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The final two months of 2016 have delivered plenty of excitement for <investors. First,
there was Donald Trump’s surprising victory in the November presidential election. Then
the Federal Reserve (Fed) finally got around to raising interest rates, as was widely
expected, last month.

As 2016 drew to a close, U.S. equities resided near record highs with investors eyeing
the next significant round-number conquests for major U.S. indexes, such as the S&P 500
and the Dow Jones Industrial Average. Although the market didn't break 20,000 last year,
2016 has been quite a ride.

Heading into 2017, claims that stocks are pricey may be exaggerated. The S&P 500 trades
at 20 times operating earnings, which 1is not 1inexpensive, but not unreasonable
considering interest rates remain Tlow. While there are plenty of unknown factors
impacting stocks heading into 2017, earnings growth should be healthy. Although I view
S&P’s estimate for operating earnings of $131 per share as overly optimistic, I hope we
can see earnings of $120 per share, which would put the current price-to-earnings (P/E)

ratio between 18 and 19 (based on December 22 pr"ices).1
President Trump: The Wildcard That wasn’t

The results of the 2016 presidential election are among the most stunning in modern U.S.
political history, but that shock was Tlimited to a matter of hours 1in U.S. equity
markets as stocks have clearly come to grips with President Trump. with U.S. election
uncertainty in the rearview mirror, investors can begin focusing on Trump’s policies and
the potential impact on various asset classes.

For example, Trump pledged to Tower corporate taxes within his first 100 days in office,
a move that the equity markets would widely embrace. Since Election Day, mid- and small-
cap stocks have been thumping large caps because smaller companies typically generate
the bulk of their revenue within the U.S. and would be most influenced by a Tower tax

rate, and they do not have the strong headwinds of a rising dollar.?

Another tax reform effort to monitor is rolling back dividend taxes, which rose under
the outgoing administration. S&P 500 dividend growth has been slowing over the past
several years, and at the end of the third quarter, the payout ratio on the benchmark
equity index was nearly 40%,3 toward the Tower end of the averages seen over the past

several decades. A drop 1in the dividend tax rate could give dividend-paying stocks a
nice boost.

Can Trump and the Fed Play Nice?

Following the Fed’s interest rate hike earlier this month, its first and only such move
last year, Chair 3Janet Yellen signaled she expects the U.S. central bank to increase
rates as many as three times in 2017.

But raising three times 1is in no way a slam dunk. As we saw coming into 2016, what the
Fed says it wants to do and what it ultimately does can be two very different things. A
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year ago, investors were expecting the Fed to raise rates as many as four times in 2016,
but that number turned out to be just one.

There are several issues to consider regarding the new president’s relationship with the
Fed, including Trump’s ambitious infrastructure plans, which would obviously be hampered
by higher borrowing costs. The new president also has the opportunity to shape the Fed
more in his view. As I’ve previously noted, there are two openings for governors that
the Fed would 1like to see filled, and Trump can make those appointments immediately
after confirmation.

Looking Overseas

Post-election dollar strength has been a boon for Japanese stocks as the yen has
tumbled. Notably, Prime Minister Shinzo Abe was the first global Teader to meet with
Trump, potentially giving Japan added gravitas with the new U.S. president. As the U.S.

economy gains steam, Japan has a tendency to follow.*

on the heels of the recent Italian referendum that added momentum to the global populist
swell, the eurozone 1is another region to watch in 2017 as Germany, France and the
Netherlands all will hold elections during the year.

Emerging market equities performed well in most of 2016 as the dollar slumped and the
Fed remained in the “lower for Tonger” camp, but Trump’s victory has been a near-term
drag on emerging stocks and debt. Additionally, there is political risk in Brazil and
Turkey, to name a couple of places, heading into 2017. still, P/E ratios on emerging
market stocks remain low compared to developed market counterparts, while earnings and

economic growth are turning for the better.?
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Important Risks Related to this Article

Investments in emerging, offshore or frontier markets are generally less Tiquid and less
efficient than dinvestments in developed markets and are subject to additional risks,
such as risks of adverse governmental regulation and dintervention or political
developments.

Investments focused in Japan increase the impact of events and developments associated
with the region, which can adversely affect performance.

For standardized performance and the most recent month-end performance click here NOTE,
this material 1is intended for electronic use only. Individuals who intend to print and
physically deliver to an investor must print the monthly performance report to accompany
this blog.

For more investing insights, check out our Economic & Market outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. 1dinvestors only: Click here to obtain a WisdomTree ETF prospectus which
contains investment objectives, risks, charges, expenses, and other information;
read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign
investing involves currency, political and economic risk. Funds focusing on a single
country, sector and/or funds that emphasize 1investments 1in smaller companies may
experience greater price volatility. Investments in emerging markets, currency, fixed
income and alternative investments include additional risks. Please see prospectus for
discussion of risks.

Past performance is not indicative of future results. This material contains the
opinions of the author, which are subject to change, and should not to be considered or
interpreted as a recommendation to participate in any particular trading strategy, or
deemed to be an offer or sale of any investment product and it should not be relied on
as such. There is no guarantee that any strategies discussed will work under all market
conditions. This material represents an assessment of the market environment at a
specific time and is not intended to be a forecast of future events or a guarantee of
future results. This material should not be relied upon as research or investment advice
regarding any security in particular. The user of this information assumes the entire
risk of any use made of the information provided herein. Neither WisdomTree nor 1its
affiliates, nor Foreside Fund Services, LLC, or 1its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal advisor.
Unless expressly stated otherwise the opinions, interpretations or findings expressed
herein do not necessarily represent the views of WisdomTree or any of its affiliates.

The MSCI information may only be used for your internal use, may not be reproduced or
re-disseminated in any form and may not be used as a basis for or component of any
financial dinstruments or products or indexes. None of the MSCI information is intended
to constitute investment advice or a recommendation to make (or refrain from making) any
kind of investment decision and may not be relied on as such. Historical data and
analysis should not be taken as an 1indication or guarantee of any future performance
analysis, forecast or prediction. The MSCI information is provided on an “as is” basis
and the user of this information assumes the entire risk of any use made of this
information. MSCI, each of 1its affiliates and each entity involved in compiling,
computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly
disclaims all warranties. with respect to this information, in no event shall any MSCI
Party have any Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss profits) or any other damages (www.msci.com)

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,
Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph
Tenaglia, Jeff weniger, Matt wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,
and Brian Manby are registered representatives of Foreside Fund Services, LLC.

wisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.

wisdomTree.com = 1-866-909-WISE (9473) WISDOMTREF


https://wisdomtree.com/~/link.aspx?_id=629EA1A21F5646E3B6A5AD58E8AAAB5C&_z=z
https://wisdomtree.com/#externalLinkModal

wWisdomTree BLOG ARTICLE

DEFINITIONS

Interest rates : The rate at which interest is paid by a borrower for the use of money.

S&P 500 Index : Market capitalization-weighted benchmark of 500 stocks selected by the
Standard and Poor’s Index Committee designed to represent the performance of the leading
industries in the United States economy.

Dow Jones Industrial Average : The Dow Jones Industrial Average is a price-weighted

average of 30 significant stocks traded on the New York Stock Exchange and the Nasdaq.

Price-to-earnings (P/E) ratio : share price divided by earnings per share. Lower

numbers indicate an ability to access greater amounts of earnings per dollar invested.

Dividend : A portion of corporate profits paid out to shareholders.
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