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ANNUAL MARKET REVIEW 2016
Overview

The year 2016 likely will be remembered for the election of Donald Trump as the 45th president of
the United States and the Brexit vote. This year also saw the Fed raise interest rates for the first
time since last December, noting that the labor market has continued to strengthen and that
economic activity has been expanding at a moderate pace since midyear. While inflation remains
below the Fed's target of 2.0%, the Committee expects inflation to rise to its target level over the
medium term on the heels of anticipated improvements in energy and import prices and
continued labor strengthening. Equities began the year hitting the skids as receding oil prices and
a plummeting Chinese stock market pushed stock prices down and bond prices up. By midyear
equities had recovered, despite Great Britain's decision to exit the European Union. Following the
results of the presidential election, stocks surged to new highs. Whether this trend continues in
2017 remains to be seen following President-elect Trump's first few months in office.

Snapshot 2016
The Markets

. Equities: The year didn't start off well for equities, but by the end of 2016 each of the
indexes listed here posted year-over-year gains, some reaching all-time highs. The Dow
recorded its best performance since 2013, gaining almost 13.5% from its 2015 closing value.
Stocks weathered several financial crises, including China's economic downturn and the
Brexit vote. The large-cap S&P 500 proved less volatile during the year, yet closed 2016 up
almost 11.0%. The Russell 2000 proved to be the year's biggest gainer, soaring almost
20.0% over last year's closing value. Most of the gains in equities happened during the
second half of the year as favorable corporate earnings, resurgent oil prices, and accelerating
consumer income and spending encouraged investors to trade. Without doubt, the
presidential election proved to be a pivot point for the stock market as expectations of looser
regulation, fiscal stimulus, and tax cuts fueled the market rally. The Dow (19974.62), S&P 500
(2271.72), Nasdaq (5487.44), and Russell 2000 (1388.07) each attained record-high closing
values during the latter part of the year.

. Bonds: Volatility best describes the long-term bond market for 2016. Yields on 10-year
Treasuries rose for the second straight year as prices fell. The yield on the benchmark 10-
year Treasury note closed at 2.44%, up from its 2.26% yield at the close of 2015. During the
early part of the year, bond prices rose as yields sunk below 1.40%. However, as investors
saw a strengthening economy, higher inflation, and rising interest rates, a period of bond



sales occurred, which peaked during the last quarter when the Treasury yield gained almost
0.85 percentage point, marking the largest quarterly gain since 1994.

Oil: As oil producing countries flooded the market, oil prices fell below $30 per barrel
during the first quarter. However, by the end of the year, crude oil prices had achieved their
biggest annual gain since 2008. With OPEC pledging to cut production, oil prices surged to
almost $60 per barrel, finally settling at $53.89 (WTI) per barrel on December 30.

Currencies: The dollar remained strong throughout the year, affecting imports and
exports in the process. Falling oil prices, coupled with the expectation of higher interest rates,
helped boost the U.S. dollar, which continued to rise over the course of the year. The U.S.
Dollar Index, a measure of the dollar relative to the currencies of most U.S. major trading
partners, gained about 3.67% over last year's closing value. The dollar also benefitted from
interest rates abroad, some of which were even lower than those for Treasuries. Tightening
trade restrictions proposed by President-elect Trump may curtail continued growth of the
dollar in 2017.

Gold: Gold rose over 8.5% on the year, closing 2016 at $1,152.00. Much of the gain was
seen during the first half of the year, as the price fell following a lengthy period of sell offs.
Gold prices dropped seven of the last eight weeks as the stock market surged.

The Economy

Employment: Improvement in the U.S. job market was slow but steady, with employment
growth averaging 180,000 new jobs per month in 2016, compared with an average monthly
increase of 229,000 new jobs in 2015. The unemployment rate ended the year (as of
November 2016) at 4.6%, lower than the 5.0% rate at the close of 2015. According to the
Bureau of Labor Statistics, there were 7.4 million unemployed persons in November 2016,
down from 7.9 million unemployed in November 2015. The employment participation rate
remained relatively the same — 62.7% in 2016 compared to 62.5% at the end of 2015. The
employment to population ratio also remained relatively unchanged (59.7% in 2016 to 59.4%
in 2015). In 2016, the average workweek was 34.4 hours. Average hourly earnings in 2016
increased $0.62 to $25.89 — a 2.5% gain over 2015.

GDP: The economy maintained a roughly 2.0% average growth rate through the third
quarter of 2016. Economic growth has maintained this pace since 2009. The first-quarter
GDP rose 0.8%, followed by a 1.4% gain in the second quarter and a 3.5% increase in the
third quarter. Personal consumption expenditures, the value of consumer purchases for
goods and services, increased an average of about 3.0% through the first three quarters of
2016. Gross domestic product measures the cost of production of U.S. goods and services.
Gross domestic income, which is a measure of all income earned from the production of
goods and services, rose 4.8% in the third quarter of 2016, compared to a 2.5% increase in
the third quarter of 2015.

Inflation/consumer spending: Based on the growth of consumer income, spending, and
inflation, the economy for 2016 may be described as stable at best. Inflation remained below
the Fed's stated target rate of 2.0%, but indications are that it is expanding, albeit at a
deliberate pace. Personal income through November increased 3.5% compared to November
2015. After-tax income (disposable personal income) over the same 12-month period rose
3.7%. Consumer spending, as measured by personal consumption expenditures, climbed
4.2% from November 2015. The personal consumption price index, an inflationary gauge
relied on by the Fed, rose 1.4% year-over-year, while core PCE (PCE less volatile food and
energy prices) increased 1.6%. The prices consumers pay for goods and services saw a
moderate 1.7% increase from last November.

Housing: The housing market had been relatively strong for much of the year. Through
November, existing home sales are up 15.4% over a year ago. The November annual sales



rate of 5.61 million is the highest since February 2007. The median existing-home price for all
housing types in November was $234,900, up 6.8% from November 2015 ($220,000).
November's price increase marks the 57th consecutive month of year-over-year gains. Total
housing inventory was 1.85 million existing homes for sale — 9.3% lower than last
November. Coupled with a shortage of rental units, home prices and rents are outpacing
income in much of the country, according to the National Association of Realtors®. New
home sales jumped 16.5% above the November 2015 estimate of 508,000 annual rate of
sales. The median sales price of new houses sold in November 2016 was $305,400
($317,000 in 2015); the average sales price was $359,900 ($376,800 in 2015). The
seasonally adjusted estimate of new houses for sale at the end of November was 250,000.
This represents a supply of 5.1 months at the current sales rate compared to a 5.4-months
supply a year ago.

. Manufacturing: Manufacturing and industrial production were not consistently strong
sectors this year. The Federal Reserve's index of industrial production revealed that total
industrial production in November was 0.6% lower than its year-earlier level. Overall industrial
capacity utilization, a measure of efficiency, decreased 0.4 percentage point in November to
75.0%, a rate that is 5.0 percentage points below its long-run average. Capacity utilization for
manufacturing was 74.8%, a rate that is 3.7 percentage points below its long-run average,
which contributed to the decline in overall industrial capacity utilization. Evidencing stagnant
manufacturing activity, new orders for manufactured durable goods (expected to last at least
three years) declined 0.3% year-over-year, while shipments fell 0.8%. Capital goods —
tangible assets used by manufacturers to produce consumer goods — also fell back as
shipments decreased 4.5% and new orders dropped 3.2% from last year.

. Imports and exports: For the year, the goods and services trade deficit decreased $8.8
billion, or 2.1%, from the same period in 2015. Exports decreased $58.7 billion, or 3.1%.
Imports decreased $67.5 billion, or 2.9%. The strength of the dollar directly affected both
import and export prices. Import prices fell 0.1% while export prices dropped 0.3% over the
12 months ended November 2016.

. International markets: The big news on the international front was the United Kingdom's
referendum vote at the end of June to exit ("Brexit") the European Union. After the vote was
announced, Prime Minister David Cameron, an opponent of the push to leave the EU,
resigned, with Theresa May becoming prime minister. Domestically, equities took an
immediate hit following news of the vote, but recovered fairly quickly. The value of the pound
remains near a 30-year low and Britain lost its AAA credit rating, increasing the cost of
government borrowing. However, both the FTSE 100 and the FTSE 250 closed the year
trading higher than before the referendum. Depending on negotiations, the UK is expected to
leave the EU by the summer of 2019. In other parts of the world, China's economic growth
slowed during the year, but later stabilized following further government stimulus. Central
banks in Japan and Europe continued lowering interest rates to negative values, intending to
motivate more lending and investing.

Market/Index 2015 Close Asof9/30 2016 Close Month Q4 2016
Change Change Change
DJIA 17425.03 18308.15 19762.60 3.34% 7.94% 13.42%

Nasdaq 5007.41 5312.00 5383.12 1.12% 1.34% 7.50%



S&P 500 2043.94 2168.27 2238.83 1.82% 3.25% 9.54%

Russell 2000 1135.89 1251.65 1357.13 2.63% 8.43% 19.48%

Global Dow 2336.45 2459.66 2528.21 3.02% 2.79% 8.21%

Fed. Funds 0.25%- 0.25%- 0.50%- 25 bps 25 bps 25 bps
0.50% 0.50% 0.75%

10-year 2.26% 1.59% 2.44% 6 bps 85 bps 18 bps

Treasuries

Chart reflects price changes, not total return. Because it does not include dividends or splits,
it should not be used to benchmark performance of specific investments.

Eye on the Year Ahead

In addition to last year’s interest rate increases, the Fed is expected to consider three more rate
increases during 2017. New economic policies promoted by President-elect Donald Trump during
his first year in office will likely impact the economy and equities markets, both domestically and
abroad. Will stock prices, which rose dramatically in the weeks following the election, continue
their bull run in 2017? Will oil prices reach $60 per barrel as OPEC attempts to curb production?
Will the dollar remain strong, impacting import and export prices? Next year may ultimately prove
to be as eventful as 2016.

Diversification Works over Time, Not Every Time.

"So, how's the market doing?" is a question that we regularly field here at Financial Concepts.
After determining whether "the market" in reference is the 30 company Dow Jones Industrial
Average (DJIA), the 500 US-only companies that make up the S&P 500, or the US Aggregate
Bond market; we can go about responding to our client’s question and giving a reasonable and
rational explanation as to why the markets are up or down. Generally. There are the odd times
when a Tweet, or a mis-entered Fat-Finger Hedge Fund Trade will rule the day, but it's more likely
economic data and rational thinking that drive our markets.

Not only are our markets at an all-time high, per JPMorgan the S&P 500 has been positive in 28
of the last 37 years. However, the average intra-year decline over this same time-period was
-14.2%. Down markets or downward cycles naturally and regularly occur. We believe avoiding
devastating drops in account balances is more important than trying to ride the highest return of
the day. The less an account loses when the market goes down, the less must be made up when
it rebounds.

It is interesting to note that, since the market's peak in October 2007 through the horrible down
year of 2008, where the S&P 500 closed down -38%, a diversified portfolio of 40% stocks and
60% bonds bounced back more quickly that an all equity portfolio. Due to smaller losses, gains in
the diversified portfolio added to the account value much sooner—rather than just bringing it to a
break-even point.



- Diversification and the average investor

Investing
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Portfolio returns: Equities vs. equity and fixed income blend
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Source: J.P. Morgan Asset Management; (Top) Barclays, FactSet, Standard & Poor’s; (Bottom) Dalbar Inc.

Indexes used are as follows: REITS: NAREIT Equity REIT Index, EAFE: MSCI EAFE, Oil: WTI Index, Bonds: Barclays U.S. Aggregate Index, Homes:
median sale price of existing single-family homes, Gold: USD/troy oz, Inflation: CPI. 60/40: A balanced portfolio with 60% invested in S&P 500 Index
and 40% invested in high quality U.S. fixed income, represented by the Barclays U.S. Aggregate Index. The portfolio is rebalanced annually. Average

asset allocation investor return is based on an analysis by Dalbar Inc., which utilizes the net of aggregate mutual fund sales, redemptions and J PMOr an
exchanges each month as a measure of investor behavior. Returns are annualized (and total return where applicable) and represent the 20-year L.

period ending 12/31/15 to match Dalbar’s most recent analysis. e e e
Guide to the Markets — U.S. Data are as of January 31, 2017. Asset Management

To illustrate this concept, the table below shows two hypothetical investors, each with an average
return of 8% per year. But more importantly, look at the actual increases in their account balances
after three years. Although Hare reaped larger returns in Year 1 and 2, he suffered a large drop in
Year 3. In contrast, Tortoise’s more diversified portfolio had modest gains throughout all three
years. She didn’t enjoy a windfall in Year 1 like Hare, but she also didn’t suffer in Year 3. Not only
did she experience less volatility, she also won’t need the almost 16% return in Year 4 that Hare
will need to get back to a true 8% overall gain. If Hare is close to retirement, he may not have the
time needed to make up his losses.

Hare Tortoise
Year 1 +36% +10%
Year 2 +8% +6%
Year 3 -20% +8%
Average Return +8% +8%
3 Yr. Annualized Return +5.5% +8%

It is for these reasons we choose to use a diversification of asset classes when building your
portfolio.

While diversification is praised in volatile and down markets, a portfolio made up of a multitude of
asset classes will naturally underperform in a running bull market where a single asset class,
such as the S&P 500, is the leading performer. Our goal is, and always will be, to grow and
protect your wealth so that your family may enjoy it for generations to come. If we can dampen
volatility on the downside, yet participate in more of the upside, we hope to put together returns
that are attractive both on an absolute basis, and a relative basis. This done over time, should
provide both confidence in your investments and a portfolio that's generating returns that are in
line with those you need to meet and exceed your family's goals.



Warmest regards,

Financial Concepts Unlimited, Inc.

30 (B) West Street, Annapolis, MD 21401
301.315.6344 office

301.315.6343 fax

866.444.5122 toll-free

IMPORTANT DISCLOSURES

Broadridge Investor Communication Solutions, Inc. does not provide investment, tax, or legal advice.
The information presented here is not specific to any individual's personal circumstances.

To the extent that this material concerns tax matters, it is not intended or written to be used, and cannot
be used, by a taxpayer for the purpose of avoiding penalties that may be imposed by law. Each taxpayer
should seek independent advice from a tax professional based on his or her individual circumstances.

These materials are provided for general information and educational purposes based upon publicly available

information from sources believed to be reliable—we cannot assure the accuracy or completeness of these materials.
The information in these materials may change at any time and without notice.

Portions of this communication were prepared by Broadridge Investor Communication Solutions, Inc. Copyright 2017.

Securities offered through Purshe Kaplan Sterling Investments, Member FINRA/SIPC.
Headquartered at 18 Corporate Woods Blvd, Albany, NY 12211.
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