinvested in the index. 

The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30 significant stocks traded on the New York Stock Ex-

change (NYSE) and the NASDAQ.  

The Nasdaq 100 is an index composed of the 100 largest, most actively traded U.S companies listed on the Nasdaq stock exchange. 

This index includes companies from a broad range of industries with the exception of those that operate in the financial industry, 

such as banks and investment companies. 

The EURO STOXX 50 Index, Europe's leading Blue-chip index for the Eurozone, provides a Blue-chip representation of super sector 

leaders in the Eurozone. The index covers 50 stocks from 12 Eurozone countries: Austria, Belgium, Finland, France, Germany, 

Greece, Ireland, Italy, Luxembourg, the Netherlands, Portugal and Spain.  

The MSCI World Index, is a broad global equity benchmark that represents large and mid-cap equity performance across 23 devel-

oped markets countries. It covers approximately 85% of the free float-adjusted market capitalization in each country and MSCI World 

benchmark does not offer exposure to emerging markets. 

The MSCI EM (Emerging Markets) Europe, Middle East and Africa Index is a free float adjusted market capitalization weighted index 

that is designed to measure the equity market performance of the emerging market countries of Europe, the Middle East & Africa.  

The MSCI Europe Index is a free float adjusted market capitalization weighted index that is designed to measure the equity market 

performance of the developed markets in Europe. The MSCI Europe Index consists of the following 15 developed market country 

indexes: Austria, Belgium, Denmark, Finland, France, Germany, Ireland, Italy, the Netherlands, Norway, Portugal, Spain, Sweden, 

Switzerland, and the United Kingdom.  

 

The MSCI Pacific Index is a free float adjusted market capitalization weighted index that is designed to measure the equity market 

performance of the developed markets in the Pacific region. The MSCI Pacific Index consists of the following 5 Developed Market 

countries: Australia, Hong Kong, Japan, New Zealand, and Singapore. 

 


