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SEIA’S INVESTMENT COMMITTEE
SEIA’s Investment Committee meets
frequently to discuss current market
trends and potential investment managers.
The Investment Committee is composed of
SEIA’s Senior Partners and Financial
Advisors, all who hold a variety of
advanced degrees and certifications,
including Master of Science Degree in
Financial Services, Certified Financial
Planner™, Chartered Financial Analyst,
Chartered Mutual Fund Counselor,
Chartered Financial Consultant and
Accredited Investment Fiduciary®.

YEARS OF
EXPERIENCE

Index

Index Name

Definition

Brian Holmes, MS, CFP®,
CMFC, AIF®
President, CEO

32

S&P 500
Index Name

Index based on 500 large US companies ranked by market capitalization (size).
Definition

Mark Copeland, CFP®, AIF®
Senior Partner

27

U.S. Large Cap
Index
S&P 500
Equal Weight
U.S. Large Cap

Paul Taghibagi, CFP®, AIF®
Senior Partner

26

Gary K. Liska, MS, CFP®,
CMFC, AIF®
Senior Partner, CFO

21

INVESTMENT
COMMITTEE MEMBERS

®

U.S. SMID Cap
S&P 500
Equal Weight
ACWI
U.S. SMID Cap
ACWI ex-US
ACWI

Vince DiLeva, MS, CFP ,
AIF®
Senior Partner

20

Theodore Saade, CFP®,
CMFC, AIF®
Senior Partner

21

Deron T. McCoy, CFA, CAIA,
CFP®, AIF®
Chief Investment Officer

21

Thomas C. West, CLU,
ChFC, AIF®
Partner

22

Andrew Lin
Strategic Development

12

Howard Chen, AIF®, CMFC
Research Analyst

6

Derek Kellman, CFA®,
Portfolio Manager

4

International
Developed
ACWI
ex-US
International
International
Emerging
Developed
U.S. Bond
International
Emerging
High Yield Bond
U.S. Bond

S&P 500 Equal Weighted
S&P 500

Index based on 500 large US companies ranked equally.
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Index Definitions: Indices include performance of both capital gains as well as dividends reinvested.
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2016 Q4 Insights: “A New Hope”

STOCKS

All in all, it marked the worst
start of a year for equities—
ever! Mind you, nothing had
fundamentally changed in
the economy, but the fear of
an upcoming slowdown
trumped everything. In fact,
in the first quarter we
opined that capital markets
had the recession call wrong
but in the short-run, “fear
trumps
fundamentals.”
Even though the ‘t’ was
lower case and the middle
word lacked an apostrophe,
the title was a bit suspect for
the political year of 2016—
or was it extremely
prophetic?

BONDS

RELATIONSHIP MANAGERS
Andrew Lin
Troy A. Franzen, AIF®
Matthew Kim

The year started out with recessionary fears taking center stage and stocks selling
off. The carnage was widespread. The Dow Jones Industrial Average dropped
1000 points in the first 5 trading days and was down 2000 points by January 20th,
while the broader S&P 500® experienced a 10% correction, undercutting the prior
year’s low and bottoming
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It’s impossible to dissect the utterly strange fourth quarter we just experienced,
without discussing the year in its entirety. Because in short, 2016 was simply flat
out bizarre.

CASH
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What began in fear ended in
ebullience with a renewed hope for 2017. By the fourth quarter the stock market
would morph, embrace the election, rally to new highs and seemingly “love
Trump’s fundamentals”—a fitting bookend to a strange (and historic) year. The
market gyrations gave many investors’ whiplash and tested the resolve of many
financial plans—and for good reason as 2016 marked only the 3rd calendar year
in the S&P 500’s history with both a lower low and a higher high than the previous
year (1935, 1982 being the other two examples per Strategas Research Partners).
What happened in between fear and ebullience? The middle of the year
witnessed populist political movements accompanied by extreme moves in bond
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yields and currency markets—but not in troubled emerging markets as is
normally the case. Rather, in keeping with the bizarre theme of 2016, such events
occurred in two of the world’s oldest superpowers—the UK and the U.S. Not only
did both countries experience 180-degree political regime changes, inexplicably
the economic outcomes from these two political earthquakes were themselves
180-degrees different. After Brexit, the British pound plummeted (reaching a 32year low against the dollar) while yields on 10-year UK Gilts dropped to 0.50%
marking an all-time low—which for England spans thousands of years! Fastforward five months, however, and the reaction was quite the opposite. PostTrump, the U.S. dollar appreciated to a 15-year high. Similarly, yields on the 10year Treasury bond headed north and closed out the year at 2.44%. Two similar
political movements producing diametrically opposite capital market reactions—
bizarre indeed.
Q4 EQUITY
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The post-election rally pushed the S&P 500 to an all-time high near 2271 before
finishing the year a tad off at 2238—up 3.82% for the quarter and 11.96% for the
year. During the coming year, U.S. citizens will see whether the economy
becomes “great again” but capital markets are historically forward looking;
pricing in events before they happen. With Brexit, investors had 72 hours to buy
the dip. After Trump, investors had mere hours. As “candidate Trump” morphed
into “President-elect Trump”, the markets began to “love Trump’s fundamentals”
and price in most, if not all, of the anticipated news to be made in 2017.
Financials (+21.10%) led the way in Q4, with the sector benefiting from two
tailwinds—the rise in interest rates (resulting from potential massive fiscal
stimulus which is not only inflationary at full employment but also requires more
debt issuance—both causing higher rates) and the prospect of widespread future
deregulation throughout the sector. Energy (+7.28%) continued its rebound while
industrials (+7.21%) gained ground on the expectation that future fiscal stimulus
will target infrastructure spending. And in a rising interest rate environment, it
comes as no surprise that the laggards included yield-play sectors like Utilities
(+0.14%), Consumer Staples (-2.02%), and Real Estate (-2.96%) which brought up
the rear.
From an investment style perspective, deregulation also helps level the playing
field for smaller companies who don’t have teams of legal advisors to find
loopholes. Thus, Small Caps (+8.83%) posted strong results and outpaced their
Large Cap (+3.82%) brethren for the 3rd quarter in a row.
Overseas, however, it was a completely different story. The rise in the U.S. dollar
corresponded to a fall in overseas currencies, creating a significant headwind to
overcome for assets priced in those currencies. International stocks (-1.25%)
trailed U.S. stocks (+4.24%) for the fifth quarter in the last six. Furthermore,
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heated trade barrier rhetoric adversely impacted many countries, with Emerging
Markets especially feeling the brunt (-4.16%).
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Q4 FIXED INCOME
Depreciating currencies and the shift higher in interest rates took its toll on global
bonds (-7.07%). Although U.S. bonds (-2.98%) outpaced foreign debt (-10.26%),
the U.S. Aggregate Bond index still lost ground for first time this year as the yield
on the 10-year treasury bond climbed 84 basis points in the fourth quarter. The
lone bright spot could be found in bonds tied to the economy.
With an improving economy, recession risk abated and bankruptcy risk followed
suit. Therefore, bonds tied to corporate credit (business cycle risk) outpaced
Government bonds (interest rate/duration risk), with High Yield (+1.75%) leading
all sectors.

2017 OUTLOOK
We would be remiss in suggesting that the stock market rally and upward move
in interest rates was entirely election-driven. Since early summer, economic data
has been steadily improving and corporate earnings are now turning positive
after five consecutive quarters of declines. An improving economy allowed the
Fed to raise rates again in December. However, we don’t believe that this latest
rate hike will cause the same market turbulence that we witnessed last January.
Why? Unlike last year the economy is now improving with profits turning up,
credit spreads tightening, and manufacturing rebounding. Furthermore, the Fed
is now seemingly on the same page with capital markets—again unlike last year.
Therefore, the risk of a monetary policy error is seemingly off the table, at least
for the first half of the coming year
So, what should investors look out for in 2017? Historically, the first year of the
presidential cycle suggests positive yet muted gains. However, per Bespoke
Investment Group, ‘first years’ that include a Republican-Challenger victor are
especially tough. But 2017 marks a ‘new hope’ and the economic word of the year
might just be “elongate.” The current bull market is clearly getting long in the
tooth but if pro-business and pro-growth policies can be put forth in a reasonable
and thoughtful manner, the business cycle may be able to elongate allowing
corporate earnings to grow 5-10% with stocks following. If the cycle cannot
lengthen, current stock valuations will be major headwinds for any meaningful
U.S. stock gains in the latter half of the year.
Deron T. McCoy, CFA, CAIA, CFP®, AIF®
Chief Investment Officer
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The information and descriptions contained herein: (1) are not intended to be complete descriptions of all events, but
are provided solely for general informational purposes; (2) is the opinion of SEIA’s Investment Committee and is subject
to change at any time. The opinion of the Committee is based on current public information that we consider reliable
but we do not represent it is accurate or complete, it should not be relied on as such and is provided solely for general
information purposes. (3) should not be solely relied upon when making investment decision. It is important to carefully
consider investment objectives, risks, charges and expenses of any investment before investing. Different types of
investments involve varying degrees of risk. Principal value and investment return of stocks, mutual funds, and other
investment products will fluctuate. Neither the information presented nor any opinion expressed constitutes a
recommendation of any particular security, strategy or investment product. Indices and benchmarks references herein
are unmanaged and cannot be invested in directly. Index performance does not reflect the expenses associated with
the management of an actual portfolio. Past performance is not indicative of future results. Registered
Representative/Securities offered through Signator Investors, Inc., Member FINRA, SIPC, 2121 Avenue of the Stars,
Suite 1600, Los Angeles, CA 90067. SEIA, LLC and its investment advisory services are offered independent of Signator
Investors, Inc., and any subsidiaries or affiliates. SMAR 412-20170104-341892

