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❝
Markets ended 2016 in confident 
mood, continuing the impressive 
performance over 2016. 

❞
Markets ended 2016 in confident mood, continuing the impressive performance over 2016. Most developed 
markets were up in the final quarter of 2016. This resulted from a positive reaction to the US election. 
Russian and Japanese equity markets along with oil prices were the stand out performers all registering 
double digit growth over the quarter. However, gold and some other precious metal prices plummeted.

The world is still digesting the news of the Trump election and is waiting to see what his new policies 
and ideas are for the US. This quarter has also seen interest rates increased in America to 1%. The Federal 
Reserve is also hoping that it will be able to make further hikes throughout 2017. The UK getting is getting 
closer to triggering its divorce proceedings for the EU and starting Brexit negotiations.

Trump’s initial actions as President of America along with details of his new policies for the US are likely to 
weigh into the markets in the next quarter. Additionally, Brexit will hopefully be triggered in the UK next 
month and negotiations with the EU will have an impact on European markets. For the rest of the world, 
the optimistic investment outlook is gathering momentum so it will be interesting to see whether this 
continues into 2017.
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On the 8th November 2016 Donald Trump shocked the world by beating Hilary Clinton in the American 
Presidency election. Trump will officially take over as the next President of America on the 20th January 2017 
so we are yet to get full details of Trump’s policies and plans for America. In this issue, The EB Partnership looks 
at some areas Trump is planning to reform based on his presidency campaign and initial speeches.

Trump has made it very clear that he would like to repeal the Obamacare healthcare reform which Obama 
had introduced in 2009. Although this will be difficult to action, if Trump is successful, analysis shows that it 
will have a negative impact on low income individuals. The Commonwealth Fund Research Group has said 
that the number of uninsured individuals would increase from 16 to 24 million and it could increase the deficit 
by as much as $33 Billion in the first year alone! It is currently unclear what Trump plans to replace Obamacare 
with.

Trump has pledged to pursue a ban on migration from regions he deems to be exporters of terrorism. The 
legality of this will be questioned by the courts as some will feel this policy would be discriminating against 
Muslims seeking to enter America. Additionally, Trump plans to triple the number of Immigration and Customs 
Enforcement agents and seek to create a “special deportation taskforce”. Trump has made it clear that up to 
6.5 million undocumented migrants could be at risk of swift deportation.

On the business front, Trump has talked about tax reforms with importing companies having an increase in 
taxes and exporters having a reduction in taxes. For the financial industry, Trump has said that he plans to 
take out the Dodd- Frank regulation which was brought in after the financial crises. He is proposing to end 
a tax loophole that allows billionaire hedge fund managers to pay the 20% capital gains tax rate rather than 
the 39.6% top rate of income tax. 

Trump has also made it clear that he plans to increase infrastructure spending and is expected to spend up 
to $1 trillion to upgrade bridges, roads and other parts of the nation’s transportation infrastructure. Experts 
believe that the U.S will have to finance much of that spending through debt.

Trump also plans multiple changes to the current foreign policies and trade deals. The long-negotiated 
multilateral trade deals the Trans-Pacific Partnership (TPP) and the Transatlantic Trade and Investment 
Partnership with Europe (TTIP) will be the first to be halted. Opposition to those accords was a cornerstone of 
the Trump campaign. Trump has also said he would take apart the 1994 North American Free Trade Agreement 
(Nafta) that binds the US economically it to its neighbours, Canada and Mexico. In place of such treaties, he 
has said he would negotiate bilateral deals that would be more favourable for US manufacturing. But he 
would face hostile trading partners, irritated at the dumping of major agreements. 

The above shows a few areas which Trump may attempt to reform and the outcome of this and any other 
reforms that Trump pursues is likely have a significant impact on global markets. We will be keeping a close 
watch on Trump’s activities and await firmer details of Trump’s proposed policies with interest. 

The EB partnership portfolios have performed well in 2016 despite the surprising events in world politics, in 
part due to strong performance in both the European and American markets.  However, given these returns 
and the current uncertainty with Brexit, Trump and other elections due in 2017, The EB Partnership plans to 
be a bit more cautious in 2017 and consider other areas with more safety in mind. 

Trump elected as President of America – what are his plans?
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1. UK

The Office for National Statistics (ONS) estimates 
that UK GDP grew 0.7% for the October to December 
period which was in line with expectations 
and means the UK grew by 1.8% in 2016. The 
unemployment rate dropped again to 4.8% for the 
September to November period. This quarter has 

also seen inflation, as measured by the Consumer 
Prices Index (CPI), increase by 1.6% in the year to 
December 2016 which is highest since June 2014.

UK equity markets crept up over the quarter, 
with the FTSE 100 up 3.5% and FTSE All-Share up 
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3.2%. Many of the large companies in the UK have 
performed well as they have benefited from the 
weakening £.  UK companies with non-Sterling 
earnings have been able to take advantage of the 
currency position. Additionally, oil companies and 
some precious metals producers benefited from 
strong returns in their respective materials. The 
banking sectors outlook improved once Trump was 
elected as he had promised advantageous reforms 
in the sector with reduced regulation. 

The UK markets have performed very well this 
year with the FTSE 100 reaching all-time highs 
and registering a jubilant gain of 14% in tough 

conditions. This has resulted from better than 
expected growth data, many companies gaining 
from the drop in value of the £ and little negatively 
perceived in the short term implications of the vote 
to leave the EU. However, the UK will be triggering 
Brexit soon with the negotiations between the 
EU kicking off and all the initial fears may soon 
creep back in. Moreover, although the £ falling and 
inflation rocketing up hasn’t had an initial major 
negative impact on the country, if they persist it 
could have adverse repercussions. Therefore, The 
EB Partnership remains cautious and will maintain 
its underweight position on UK equities.
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The Commerce department reported that the US 
economy grew at an annual pace of 1.9% for the 
October to December 2016 period, slower than the 
2.2% growth rate economists had been expecting. 
This is a marked drop from the 3.5% growth rate in 
the previous quarter. Inflation, meanwhile, rose at a 
2.2% annual pace in the fourth quarter, according to 
the PCE price index. In mid-December, the Federal 
Reserve increased interest rates by 0.25% to 1%.

US equities have carried on the healthy performance 
in 2016 with the S&P 500 up 3.3% over the quarter, 
Dow Jones up 7.9% and NASDAQ up 1.3%. Demand 
for shares was boosted by the surprise election of 
Donald Trump in anticipation of possible moves 
to cut taxes, reduce regulation and increase 
infrastructure spending. The Federal Reserve finally 
raised interest rates by 0.25% and now expects 
to implement further increases in 2017. Higher 
borrowing costs are expected to benefit financial 
companies and US banks experienced significant 

gains over the quarter. Technology companies 
didn’t perform as well as other sectors with question 
marks over them being too highly valued.

Overall, American equities have performed well in 
2016 with the S&P up 9.5%. However, Trump will 
officially take over as president in January and we 
are yet to get the full details of his planned policies 
and plans for the US. Additionally, although growth 
has been strong in the US it was slower than 
expected and many economists are predicting it to 
be around the 2% in 2017. For these reasons, The EB 
Partnership is concerned about US equities’ ability 
to deliver continuing growth and outperformance 
and we therefore maintain our underweight tactical 
position.

2. US
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On the macroeconomic front, Eurozone GDP was 
up 0.5% compared to the previous quarter. In the 
whole of 2016, the Euro area grew 1.7%. In terms 
of unemployment, the jobless figure stood at 9.6% 
in December which is the lowest since May 2009, 
down from 10.5% a year ago. Eurozone inflation 
surged to 1.1% in December, a sharp jump from 
November’s rate of 0.6% and is the highest since 
September 2013.

Eurozone equities jumped up over the quarter 
with the FTSEurofirst 300 advancing 5.9%. Italy 
was the stand out performer registering returns 
over 10% along with Germany and France’s main 
indices up over 9%. This was surprising given 
the increasing political uncertainty and worries 
about the health of Italian banks. In the event, the 
rejection of constitutional reform in Italy which 
led to the resignation of the prime minister, was 
met with little reaction and, while the financial 

situation remained critical, it appears that the 
Italian government will find a way to support the 
bank. The Italian stock market rallied strongly after 
the referendum. Elsewhere, markets in the region 
were supported by the European Central Bank 
extending its bond-buying programme to the end 
of 2017.

Although Eurozone markets have performed well 
this quarter, overall the FTSEurofirst 300 Index 
is down slightly from last year. The EU will be 
negotiating the terms of the UKs formal divorce 
in 2017 with Theresa May indicating that it is likely 
to be a hard exit. Economists are predicting EU 
growth to fall in 2017. The Euro has also gained on 
the £ this year.  The EB Partnership will maintain its 
‘neutral’ tactical position on Europe this quarter 
but will be keeping close tabs on the situation in 
the many EU nations.

3. Europe
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The Japanese equity market rocketed up 16.2% 
in the final quarter of 2016. This occurred due 
to the Yen falling in value against the US dollar 
following Trump’s election and the president-
elect is expected to introduce pro-growth policies 
that could lead to higher inflation and interest 
rates. Investor sentiment was further boosted 
by the Bank of Japan keeping its asset-purchase 
programme unchanged, suggesting that the 
country’s economy is stabilising. This increased the 
earnings potential for the many exporters in the 
country.

On a macroeconomic front, Japan’s GDP growth 
dropped again to 0.2% in December, missing 
expectations for an increase of 0.3%. The Bank of 
Japan maintained all components of its monetary 
policy this quarter. The unemployment rate held 
steady at 3.1% in December, matching analysts’ 
forecasts. Government data showed that the core 

consumer price index (CPI), which includes oil 
products but excludes volatile fresh food prices, 
slipped 0.4% in November from a year earlier, 
compared with a median market forecast for a 
0.3% fall.

Overall, Japanese equities were marginally up in 
2016. However, over the last 6 months they have 
performed very well erasing the dire performance 
in the first half of 2016.  The Yen has depreciated in 
value over the $ and this is expected to continue 
with the Federal Reserve planning further rate 
hikes in 2017 which is a positive sign for the many 
exporting companies in Japan. The EB Partnership 
therefore maintains an overweight position and 
will consider increasing its allocation to this area in 
the next quarter.  

4. Japan
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Emerging market equities had a mixed performance 
this quarter. Russia was the stand out performer 
with its main index flying up 16.3%. Markets in 
several countries, such as Russia and Brazil were 
positively influenced by the rally in commodity 
prices with oil and gas prices shooting up. However, 
other countries came under pressure from the 
perception that a stronger US dollar could lead to 
investors withdrawing their money from previously 
higher yielding areas. India main index fell as it 
was adversely affected by the surprise decision to 
withdraw high denomination bank notes. Brazil 
benefited from better inflation readings and 
progress in government’s attempts to cap spending 
which provided further encouragement that the 
Brazilian economy is returning to good health. The 
Brazilian Senators passed a public spending ceiling 
proposed by their President to control a widening 
budget deficit. Mexican markets dropped on the 
back of Trump’s election as US president. China’s 
markets were also weak, with investors becoming 
concerned that Beijing would increase the 

regulation of stock market investments. Aside from 
Colombia, all other equity markets in Latin America 
experienced a tepid end to 2016 following a year of 
outperformance for the region versus peers in both 
the emerging and developed world. Colombia got 
a boost from an interest rate cut and from the 
country’s approval of tax reform in Congress.

On the macroeconomic front, Russia’s inflation 
rate continued its downward trend in December 
with the annual CPI rate falling to 5.8%. While not 
enough to trigger any change in monetary policy, 
Russia’s central bank said it would consider an 
opportunity to cut interest rates during the first half 
of 2017. The central bank also expects to see the 
economy return to growth next year. In Columbia, 
interest rates were cut for the first time since March 
2013 to 7.5% from 7.75%

As can be seen, emerging markets equities can 
be very volatile assets to invest in with big gains 
and losses in different areas.  Even though, the 

5. Emerging Markets
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In the final quarter of 2016, government bonds 
were up in all developed markets with long-dated 
bonds underperforming the short-end of the curve. 
UK 10-year gilts currently yield 1.3%. This resulted 
from The Bank of England’s Monetary Policy 
Committee (MPC) moving to ease policy, by cutting 
the bank rate to 0.25% from 0.5% last quarter and 
re-introducing Quantitative Easing (QE) in a bid to 
offset the predicted slowdown following the EU 
referendum. 10-year US treasuries yield 2.4% with 
the Federal Reserve signalling a desire to raise 
interest rates next year. By comparison 10-year 
German bunds yield 0.2% with the ECB unlikely to 
increase interest rates soon.
Corporate bonds outperformed government bonds 
and were supported in Europe by the ongoing QE 
programme by the ECB and the search by investors 
of positive-yielding assets. This general contraction 
in corporate spreads was the main driver of 

performance for fixed income markets in the 
quarter. In terms of sectors, financials performed 
slightly better than non-financials on the back 
of expected improvements in bank profitability 
on steeper yield curves and more favourable 
legislation by policymakers and regulators.

Bond yields are overall very low, with corporate 
bonds marginally more lucrative than government 
bonds. In 2017, the key events that are likely to 
impact bonds are US economic policies following 
Trump’s election along with whether the Federal 
Reserve further increase US rates and the various 
elections in Europe. The EB Partnership will keep a 
close eye on the lead up outcomes of these events 
but in general sees better returns elsewhere. 
Therefore, we will maintain our overall underweight 
position.  

6. Fixed Interest

overall performance this quarter wasn’t strong, 
certain regions are looking very promising.  The EB 
Partnership will be keeping a close eye on all the 
regions and we will retain our ‘neutral’ position this 

quarter on emerging markets but perhaps plan 
to increase exposure to certain areas in the next 
quarter.
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After a fall in capital values of 4% in the third 
quarter, UK commercial property has been 
surprisingly resilient recently. Following a slight 
increase in October, capital values grew by 0.5% 
in November. Most segments held up better than 
expected, aided by a resilient economy and a stable 
political situation. Post referendum, the industrial 
sector has outperformed other sectors, with values 
supported by a lack of good quality property.

The retail sector continued to struggle and 
sentiment seems to be getting worse with many 
large banks continuing to close branches as part 
of cost cutting measures. Central London retail is 
expected to outperform compared to rest of UK 
retail as the sector will likely feel the squeeze on 
profit margins due to rising inflation, competition 
from online retailing and increases in business rates 
and wages. The office subsector performed slightly 

better this quarter but central London offices are 
still struggling and this is expected to continue. 
Industrials, healthcare and student housing were 
particularly resilient this quarter and they are 
expected to outperform in in 2017. 

Capital values fell by 3.0% between January and 
the end of November 2016. However, including 
rental income, which continues to grow modestly, 
the total return for all UK commercial property 
was 1.6%. While the UK commercial property 
market appears to have stabilised, several risks 
remain, including the start of Brexit negotiations. 
Therefore, The EB Partnership remains cautious and 
we maintain our current ‘underweight’ position on 
property.

7. Property
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EB Wealth Portfolio Performance

The above graph shows the performance of our Self Invested Personal Pension (SIPP) portfolios including 
a 25% weighting into a basket of structured products which were recommended to clients over the same 
period. 
 
Due to the close ended nature of structured products, not all clients can be invested into the same products 
and will therefore not have received the same returns.  The graph above shows the average returns our 
clients would have received were they to have invested in our moderate or moderately adventurous 
portfolio, including the average returns they would have received from the structured product element of 
their portfolio.
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OUR TACTICAL ALLOCATION

Sector Forecast Action Morningstar 
Moderately 

Adventurous 
Allocation %

Tactical 
Overlay

%

Final 
Allocation

%

US Unfavourable Underweight 11 -2 9

UK Large Cap Unfavourable Underweight 22 -1 21

UK Mid Cap Unfavourable Underweight 8 -1 7

UK Small Cap Unfavourable Underweight 5 -1 4

Europe Fair Neutral 13 0 13

Japan Favourable Overweight 7 +3 10

Asia Unfavourable Underweight 4 -1 3

Emerging Markets Fair Neutral 9 +1 10

Commodities Fair Neutral 5 0 5

Global Fixed 
Income

Unfavourable Underweight 2 -1 1

UK Gilts Unfavourable Underweight 2 -1 1

UK Corporate 
Bonds

Unfavourable Underweight 2 -1 1

UK Inflation-
Indexed

Unfavourable Underweight 2 -1 1

Property Unfavourable Underweight 5 -1 4

Cash Favourable Overweight 3 +7 10
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