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Capital Markets Review
Executive Summary

Early in 2016, global equity markets witnessed a sharp decline in equity prices due 
largely to worries about China, anemic global GDP growth, and plunging oil prices, leading 
many investors to chase yield and lower volatility assets. 

The second half of the first quarter saw a strong rebound of risk assets. Risk-on 
periods in the second and third quarters were driven by sharp rebounds in Energy, 
Materials, and other cyclical sectors, supported by a rebound in commodity prices.

During the fourth quarter, domestic equity markets rebounded strongly postelection 
on optimism surrounding a Trump administration’s potential plans for increased fiscal 
stimulus, tax reform/repatriation, and deregulation coupled with the Federal Reserve (Fed) 
pointing to higher interest rates over the next 12 months.

International equity markets declined across the board in the fourth quarter,
though they advanced moderately in 2016. These markets traded largely in line with one 
another early in the year, with concerns of a Chinese recession in large part sparking a 
selloff early in 2016. Following the Brexit vote in the United Kingdom in late June, emerging 
markets separated from the pack and outperformed developed non-U.S. equities through 
the balance of the year, as investors sought pockets of growth and cyclical sectors led.

The strengthening of the U.S. dollar continued in the fourth quarter and negatively 
affected international equity returns for unhedged U.S. investors amid concerns of stricter 
immigration laws and potential renegotiation of international trade policies/treaties, among 
other issues.

Falling U.S. Treasury yields through first-half 2016 reversed course, rising sharply 
during the fourth quarter. Through first-half 2016, fixed income securities with longer 
duration and less credit outperformed their shorter duration, more credit-oriented 
counterparts. During the fourth quarter, a federal funds rate hike, surprisingly robust U.S. 
economic fundamentals, and increased investor optimism around future fiscal stimulus 
helped buoy risk assets, generally at the expense of safe-haven Treasuries.

Demand for risk assets continued during the fourth quarter, with credit option-adjusted 
spreads tightening moderately in both investment grade and high yield. Concerns 
about global growth and suppressed commodity prices led to spread widening across credit 
markets through mid-February. Starting late-February, risk assets rallied, largely shrugging 
off political shocks such as the Brexit vote and the U.S. presidential election.



Capital Markets Review
Executive Summary



Since the election, financial asset prices have quickly recalibrated to 
reflect President-Elect Donald Trump’s anticipated agenda.

Capital Markets Review
Postelection Stock Market Rally and Bond Selloff

Following the presidential election, the 
stock market rallied sharply, led by sectors 
expected to benefit from rising inflation, 
lower regulation, higher infrastructure 
spending, and lower taxes. 

Energy, Financials, Materials, and 
Industrials performed the best. Utilities, 
normally viewed as a higher-yielding sector, 
sold off the most, while Information 
Technology also lagged as many investors 
expected President-Elect Trump’s policies to 
be detrimental to many industries in the 
sector.

There is still a great deal of uncertainty 
about Mr. Trump’s proposed policies; 
however, several measures of optimism 
have increased noticeably since the 
election. With the new administration and a 
Republican-controlled Congress, fiscal 
neutrality may be coming to an end, in our 
view.

We believe reflation is likely over the next 
few years as a result of more stimulative
fiscal policies that are not likely to be 
completely negated by an aggressive 
tightening of monetary policy. Interest 
rates moved sharply higher in anticipation 
of a pickup in economic growth and 
inflation.



Economic data continue to be firm but largely uninspiring. Real GDP 
growth of 3.5% during the third quarter was certainly welcome after a 
very weak first-half 2016. 

Capital Markets Review
U.S. Economic Review

Unemployment rate ended the year at 4.7%, below the Federal Open 
Market Committee’s (FOMC’s) longer-run projections. Wage growth has 
been moderately accelerating. 

The unemployment rate has decreased 
significantly since its recession peak of 10% 
in October 2009. Many market observers 
are quick to highlight the drop in the labor 
force participation rate, which has 
decreased from 67% to under 63%. 

The U-6 measure of unemployment (or 
underemployment) has also made 
significant declines from a peak of 17% 
during the recession down to 9.2%.

Payroll growth grew 1.75% in 2016, which 
is a bit slower than 2015’s pace but on 
track with the prior five years. Wage 
growth, on the other hand, has accelerated 
over the past five years to a 2.6% annual 
rate—as we would expect in the later 
stages of the business cycle.

The third and final estimate for third-
quarter GDP showed the U.S. economy 
increased at an annual rate of 3.5%, a 
material acceleration from just 1.4% in the 
second quarter.

The acceleration in the quarter reflected 
contributions from consumer spending, 
exports, inventory investment, 
nonresidential fixed investment, and federal 
spending. Residential fixed investment was 
a small headwind during the quarter.

The Federal Reserve Bank of Atlanta’s 
GDPNOW® series indicates fourth-quarter 
GDP at an annual rate of 2.9%.



Economic data in the Eurozone continue to mostly reflect relative 
stability rather than an acceleration in growth.

Capital Markets Review
International Economic Review

Real GDP in the Eurozone grew 1.7% 
annualized in the third quarter. 

The European Central Bank (ECB), 
acknowledging the economy still needs 
significant policy accommodation, 
announced an extension of its asset 
program through December 2017.

Similar to what is occurring in the United 
States, support is increasing for economic 
stimulus via structural reforms and 
increased infrastructure spending.

Broadly, Eurozone growth has not yet 
been affected by the Brexit vote, and the 
U.K. economy has also remained resilient. 
Our view is that Brexit will take its toll on 
U.K. growth over time. Article 50 triggers 
and negotiations are key items to monitor 
closely.

Large downward revision in Japanese GDP, while stocks hit new highs 
as the yen retreats.

Third-quarter GDP was revised down 
sharply to an annualized rate of 1.3% 
(1.1% year over year) versus the initial 
report of 2.2%. This revised rate of 
growth is more consistent with what we 
believe to be the country’s current trend 
line growth.

If interest rate differentials between the 
United States and Japan continue to 
widen, we would expect additional yen 
weakness.

A weaker yen and slightly steeper 
Japanese yield curve are likely tailwinds to 
profit margins for Japanese manufacturers 
and financial firms. Higher corporate 
profits may help support further wage 
increases. 



The Federal Reserve (Fed) raised the federal funds target range by 25 
basis points (bps) in December. Current Fed “dot plot” projections 
imply three additional rate increases in 2017. 

Capital Markets Review
Global Monetary Policy

As the market expected, the Fed raised 
the federal funds target range by 0.25 
percentage point to 0.50-0.75% at the 
December Fed meeting.

Projections for U.S. economic growth in 
2017 were marginally increased from 
2.0% to 2.1%; the Fed’s “dot plot” survey 
of Federal Open Market Committee 
participants implies three additional 
federal funds rate increases during 2017.

The PNC Economics team’s baseline 
forecast is for two federal funds rate hikes 
in 2017. With President-Elect Trump and a 
Republican-controlled House and Senate 
likely to chart a more expansionary fiscal 
policy course in 2017, we believe risks are 
tilted toward more hikes than included in 
our forecast, rather than fewer.

Like the European Central Bank (ECB), the Bank of Japan (BOJ) looks 
set to continue with its aggressive quantitative easing program in 2017.

In December, the ECB announced it will 
taper its asset purchases beginning in 
April, from €80 billion per month to €60 
billion until December 2017. 

ECB deposit rates were left unchanged at 
-0.4%; the Governing Council broadened 
the scope of asset purchases to include 
bonds with remaining maturities of one 
year or more. The decision may effectively 
push interest rates even lower.

Despite weakening inflation expectations, 
the BOJ did not change its monetary 
policy stance or implementation.

The short-term policy rate remains at 
negative 0.1%; annualized exchange-
traded fund purchases of ¥6.0 trillion will 
target a 10-year Japanese government 
bond yield around “zero-percent” in an 
attempt to stave off deflation.



The February low in oil prices marked a 75% decline from the July 2014 
high point. Oil prices have increased more than 105% from February 
through the end of 2016.

Capital Markets Review
Oil Prices and Earnings Stability

OPEC and non-OPEC oil production deals 
were reached during December, helping to 
propel oil prices significantly higher.

Prices for West Texas Intermediate (WTI) 
crude oil moved from just over $45 per 
barrel to above $53 per barrel after an 
agreement was reached between OPEC 
member nations to cut its overall 
production by 1.2 million barrels a day.

An additional agreement was reached 
between large oil-producing non-OPEC 
members (namely Russia) to cut its 
overall production by 558,000 barrels per 
day.

Actual compliance and enforcement with 
these agreements are often an issue, but 
we view this newfound cooperation as 
supportive of oil prices going forward.

Stability in oil prices have helped form a bottom in manufacturing 
activity and energy, further translating into a bottom in aggregate 
corporate profits.

The Institute for Supply Management 
(ISM) Manufacturing Index, which we view 
as one of the best leading indicators of 
economic activity, bottomed around the 
same time as oil prices during the first 
quarter of the year.

Declines in the trailing four quarters 
operating earnings for the S&P 500®, 
which fell more than 10% in the early part 
of 2016, have since begun to moderate. 

Year-over-year earnings-per-share growth 
turned positive in the third quarter, and 
consensus is for it to remain positive in 
the fourth quarter. 



Economically sensitive sectors continued their rally in the fourth 
quarter, and defensive sectors extended their retreat from the third 
quarter.

Capital Markets Review
U.S. Equity Markets

The Financials sector led the equity 
market advance during the fourth quarter 
largely on prospects for higher interest 
rates and looser regulations largely 
benefiting banks, capital markets, and 
insurance companies. The cyclical sectors 
of Energy, Industrials, and Materials 
gained on the expected rampup in U.S. 
infrastructure spending and an improved 
global outlook as commodity prices 
stabilized.

The bond proxy sectors of Real Estate and 
Utilities, and the defensive sectors of 
Health Care and Consumer Staples, came 
under pressure on the assumption of 
higher interest rates and increased U.S. 
economic growth, which may put upward 
pressure on inflation.

Despite the declines in the defensive and 
higher-yielding sectors during the second 
half of the year, only Health Care finished 
the year lower.

On a market capitalization basis, small 
caps dramatically outperformed large 
caps, as smaller companies stand to 
benefit from possible tax reform and any 
potential repeal of the Affordable Care Act. 
Smaller companies are also viewed as 
possible safe havens from potentially 
disruptive trade policies and currency 
effects. Higher interest rates may lead 
some companies to explore merger and 
acquisition activity to help supplement 
organic growth.

Value posted strong results during the 
fourth quarter across the market cap 
spectrum and capped off strong 2016 
returns, with economically sensitive 
sectors rallying after the election.

Growth posted more muted results during 
the quarter, with exposure to Health Care, 
Information Technology, and Consumer 
Discretionary pressuring overall returns. 



International equity markets declined across the board in the fourth 
quarter, though they advanced moderately in 2016. 

Capital Markets Review
Non-U.S. Equity Markets

In 2016, performance across market cap 
ranges was fairly consistent, though 
emerging markets significantly 
outperformed developed markets. Value 
style continued to outperform growth.

In a reversal from the third quarter, small 
cap underperformed large cap, largely the 
result of many investors expecting 
exporters to benefit from weakening 
domestic currencies relative to the dollar.

Value outperformed growth in the fourth 
quarter and for the year due to strong 
performance in cyclical sectors such as 
Energy and Materials, while Health Care 
and Consumer Discretionary 
underperformed.

The strength of the dollar continued in the 
fourth quarter and negatively affected 
international returns for unhedged U.S. 
investors.

In Europe, equity returns remained 
subdued largely due to an overhang from 
political uncertainty, including the Italian 
referendum, upcoming French and 
German elections in 2017, the U.K.’s 
expected Brexit negotiations, and 
deflationary pressures.

In local currency terms, Japanese equities 
rose during the fourth quarter, leading all 
developed-world equity markets and 
benefiting from a weakening yen and 
optimism about the U.S. and Chinese 
economies boosting exporters. In U.S. 
dollar terms, Japanese equities were little 
changed.



Falling U.S. Treasury yields through first-half 2016 reversed course, 
rising sharply during the fourth quarter and pressuring fixed income 
returns. 

Capital Markets Review
Taxable Fixed Income Markets

Through the first half of 2016, bonds 
with longer duration and less credit 
outperformed their shorter duration, 
more credit-oriented counterparts.

U.S. Treasury yields rose across the 
yield curve during the fourth quarter, 
jumping in November amid growing 
anticipation of a December rate hike by 
the Federal Reserve.

A federal funds rate hike, stronger-than-
expected U.S. economic fundamentals, 
and investor optimism around future 
fiscal stimulus helped buoy risk assets 
during the fourth quarter, generally at 
the expense of safe-haven Treasuries.

Securitized agency credits broadly 
outpaced Treasuries and corporate 
securities during the quarter, with 
agency mortgage-backed securities and 
asset-backed securities experiencing 
less downside due in part to shorter 
durations as rates increased.

Global yields stretched further into 
positive territory, with the last two 
negative-yielding issuers, Japan and 
Finland, seeing yields turn positive in 
late October. Within the G-10, non-U.S. 
sovereigns, losses ranged from 5% to 
15%.

During the quarter, emerging market 
corporates posted modest losses relative 
to hard-dollar government issues due in 
part to the greater duration in 
sovereigns and the resilience in metals & 
mining issues. 

For the year, emerging market bonds 
performed well due in part to the 
commodities rebound that began in 
February, especially for commodity-
related sovereigns and industrial 
securities. 



Demand for risk assets continued during the fourth quarter, with credit 
option-adjusted spreads tightening moderately in both investment 
grade and high yield.

Capital Markets Review
Taxable Fixed Income Markets

Concerns about global growth and 
suppressed commodity prices was a 
factor leading to spread widening 
across credit markets through mid-
February. 

From late-February onward, risk assets 
rallied sharply and consistently through 
the year, largely shrugging off political 
shocks such as the Brexit vote and the 
U.S. presidential election.

Despite producing losses during the 
fourth quarter, corporate investment-
grade securities produced solid 
investment gains for the year. Financial 
and utilities securities lagged 
industrials, which benefited from strong 
performance of energy and basic 
materials.

High yield fixed income securities, 
particularly lower credit quality 
securities, posted modest gains for the 
fourth quarter and produced equity-like 
gains for the year, with spreads in the 
high yield index narrowing from over 
850 basis points in mid-February to 
near 400 basis points at year end.

Spreads on both investment grade and 
high yield fixed income securities 
ended the year modestly tighter than 
historical averages. 



Capital Markets Review
Alternatives - Commodities
Commodities posted a return of 2.7% for the fourth quarter and 11.8% 
for full-year 2016, marking the first year of gains since 2010. 

• Energy contributed the most to the 
quarter’s return, with oil advancing on 
news of an OPEC production cut. Also, the 
price of natural gas rose on tightening 
inventories and colder weather. 

• Industrial metals also performed well, led 
mainly by copper, which benefited from 
better economic data out of China and 
expectations of increased infrastructure 
spending in the United States. 

• Precious metals was the worst performing 
sector for the quarter, with gold declining 
due to a stronger dollar and postelection 
expectations of better economic growth 
and additional rate hikes.

• On the back of higher energy prices, 
natural resources and master limited 
partnerships (MLPs) produced positive 
returns in the fourth quarter, but 
infrastructure reported a loss of 4.3% due 
to a selloff in utilities, airports, and toll 
roads. These sectors were negatively 
affected by a combination of rising interest 
rates and, in the case of airports and toll 
roads, increased uncertainty about future 
European unity. 

• Despite mixed performance for the 
quarter, infrastructure, natural resources, 
and MLPs all reported substantial gains in 
2016.



REITs reported a loss of 3.3% in the fourth quarter and a gain of 8.6% 
for full-year 2016. The year was really a tale of two halves for REITs, 
both in terms of sector leadership and performance relative to broader 
equities.

Capital Markets Review
Alternatives - Real Estate Investment Trusts (REITs)

During the first half of 2016, REITs rose 13.7% and outperformed the S&P 500® by almost 
1,000 basis points (bps). Conversely, during second-half 2016, REITs declined 4.4% and 
underperformed the S&P 500 by over 1,200 bps. During the second half of the year, 
stronger economic data increased the likelihood of a Federal Reserve rate hike later in the 
year, causing many investors to shy away from higher-yielding sectors. This phenomenon 
accelerated postelection as yields and expectations of future economic growth rose.

Lodging and apartments were the best 
performing sectors in the fourth quarter. 
Lodging outperformed all other sectors by 
over 1,800 bps, with expectations for better 
economic growth leading many investors to 
believe this could positively affect travel. 
Lodging and apartments also have shorter 
leases that are generally able to reset more 
quickly in response to improving growth and 
higher inflation. 

Conversely, free-standing retail and health 
care, which have some of the longest leases 
and are the most interest-rate-sensitive 
sectors, were some of the worst performing 
sectors during the quarter. Regional malls 
also underperformed on concerns about 
retailer bankruptcies and store closings, as 
well as e-commerce trends.

The top performing sectors for the year were 
industrial, data centers, and lodging. 
Industrial benefited from a favorable 
supply/demand balance and e-commerce 
trends, and lodging mainly showed strong 
performance in the fourth quarter. 

The worst performing sectors for the year 
included self-storage, regional malls, and 
apartments. After being the sector to report 
the largest gains in 2015, self-storage 
underperformed in 2016 partly due to 
concerns about an increasing level of supply.



Capital Markets Review
Alternatives – Hedge Funds

Multi-Strategy: Multi-strategy performance was mixed on the year, depending on 
exposures to manager substrategy. For example, funds with high exposure to managed 
futures generally struggled while many absolute return strategies (such as event driven) or 
higher beta strategies outperformed.

Commodity Trading Advisor (CTA)/Global Macro: Performance among global macro 
hedge funds was mixed during the fourth quarter and throughout 2016. Generally, 
systematic trend following strategies underperformed while some discretionary managers 
were able to successfully navigate volatility across geographies to end with positive 
performance. Managers that succeeded were generally able to capitalize on the following 
themes: 1) long dollar assets; 2) short developed Europe, especially the euro; and 3) long 
emerging markets, specifically Latin America and India. 

Event Driven: Event-driven managers were the strongest performers among the four 
major hedge fund strategies during the fourth quarter, with the HFRX Event Driven Index 
posting a return of 3.65%. This puts the HFRX Event Driven Index up 11.08% for the year. 
Among the event-driven substrategies, Activists and Distressed/Restructuring managers 
performed the best. Merger arbitrageurs achieved smaller gains on the quarter.

Relative Value: Relative value managers generally posted gains during the quarter. The 
corporate credit/high yield market got off to a strong start in October but struggled late in 
the month, as fears of higher rates and anticipation about the upcoming U.S. election 
came to the forefront. This muted the positive performance of many managers and pushed 
others into negative territory. 

Long/Short Equity: The fourth quarter of 2016 was a difficult quarter for most global 
equity long/short funds. The HFRX Hedged Equity Index was up 0.8% in the quarter, 
bringing year-to-date results to 0.1%. This compares to the 12% return for the S&P 500®. 
Global equity long/short alpha was negative in December, causing the fourth quarter to be 
the second worst quarter since 2010 (first-quarter 2016 was the worst). 2016 is also the 
first year where alpha generation among equity long/short funds was negative. Longs were 
challenging throughout the fourth quarter, while shorts were difficult immediately after the 
U.S. election but started to perform better toward year end. 



Capital Markets Outlook
Economic and Asset Class Outlook

Since the election, financial asset prices have quickly recalibrated to reflect 
President-Elect Donald Trump’s anticipated agenda of sharply higher interest rates 
and equity prices in anticipation of a pickup in economic growth and inflation.

For now, the fundamental backdrop still poses some distinct challenges – valuations 
are elevated, significant credit expansion appears unlikely, global growth has yet to show 
signs of a meaningful acceleration, and productivity gains have been rather poor.

The outcome for financial markets could be binary in 2017, with expectations high 
for fiscal policy to propel fundamental growth.

• If investors continue to believe that broad tax cuts/reforms, infrastructure spending, 
and reduced regulation will steepen the U.S. growth trajectory, then we believe it is 
easy to make the case for a late-cycle bull market surge and possibly an 
extension of the current business cycle.

• However, if clear progress is not made and in rather short order, or adverse 
international political or trade developments were to occur, optimism may very well 
give way to pessimism, increasingly bearish sentiment, and possibly a more 
rapid end to the current cycle.

Ultimately, we expect fiscal stimulus to take the reins from increasingly 
impotent monetary policy, helping to create an environment that is 
likely to prove more fundamentally supportive than what we have seen 
in recent years.

Growth is unlikely to accelerate organically (and significantly) in the 
coming quarters, but we believe the outcome of the election is likely to 
boost confidence enough in the near term to support at least a modest 
improvement in overall economic conditions. 

Our outlook for domestic equities is one of cautious optimism. Chances of a recession 
remain low, and we believe prices can move even higher from their current lofty levels. 
But upward momentum is mostly a function of the potential for an acceleration in growth 
on the heels of possible policy changes the new administration might begin to implement. 

Even though developed international valuation multiples appear relatively more 
attractive versus domestic equities, we see more potential risks and disruptions and fewer 
positive growth catalysts. A stronger U.S. dollar in 2017 may present headwinds to U.S. 
investors. We think emerging markets equities are very likely to remain under pressure 
in 2017. We are similarly cautious on emerging market debt.

We believe there are still a number of secular factors in place that will likely enable a 
lower-for-longer interest rate environment to persist, including a global savings glut, 
demographic tends, and high and rising debt levels. The market’s anticipation of potential 
changes (higher growth and inflation, a more hawkish Federal Reserve) may be all that 
matters in the short run for interest rate movements, in our view. We expect to 
maintain neutral duration positioning throughout 2017. The overall environment is 
generally supportive of high yield credit, and we expect default rates to continue to 
moderate, if not fall, from present levels. 
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Large Cap Equity
35.9%

Mid Cap Equity
10.0%Small Cap Equity

9.8%

International
8.8%

Real Estate
3.4%

Fixed Income
26.7%

Alternatives
2.0%

Cash & Equivalents
3.4%

Asset Allocation
As of 12/31/2016

Market Value Portfolio Allocation Policy Range
Large Cap Equity $7,839,074 35.9%
Mid Cap Equity $2,189,246 10.0%
Small Cap Equity $2,132,459 9.8%
International $1,928,517 8.8%
Real Estate $735,735 3.4%

Total Equity $14,825,031 67.9% 50% - 70%
Fixed Income $5,822,561 26.7% 15% - 35% 
Alternatives $439,862 2.0% 0% - 30%
Cash & Equivalents $749,779 3.4% 0% - 10%

Total $21,837,234 100.0%



Portfolio Holdings
As of 12/31/2016

Description Units Price
Market 
Value

Large Cap Core
 iShares Tr S&P 500 Index ETF 17,639 $224.99 $3,968,599 18.2
 PNC Large Cap Core $3,870,475 17.7

Mid Cap Core
 iShares Russell Midcap 12,240 $178.86 $2,189,246 10.0

Small Cap Core
 PNC Small Cap Core 88,815 $24.01 $2,132,459 9.8

International
 PNC International Equity Fund 80,326 $18.48 $1,484,420 6.8
 Seafarer Overseas Growth 39,865 $11.14 $444,097 2.0

Real Estate
 T Rowe Price Real Estate Fund 25,815 $28.50 $735,735 3.4

Total Equity $14,825,031 67.9

Fixed Income
 PNC Capital Advisors $5,822,561 26.7

Total Fixed $5,822,561 26.7

Alternatives
 AQR Long-Short Equity 33,654 $13.07 $439,862 2.0

Total Alternatives $439,862 2.0

Short Term
 Cash & Equivalents 749,779 $1.00 $749,779 3.4

Total Short Term $749,779 3.4

Total for Account $21,837,234 100.0

% of 
Total



Investment Performance



QTD 1 Year 3 Year 5 Year

Total Portfolio (Gross) 1.09% 5.60% 5.41% 9.20%

Total Portfolio (Net) 1.02% 5.31% 5.12% 8.90%

MSCI ACWI / Barclays U.S. Aggregate 
(60/40) -0.48% 5.92% 3.26% 6.63%

MSCI ACWI / Barclays Global Aggregate 
(60/40) -2.16% 5.69% 1.94% 5.76%

Total Equity 2.53% 7.57% 7.16% 13.04%

MSCIA ACWI (Net 1.19% 7.87% 3.13% 9.36%

Russell 3000 4.21% 12.73% 8.43% 14.67%

Total Fixed -2.03% 1.57% 1.83% 1.70%

Barclays Global Aggregate -7.07% 2.09% -0.18% 0.21%

Barclays U.S. Aggregate -2.98% 2.65% 3.03% 2.23%

Total Portfolio Performance
As of 12/31/2016

-2.0%

0.0%

2.0%

4.0%

6.0%

8.0%

10.0%

QTD 1 Year 3 Year 5 Year

Total Portfolio Performance

Total Portfolio (Gross) Total Portfolio (Net) MSCI ACWI/Barc US Agg (60/40)



Manager Performance
As of 12/31/2016

QTD 1 Year 3 Year 5 Year

Large Cap Core
iShares Tr S&P 500 Index ETF 3.81% 11.90% 8.81% 14.59%

 S&P 500 TR 3.82% 11.96% 8.87% 14.66%
PNC Large Cap Core 2.61% 6.80% 9.13% 13.21%

 S&P 500 TR 3.82% 11.96% 8.87% 14.66%
Mid Cap Core
iShares Russell Midcap 3.20% 13.66% 7.77% 14.53%

 Russell Midcap 3.21% 13.80% 7.92% 14.72%
Small Cap Core
PNC Small Cap Fund 8.25% 10.04% 6.10% 15.71%

 Russell 2000 8.83% 21.31% 6.74% 14.46%
Total International
PNC International Equity Fund -4.50% 0.49% -1.25% 9.08%

 MSCI ACWI Ex US Net -1.26% 4.49% -1.78% 5.00%
Seafarer Overseas Growth -6.47% 9.34% 1.46% n/a

 MSCI Emerging Market Net -4.16% 11.19% -2.55% 1.28%
Other Equity
T Rowe Price Real Estate Fund -1.83% 6.04% 12.96% 11.74%

 NAREIT ALL Equity Reits -3.28% 8.63% 12.66% 11.98%
Fixed Taxable
PNC Intermediate Govt Credit SMA -2.03% 1.57% 1.83% 1.70%

 Barclays Intermediate Govt/Credit -2.07% 2.08% 2.09% 1.85%
Total Alternatives
AQR Long-Short Equity 4.86% 11.09% 14.32% n/a

 HFRX Equity Hedge 0.79% 0.10% -0.28% 2.92%

Inception Dates:
iShares S&P 500 ETF - 11/2016
PNC Large Cap Core SMA – 9/2009
iShares Russell Midcap ETF – 1/2013
PNC Small Cap Fund – 7/2004
PNC International Equity Fund – 8/1997
Seafarer Overseas Growth & Income – 12/2016
T Rowe Price Real Estate Fund – 05/2014
PNC Intermed Govt Credit SMA – 12/1990
AQR Long-Short Equity Fund – 12/2016



Portfolio Valuation

Top 10 Holdings

JP Morgan Chase & Co 3.55%

Alphabet Inc 2.86%

Apple Inc 2.56%

Facebook Inc Cl A 2.37%

Comcast Corp Cl A 2.13%

Johnson & Johnson 2.05%

Home Depot 2.01%

Constellation Brands Inc 1.94%

Pfizer Inc 1.91%

Walt Disney Co 1.90%

Sector Allocation

Number of
Holdings Dividend Yield

PNC Large Cap Core Advantage 68 1.5%

S&P 500 505 2.0%
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Duration YTM Avg. Life Avg. Coupon

Cleveland Public Library 3.91 yrs 2.04% 4.37 yrs 2.38%

Barclays Intermediate Gov/Credit Index 4.03 yrs 2.11% 4.39 yrs 2.44%

Quality Allocation

AAA AA A BBB Avg.

Cleveland Public Library 72% 8% 20% 1% Aa1

Barclays Intermediate Gov/Credit Index 65% 5% 13% 17% Aa2

Portfolio Statistics

Effective Duration Buckets

Fixed Income Structure
As of 12/31/2016



Market Outlook



PNC’s Market Outlook 4Q16
Positives (+), Negatives (-), and Uncertainties (~) in 
the Current Environment

Economy +

We expect sustainable global and U.S. GDP growth for 2017, 
while downside risks remain. 
The unemployment rate was 4.7% as of December 2016, 
within the Federal Reserve (Fed) target range.
We expect U.S. economic growth to continue in 2017, with 
real GDP growth of 2.4%.

Interest 
Rates ~

Rates and yield-curve slope remain stimulative. Long-term 
interest rates remain low, with a flight-to-safety market 
response to global growth concerns. The Fed remains 
supportive of maintaining low short-term rates, even as the 
unemployment rate has dropped below 5%.
In December 2016, the Fed raised interest rates for the 
second time since 2006. Forward interest rate projections 
predict a low and slow raise. PNC expects two rate increases 
in 2017 and four in 2018.

Inflation +

We expect inflation will begin to move higher with the rise in 
oil pressures; however, we expect the rate will remain below 
the Fed’s 2% target.
Muted wage growth suggests a containment of inflation and 
subdued core inflation.
Commodity prices are not posing an inflationary threat near 
term, in our view.

Earnings +

We estimate earnings growth for S&P 500® companies should 
be in the mid-single digits for 2017.
Fourth-quarter 2016 estimates have S&P 500 earnings rising 
year over year, led by Financials, and as the large declines in 
earnings from the Energy sector begin to taper off.
We believe companies have room to beat expectations, with 
potential upside to 2017 earnings should the incoming 
administration’s proposals for tax reform and fiscal stimulus 
come to fruition.   

Valuation ~
Valuations remain supportive relative to bonds and cash.
Modest inflation and low interest rates help support a higher 
market multiple on normalized earnings.

Supply/
Demand ~

Share buybacks and significant positive dividend actions have 
continued partly because companies have amassed large 
liquid asset levels.
Appetite for deals continues, aided by record cash on balance 
sheets.



Disclosure

The PNC Financial Services Group, Inc. (“PNC”) uses the marketing name PNC Institutional
Advisory SolutionsSM for discretionary investment management, trustee, and other related services
conducted by its subsidiary, PNC Bank, National Association (“PNC Bank”), which is a Member
FDIC. Standalone custody, escrow, and directed trustee services; FDIC-insured banking products
and services; and lending of funds are also provided through PNC Bank. PNC does not provide
legal, tax, or accounting advice unless, with respect to tax advice, PNC Bank has entered into a
written tax services agreement. PNC does not provide services in any jurisdiction in which it is not
authorized to conduct business. PNC Bank is not registered as a municipal advisor under the Dodd-
Frank Wall Street Reform and Consumer Protection Act (“Act”). Investment management and
related products and services provided to a “municipal entity” or “obligated person” regarding
“proceeds of municipal securities” (as such terms are defined in the Act) will be provided by PNC
Capital Advisors, LLC, a wholly-owned subsidiary of PNC Bank and SEC registered investment
adviser.

“PNC Institutional Advisory Solutions” is a service mark of The PNC Financial Services Group, Inc.

Investments: Not FDIC Insured. No Bank Guarantee. May Lose Value.
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