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Post-election market surprise! 

Despair turns to joy as investors evaluate new Trump administration. 
 

Market Update 
 

2016 started poorly. In fact, it was the worst start for U.S. stocks. Ever. By mid-February the S&P 500 was 

already down -12% year-to-date and commentators were beginning to panic. The primary fear was that an 

economic slowdown in China, which was causing a massive sell-off in China’s stock market, would lead to a 

global recession. 

 

In the end, China’s economy stabilized and the U.S. economy continued to grow and strengthen. The stock 

market recovered by mid-March only to stumble again at the end of June with a surprising vote in Britain to 

leave the European Economic Union. This caused the so-called “Brexit” panic with markets suddenly dropping 

over -5%. 

 

However, within a few weeks markets had gained back lost ground and remained fairly stable going into the 

U.S. presidential election. Although political polls showed Hillary Clinton with a wide lead going into the 

election, the market was telling a different story. The U.S. stock market has an amazing record of correctly 

predicting presidential election outcomes. Generally, when the market is strong in the three months prior to the 

election (August – October), the incumbent party wins the White House. This year the market was weak (off by 

about -2%) in the run-up to the election, foretelling a potential Trump victory. 

 

Nonetheless, the stock market, 

along with other observers was 

shocked when on the evening of 

November 8th it became clear that 

Donald J. Trump would become the 

45th U.S. president.  

 

The markets were initially spooked. 

The futures showed 1,000 point 

potential loss in the Dow Jones! 

Yet, lo and behold, the markets 

finished trading on November 9th 

higher by 257. 
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Since the election, it appears to me that the mood of investors has improved markedly. The economic data, 

which had already been steadily improving going into the election, hasn’t changed much, but optimism about 

the future, which had seemed sparse, is now readily apparent. 

 

Here is the market scorecard for 2016. 

 

2016 Market Returns  
Index % 

Dow Jones (DJIA) 13.4% 

S&P 500 9.5% 

Small company (Russell 2000) 19.5% 

International (DJ World-Ex US) 1.6% 

Bonds (Barclay Aggregate) 2.4% 

Source: Bloomberg Financial, 12/30/2016   

 

For most investors, 2016 was a positive year. However, how positive was a function of asset allocation. For 

example, investors heavily exposed to U.S. stocks with an emphasis on small company stocks likely did 

exceptionally well, while those more exposed to bonds and international stocks, perhaps less so. 

 

Economic Conditions 
 

It was recently reported that the U.S. economy grew at a revised pace of 3.5% during the third quarter. This is 

the strongest quarterly growth in two years. Economists are generally forecasting continued growth into 2017. 

For investors, it is important to keep an eye on where the economy is headed. Most significant bear-markets, 

where stocks decline by more than 20%, happen in the early stages of economic recessions. 

 

 

The Leading Economic Index, which 

attempts to forecast the direction of the 

economy over the next 6 months, 

continues to suggest continued growth. 

Notice how the index has shown 

significant deterioration in the months 

prior to past recessions and how steady 

it remains today. 

 

 

 

 

 

 

Recessions shown as gray bars 

in graph 
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2017 Predictions 

 
For what it’s worth… 

 

The consensus among Wall Street strategists is that 2017 will be a positive year for stock investors. Buoyed by 

an economy that was already gaining momentum prior to the presidential election and excited about the 

prospects of a pro-business Trump administration, the 10 investment strategists recently polled by the Wall 

Street Journal unanimously agreed that 2017 will be a good year.  

 

The average prediction is for a 6% gain in the S&P 500, with the highest prediction being up 15% and the 

lowest predicting a gain of just 2%. 

 

“It ain’t what you don’t know that gets you in trouble. It’s what you know for sure that just ain’t so.”  

Mark Twain 

 

I say “for what it’s worth” because Wall Street strategists have shown a remarkable lack of creative thinking in 

their yearly predictions. Despite the fact that annual returns in stocks are historically very random in their 

distribution, the predictions over the past four years are almost identical.  

 

2017 Wall Street 

Predictions 

 

Average Prediction 6% 

High Prediction 15% 

Low Prediction 3% 

Actual ???? 

 

2015 Wall Street 

Predictions 

 

Average Prediction 8% 

High Prediction 13% 

Low Prediction 2% 

Actual -1% 

 

 

Stock markets in the US have averaged over the long term about a 9% annual return, but have also had a 

standard deviation (dispersion of returns) of about 20%.  

 

Translation? In any given year, it has historically been normal for stocks to return between -11% and +29%. At 

the start of every year, we should be ready for any return within this range. Where exactly the year ends up is, 

unfortunately, rather random, perhaps owing more to a reversion to mean than any other element. 

 

In my opinion, we investors spend entirely too much time trying to predict how the market will perform over 

the next 12 months. That information might be valuable to an investor, but is entirely unknowable. If we are to 

be fact-based investors, we should spend less time evaluating unknowable outcomes, and more time studying 

knowable, important information. Fortunately, there is much of this available. 

 

 

2016 Wall Street 

Predictions 

 

Average Prediction 6% 

High Prediction 14% 

Low Prediction -2% 

Actual 9% 

2014 Wall Street 

Predictions 

 

Average Prediction 6% 

High Prediction 13% 

Low Prediction 1% 

Actual 12% 
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I have enclosed a chart that might help organize thoughts around what is important and knowable information, 

and what is not. 

 

From my perspective, below is a summary of knowable and  

important information we should focus on as we enter 2017: 

 The current economic data in the US, including the important Leading Economic Indicators (LEI) 

continue to point toward a growing and improving economy. 

 A growing economy => higher corporate profits => potentially higher stock prices. 

 For stock investors, the incredibly good news is that I see no reason that long-term returns in the future 

will be materially different from historical average returns. Right around 9%. 

 This good news, however, comes with the understanding that returns for any given year are essentially 

random. Neither I nor you can accurately predict the outcome for 2017. 

 What is almost entirely assured is that sometime in 2017 we will have a correction of somewhere 

between -5% and -10%. Since 1980 we have experienced an intra-year correction greater than 5% every 

year except for 1995. Expect that this will happen in 2017. 

 Do not become too excited, nor too discouraged, by the current political environment. Presidents and 

politicians come and go, to little apparent impact on the long term prospects for investors. 

 

We will keep you updated on our views as the year progresses and in the meantime wish you a very happy, 

healthy and prosperous New Year and, as always, we thank you for your trust. 

 

 

Best, 

 

 
Jonathan Lokken, CIMA® 

Managing Principal 

 
The material shown is for informational purposes only. Past performance is not indicative of future performance, and all investments are subject to the risk of loss. 

Forward-looking statements are subject to numerous assumptions, risks, and uncertainties, and actual results may differ materially from those anticipated in forward-
looking statements. As a practical matter, no entity is able to accurately and consistently predict future market activities. While efforts are made to ensure information 

contained herein is accurate, Lokken Investment Group, LLC cannot guarantee the accuracy of all such information presented. Material contained in this publication 

should not be construed as accounting, legal, or tax advice. This message is intended to be educational in nature, and does not represent tax or legal advice. Lokken 
Investment Group, LLC is neither an accounting firm nor a law firm, and we encourage the reader to consult a tax or legal expert for specific tax or legal advice. The 

information provided is derived from sources deemed to be reliable, but we are unable to guarantee its reliability. For more information about Lokken Investment 

Group, LLC and services provided, please contact us at info@lokkeninvest.com, or 302-645-6650. 



Where should an Investor Focus?

IMPORTANT/KNOWNS

“It’s In the Data”

UNIMPORTANT/KNOWNS

“Tune Out the Noise”

IMPORTANT/UNKNOWNS

“Best Guesses”

UNIMPORTANT/UNKNOWNS

“Totally Random”

• Data Driven

• Research Based

• Leading Economic Indicators (LEI)

• Early Recession Signs

• Valuations

• Where are we in the economic 

cycle?

• Identifying Red Flags

• Impact of new policies and 

legislation

• Investor sentiment

• 24/7 News Cycle

• Media Excitement & Hysteria

• Today’s Market being up or 

down

• Emotional Reactions

Actionable

Advice

• Completely Random Events

• Predicting market results over 

short-term

• Unpredictable nature of guessing 

future market conditions
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