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A Word for 2017: Simplify
The past year brought us winners we could not have predicted as the year began. The Bri sh vote to leave
the European Union, the Chicago Cubs’ World Series win and a Donald Trump presidency were all pulling
long odds last January. Perhaps one of the few safe predic ons is that unpredictable events will happen.
These unexpected situa ons can be serendipitous or catastrophic—or anywhere in between. One key
factor aﬀec ng the impact of the unpredictable is prepara on.
Our job as your investment counselor is to help you be financially prepared, both for an cipated events, like
your re rement, and the unexpected, such as extensive storm damage to your home—to help you build a
bigger future. Our goal as we fulfill our obliga on to you is to simplify your life. You gain more me to
pursue your passions and the peace of mind that your assets are under the care of an experienced
professional. We handle the details according to your wishes.
We can simplify your life in several ways. For example, your complimentary enrollment in Towneley360
provides you with a consolidated view of your financial ma ers. Imagine the me you will save with all your
financial data gathered into a single web page. Then, you can monitor loan balances, equity in your home,
re rement contribu ons, and any other kind of financial informa on you can dream up from one central
dashboard. You can even upload all your important financial documents, like trust forma on papers and life
insurance policies, for safe keeping in your secure online portal. We can also help with year‐end financial
tasks. If you are required to take annual distribu ons from an IRA and do not depend on those funds for
living expenses, we can arrange to have that money invested in your individual, joint, or trust por olio here
at Towneley. Results? One less financial chore for you to contend with every year and money that keeps
working for you.
By the way, you have not missed the boat if you meant to establish or contribute to an IRA during 2016 but
did not. Subject to IRS regula ons, you may open an IRA account, or contribute to an exis ng IRA, up un l
April 15 and take the deduc on on your 2016 taxes.

Your Portfolio
Our increase in high‐yield bonds paid oﬀ in 2016, contribu ng to overall por olio returns. Now that the Fed
has begun raising interest rates, we expect short‐term rates to rise faster than long‐term rates, favoring a
longer average dura on. We also feel that interna onal equi es present rela ve bargains compared to
domes c securi es. In light of these insights, we have increased average dura on in the fixed income
por on of your por olio and increased the alloca on to interna onal equi es. We an cipate that both of
these adjustments will be er posi on your por olio for the long term. Finally, we tuned out the short‐term
noise surrounding the elec on and refrained from overreac ng.
Currently we are evalua ng equity and fixed income values to determine if a rebalance is warranted to
return por olios to their investment targets.
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Thoughts from Towneley
For the first me since 2006, Republicans control both the execu ve and legisla ve branches of government. While
party unity is not exactly at an all‐ me high, we an cipate many changes ahead. Regulatory reform may quickly boost
small business and hiring. Economic improvements due to infrastructure spending are unlikely to occur before 2018,
due to the me required to plan, fund, and launch these projects. Corporate tax reform is likely, and personal tax laws
may also change, though a stronger consensus is lined up behind changes in corporate taxes.
A move to a territorial tax system, wherein only money earned in the US is taxed in the US, is likely, but repatria on of
oﬀshore profits is a necessary component of a successful move to a territorial system, and the eﬀects of repatria on
are unpredictable. For example, it could be that cash held oﬀshore is already pledged as collateral against bonds, so it
would not be available for capital investment. Companies’ boards could also choose to use their repatriated funds to
buy more company stock or increase dividends. While neither of these uses would lead to growth for the company,
they would put cash into the hands of investors. Those investors could choose to invest the cash in companies that
would use the money to grow.
We plan to dive deeper into the new administra on’s economic impact as more details of planned changes become
available. Meanwhile, we are watching for changes in corporate taxa on, which could boost the domes c economy.
We also an cipate rising interest rates and their poten al economic impact, especially on consumer spending and the
housing market. Globally, we are monitoring China’s economic health, as a hard landing there will likely cause
repercussions worldwide. The EU’s stability as Britain plans an exit is another point of interest. Finally, we are keeping
an eye on the quality of US trade rela onships as the new administra on reconsiders trade agreements with other
na ons. Stay tuned.

Market Returns: Fourth Quarter and 2016
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Economic Roundup
The USA US elec on results dominated the news, and the markets, in the last quarter of 2016. The

an cipa on of lower taxes, deregula on, and infrastructure spending set oﬀ a market rally that
lasted through New Year’s Eve. From November 9 to December 31, the Standard & Poors 500 Index returned 5.0%
and the Russell 2000 Index gained 13.9%. In December, the Federal Reserve increased the federal funds interest
rate, boos ng the dollar. During the fourth quarter, the strengthening dollar suppressed gold, while rising interest
rates and infla on had the same eﬀect on most fixed income segments. However, over the course of 2016, all the
indexes we rou nely track posted posi ve returns.
The Brexit vote shocked the world, but UK and European stock markets remained
The UK and EU unfazed. The UK was up 19.2% and Europe up 7.2% in local currencies for the
year. Both the UK and European stock markets were nega ve a er adjus ng for the strengthening US dollar
though; the pound declined by over 15% against the US dollar in 2016. The strengthening dollar has boosted
exports from Europe to the US and should con nue to benefit those economies in the near future. Meanwhile,
poli cal uncertainty con nues in 2017 as many populist groups are compe ng for elec on in diﬀerent European
countries. The growing populist movement and its impact on trade and the world economy are things to watch in
2017.
In December, the European Central Bank decided to slow the pace of its monthly bond purchases. As the ECB
purchases fewer bonds, historically low interest rates in Europe should slowly increase. Rising commodity prices
have also helped to neutralize Europe’s defla onary threat and infla on indicators are trending upwards. As
infla on and interest rates in Europe normalize, the rate at which the US dollar strengthens may slow. The
strengthening US dollar has contributed to interna onal equi es’ underperformance compared to domes c
equi es over the last five years. A sta c US dollar would benefit US investors with holdings in interna onal stock
markets. So far in 2017 the US dollar has weakened slightly against other currencies and interna onal equi es
have outperformed domes c equi es through January 29 (3.5% for MSCI EAFE vs 2.6% for the S&P 500).
The Japanese economy has expanded for three consecu ve quarters, but growth has remained slow at
Asia less than 1% annualized. Prime Minister Shinzo Abe has repeatedly asked business to increase wages
and his pleas may be beginning to work. Wage growth has been nega ve for most of the months since 1998, but
increased in almost every month in 2016. Since the US elec on, the yen has weakened and corporate profits are
improving. These trends favor wage growth in the near future. Con nued wage growth would be a hopeful sign for
an economy that has been stuck in defla on for two decades.
Emerging markets easily outperformed developed interna onal markets in 2016 as
Emerging Markets the MSCI EM Index was up 11.6% compared to 1.0% for the MSCI EAFE. Brazil and
Russia were two of the best performing emerging markets (up 36.8% and 34.1% in local currency respec vely).
Brazil is s ll mired in its worst recession in decades, but rising commodity prices and posi ve fiscal reforms by new
president Michael Temer brought improvements in 2016. Stronger commodity prices also boosted Russia, which
spent 2016 in a recession, too. However, the economy improved as the year went on. In China, hard landing risks
persist as the country con nues to move to a more balanced but slower rate of growth. China relies on credit to
sustain its rapid expansion and the increasing debt load should con nue to strain the economy. Early in 2016, fear
of a hard landing contributed to the decline in the US stock market; increased fears could ignite another selloﬀ.
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