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September	26,	2016

0	Views

Politics	aside,	the	next	president	will	be	pressed	to	boost	growth,	trade,	innovation,	and	jobs	in	a	slow

economy	transformed	by	globalization	and	technology.

Note:	The	purpose	of	this	special	report	is	to	help	investors	evaluate	the	potential	investment
implications	of	the	presidential	candidates’	most	salient	economic	policies.	It	is	not	intended	to
take	sides	but	rather	to	shed	light	on	how,	historically,	markets	and	sectors	have	performed
before	and	after	past	elections,	and	how	various	interests	might	be	affected	by	current
proposals,	which	might	prompt	consideration	of	the	possible	investment	decisions	to	be
made.

Amid	unprecedented	political	polarization,	lackluster	growth,	persistently	low
interest	rates,	and	mounting	geopolitical	tensions,	investors	are	grappling	with
allocation	decisions	as	what	may	be	the	most	contentious	presidential	election	in
their	lifetime	approaches.						

Some	investors	have	reduced	their	equity	allocations	in	favor	of	f ixed-income
asset	classes,	even	though	high-growth	stocks 	can	thrive	in	a	low-growth
economy.	Others	have	maintained	positions	in	dividend-paying	stocks 	and
tweaked	their	high-yield	bond	holdings,	given	improved	fundamentals	in	certain
sectors	(e.g.,	energy).		Still	others	have	increased	allocations	to		short -durat ion
bonds	and/or	bank	loans 	(assuming	a	gradual	rise	in	interest	rates),	or	shifted
more	assets	into	tax-free	bonds 	(assuming	federal	taxes	will	rise,	particularly	for	the
wealthy).

Of	course,	much	depends	on	risk	tolerances	and	time	horizons.	But	now	that	the
stage	is	set	for	the	presidential	debates	in	a	close	race,	a	quick	review	of	the
intersection	between	markets	and	elections	is	in	order.		

Since	1928,	movement	in	the	S&P	500 	Index	has	correctly	predicted	19	of	the	past
22	presidential	elections	and	every	election	since	1985,	according	to	Strategas
Research	Partners.	(See	Table	1.)	“If	stocks	are	higher	in	the	three-month	period
before	the	election,	the	incumbent	party	wins,	and	vice	versa,”	said	Strategas
partner	Dan	Clifton.	“Intuitively,	this	makes	sense.	A	lower	stock	market	reflects	a
down-trending	economy,	which	is	not	good	for	the	incumbent	party	[witness	1992,
2000,	and	2008].	Moreover,	the	uncertainty	associated	with	a	new	president	could
weigh	on	financial	markets	in	the	short	run.”
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Table	1.		Stocks	Have	Predicted	19	of 	the	Past 	22	President ial	Elect ion	Winners

Source :	Strate gas 	Re se arch	Partne rs .

Pas t	pe rformance 	is 	not	a	re liable 	indicator	or	a	guarante e 	of 	future 	re sults .	The 	inde x	is 	unmanage d,	doe s 	not	re f le ct 	the

de duct ion	of 	fe e s 	or	e xpe nse s ,	and	is 	not	available 	for	dire ct 	inve s tme nt.

	

Ned	Davis	researchers	have	concluded	that	economic	health	has	correlated	with
the	incumbent	party	retaining	the	White	House;	as	such,	the	stock	market,	year	to
date,	has	been	foreshadowing	an	incumbent-party	win.

Such	complacency	by	investors	is	“plain	wrong,”	said	Louis-Vincent	Gave,	founding
partner	and	CEO	of	Gavekal	Research.	According	to	Gave,	a	Trump	would	lead	to
liquidation	selling	of	U.S.	dollar	assets,	and	a	weaker	dollar,	in	turn,	would	favor
emerging	markets.	“A	Trump	presidency	means	that	foreigners	are	less	likely	to	buy
U.S.	assets	and	less	likely	to	save	in	U.S.	dollars,”	he	added.

What	about	congressional	elections?	Could	they	determine	the	shape,	size,	and
timing	of	any	fiscal	policy	package,	if	one	is	enacted	in	2017?	As	Strategas	notes,
all	435	seats	in	the	House	of	Representatives	are	up	for	election,	as	are	34	out	of
100	seats	in	the	Senate,	which	the	Republicans	currently	control,	54–46.		But	with
24	Republican	senators	defending	their	seats,	some	analysts	are	focusing	on	the
possibility	of	Democrats	winning	control	of	that	chamber.		As	for	the	House,
Republicans	are	expected	to	keep	the	chamber,	but	likely	will	lose	10–15	seats,
Clifton	said.	And	House	Republicans	may	have	a	more	conservative	caucus,	which
might	make	reaching	consensus	on	important	legislation	more	difficult.	For	a	closer
look	at	the	investment	implications	of	different	presidential/congressional	scenarios,
see	Chart	1.

	

Chart 	1.	Congressional	Elect ions	Will	Also	Be	Important 	for	Investors
Partisan	control,	average	annual	S&P	500	index	performance	(1933–2015,	excluding	2001–
02*)
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Source :	Strate gas 	Re se arch	Partne rs .	R=Re publican.	D=De mocrat ic.

*	Note :	Strate gas 	e xclude d	2001/02	from	the 	chart 	be cause 	the 	2000	e le ct ion	re sulte d	in	a	50/50	Se nate .	Vice 	Pre s ide nt

Che ne y	was 	the 	t ie 	bre ake r,	so	te chnically	the 	Re publicans 	controlle d	Congre ss 	through	e arly	June 	2001.	But	Se nator	J im

Je ffords 	de clare d	himse lf 	an	Inde pe nde nt	but	announce d	he 	would	the 	De mocrat ic	caucus ,	in	June 	2001.	That	re sulte d	in	a

Re publican	pre s ide ncy,	a	De mocrat ic	Se nate ,	and	a	Re publican	House 	through	the 	e nd	of 	2002.	Inte re s t ingly,	this 	conf igurat ion

of	part isan	control	had	ne ve r	happe ne d	be fore 	and	one 	and	a	half 	ye ars 	is 	not	a	robus t	e nough	sample 	to	use 	for	the 	chart .

	The 	S&P	500’s 	pe rformance 	in	both	2001	and	2002	was 	ne gat ive ,	so	if 	it 	had	be e n	include d,	it 	would	be 	the 	wors t 	pe rforming	of

the 	conf igurat ions .

	

The	Economy	
Cut	through	the	campaign	rhetoric	and	media	chatter	and	you’ll	find	that	the	United
States	is	still	the	largest	economy	in	the	world,	with	nominal	gross	domestic	product
(GDP)	of	$18.5	trillion	a	year	(measured	at	current	prices	in	U.S.	dollars),	followed
by	China 	(which	for	comparison	has	a	GDP	of	$11.4		trillion),	Japan,	Germany,	and
the	United	Kingdom. While	the	United	States	is	expected	to	maintain	that	lead	for
at	least	another	decade,	China,	for	all	its	vulnerabilities,	already	accounts	for	more
than	12%	of	world	exports—more	than	any	other	country	in	the	world—and	10%	of
the	world’s	imports,	which	in	turn	has	helped	countries	that	supply	raw	material	to
the	country	and	has	created	opportunities	for	neighbors,	according	to	the
International	Monetary	Fund.
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With	the	2016	U.S.	fiscal	year	nearly	over	(ending	September	30),	the	United	States’
national	debt	was	approximately	$19	trillion,	the	highest	since	World	War	II.	The
outlook	for	the	federal	budget 	worsened	somewhat,	with	deficits	rising	by	35%,	from
$438	billion	in	2015	(2.5%	of	GDP)	to	$590	billion	in	2016	(or	3.2%	of
GDP). 	According	to	the	nonpartisan	Committee	for	a	Responsible	Federal	Budget,
Donald	Trump’s	latest	tax	proposals	would	raise	the	federal	debt	by	$5.3	trillion	over
the	next	10	years,	versus	$200	billion	if	Hillary	Clinton's	plans	took	effect.	(Trump
economic	advisers	disputed	that	analysis,	saying	it	failed	to	factor	in	growth	they
believe	Trump's	policies	would	unleash.)

Meantime,	the	trade	deficit	declined,	to	$39.47	billion,	in	July	2016	from	an	upwardly
revised	$44.66	billion	deficit	in	the	previous	month. 		Unemployment	was	4.9%
(down	from	9.6%	in	August	2009) 		and	household	incomes	(on	a	national	level)
have	advanced	for	the	first	time	in	eight	years,	although	that	same	metric	in	a
number	of	regions	continued	to	lag.	The	U.S.	Federal	Reserve,	like	major	central
banks	around	the	world,	once	again	held	off	raising	interest	rates.	Total	return	for
the	S&P	500	was	up	7.62%	for	the	year,	and	NASDAQ’s	total	return	was	6.95%,
eclipsing	most	major	markets,	with	the	exception	of		China,	where	the	Shanghai
Index	was	down	14.9%	as	of	September	23,	2016,	according	to	Haver	Analytics.	

More	Spending	on	Inf rast ructure	and	Defense	No	Mat ter	What?	
Against	that	backdrop,	both	Clinton	and		Trump	have	responded	to	growing	voter
dissatisfaction	with	the	weak	economy	by	proposing	increased	infrastructure
spending,	which	could	help	offset	relative	cutbacks	on	transportation	(as	a
percentage	of	GDP)	over	the	last	20	years.	(See	Chart	2.)	With	national	security	and
terrorism	dominating	headlines,	increased	defense	expenditures	seem	almost
certain	after	years	of	congressional	gridlock	and	budgetary	headwinds.	(See	Chart
3.)		

	

Chart 	2.		Increased	Inf rast ructure	Spending	Could	Be	a	Boon	for
Transportat ion	
Total	government	transportation	spending,	%	of	GDP
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Source :	Strate gas 	Re se arch	Partne rs .

	

Chart 	3.	Defense	Spending	Has	Fallen	Of f 	Signif icant ly	in	Recent 	Years
U.S.	defense	spending,	fiscal	year	1990–2020E,	as	a	percentage	of	GDP			

Source :	usgove rnme ntspe nding.com,	base d	on	Congre ss ional	Budge t	Off ice ’s 	Long-Te rm	Budge t	Out look.

	

How	Other	Sectors	Might 	Fare
Clinton	is	advocating	more	aid	for	states	and	cities,	which	could	be	a	tailwind	for
municipal	bonds.	She	wants	to	push	the	country	away	from	fossil	fuels	and	plow
more	money	into	renewable	energy,	and	she	would	no	doubt	maintain	her	focus	on
drug	pricing	in	the	pharmaceutical	sector.	If	Clinton	wins	the	White	House,	she	will
get	to	select	the	next	Supreme	Court	justice,	which	finally	could	resolve	immigration
matters	of	vital	concern	to	workers	at	agriculture	companies.	Money	center	banks
likely	will	remain	under	pressure,	given	costly	regulation	and	litigation	in	recent
years,	but	financial	companies	inured	to	the	healthcare	and	insurance	policies	of
Democrats	could	benefit.			
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A	Republican	win	has	the	potential	to	trigger	a	rally	in	pharmaceutical	and	biotech
companies,	which	have	the	most	at	stake	in	this	election.	It	could	help	for-profit
education	companies,	border/cargo	inspection	services,	and	prisons.	However,	in
the	event	of	mass	deportations	of	immigrants,	certain	housing	and	food	producers
could	take	a	hit.	But	if	the	threat	of	a	$15	minimum	wage	falls	flat,	some	restaurant
chains	could	benefit.		As	for	financial	services,	some	analysts	doubt	the	massive
Dodd-Frank	financial	reform	legislation	will	be	repealed,	but	they	do	expect	some
changes	on	the	margin,	which	could	help	regional	banks,	stock	exchanges,	asset
managers,	student	lenders,	credit	cards,	and	insurers.	For	a	look	at	how	sectors
have	performed	after	past	elections,	see	Table	2.

	

Table	2.	S&P	500	Sector	Relat ive	Performance	af ter	President ial	Elect ions
Six	months	after	election	(11	cases	since	1972)
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Source s :	Ne d	Davis 	Re se arch	and	S&P	Dow	Jone s 	Indice s .		Pas t	pe rformance 	is 	not	a	re liable 	indicator	or	a	guarante e 	of

future 	re sults .	The 	inde x	is 	unmanage d,	doe s 	not	re f le ct 	the 	de duct ion	of 	fe e s 	or	e xpe nse s ,	and	is 	not	available 	for	dire ct

inve s tme nt.
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Taxes
Clinton	is	proposing	a	tax	system	that	would	ensure	that	the	wealthy,	Wall	Street,
and	corporations	pay	their	“fair	share”	in	taxes;	greater	investment	in	renewable
energy;	investment	in	infrastructure,	manufacturing,	research	and	technology,	clean
energy,	and	small	businesses;	and	rules	that	would	induce	more	companies	to
share	profits	with	employees—and	fewer	to	send	profits	and	jobs	overseas.		She
has	also	proposed	raising	the	estate	tax	rate	to	65	percent	which	would	mark	the
highest	estate	tax	rate	since	1981	if	enacted,	according	to	Strategas.	

Trump’s	tax	proposals	would	knock	the	top	tax	rate	on	businesses	down,	from	35%
to	15%;	eliminate	the	estate	tax—now	paid	by	families	worth	more	than	$5.5	million;
and	let	global	corporations	pay	a	10%	tax	rate	on	untaxed	offshore	profits,	currently
about	$2.4	trillion.	(A	similar	tax	amnesty	was	tried	in	2005,	and	some	analysts	say	it
generated	almost	none	of	the	new	inf rast ructure 	investments	promised.)		

Trade
Both	Trump	and	Clinton	have	talked	tough	on	trade,	especially	with	regard	to	the
proposed	Trans-Pacific	Partnership,	which	some	experts	believe	could	help
American	companies	sell	into	China	as	that	nation	seeks	to	rebalance	its	economy
away	from	exports	and	toward	domestic	demand,	and	within	the	latter,	away	from
investment	and	toward	consumption.

But	economists	across	the	political	spectrum	have	warned	about	the	negative
effects	of	sweeping	tariffs	that	could	lead	to	trade	wars	between	United	States	and
major	trading	partners	such	as	China,	Japan,	and	Mexico.

As	the	Peterson	Institute	for	International	Economics	(which	bills	itself	as	a	private
nonpartisan,	nonprofit	institution)	put	it,	“the	proposed	trade	policies	of	both
candidates	would	deeply	harm	the	American	economy.	Furthermore,	they	would
primarily	hurt	average	American	households	on	modest	incomes,	and	especially
many	of	the	individuals	and	communities	that	were	already	hard	hit	by	the	crisis.
Curbing	trade	will	make	worse,	rather	than	solve,	the	problem	of	American	income
stagnation	by	reducing	families’	purchasing	power,	and	by	further	slowing
productivity	growth.”

Conclusion
Clearly,	this	election	is	about	change.	It	also	is	about	anger.	“Voters	know	something
is	wrong,	and	we	have	been	in	the	greatest	period	of	political	volatility	that	we’ve
seen	in	the	last	70	years,”	said	Strategas	Research’s	Dan	Clifton.	“As	a	result,	in	the
last	four	out	of	five	elections,	American	voters	have	thrown	out	the	party	in	power,
yet	the	economy	is	still	around	a	2%	growth	rate.”
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Much	may	change	between	now	and	November	8,	as	the	electorate	evaluates	how
their	finances	might	fare	in	the	next	four	years.	But	what	kind	of	change	will	it	be?
Could,	for	example,	a	major	shift	in	congressional	power	make	a	difference?
(Current	consensus	has	Clinton	winning,	Democrats	winning	a	slight	majority	in	the
Senate,	and	Republicans	maintaining	control	of	the	House,	with	a	strong
conservative	cohort.	However,	if	Libertarian	and	Green	party	candidates	maintain
their	current	polling	levels,	some	prognosticators	say	the	race	is	still	within	the
margin	of	error.)	Could	further	reform	fix	a	broken	and	ever	costlier	healthcare
system?	With	more	bipartisanship,	perhaps,	but	if	there	is	a	continuing	partisan
intransigence	on	both	sides,	then	we	may	just	wind	up	with	more	of	the	same
disappointment,	in	which	case,	populist	fervor	will	continue	to	grow	until	voters	feel
better	about	the	economy.

Of	course,	past	performance	is	no	guarantee	of	future	results—and	the	United
Kingdom's	Brexit	vote,	for	example,	revealed	that	markets	(and	pollsters)	hardly
presage	political	events,	and	that	“black	swans”	do	exist.	After	an	election	season
marked	by	myriad	surprises,	there’s	still	no	telling	whether	one	of	those	probabilistic
waterfowl	will	pay	us	a	return	visit	in	November.

	

	Source :	Inte rnat ional	Mone tary	Fund’s 	(IMF)		e s t imate s 	for	2016.	

China's 	e volving	trade 	picture ,	in	charts ,”	CNBC,	Se pte mbe r	6,	2016

Congre ss ional	Budge t	Off ice 	data.

U.S.	Ce nsus 	Bure au	data.

Bure au	of 	Labor	Stat is t ics 	data.

	Marcus 	Noland,	Gary	Clyde 	Hufbaue r,	She rman	Robinson,	and	Tyle r	Moran,	“Asse ss ing	Trade 	Age ndas 	in	the 	U.S.

Pre s ide nt ial	Campaign,”	Pe te rson	Ins t itute 	for	Inte rnat ional	Economics ,	PIIE	Brie f ing,	Se pte mbe r	2016.

Louis 	Gave ,	Anatole 	Kale tsky,	Arthur	Kroe be r,	Charle s 	Gave ,	“De bate :	A	Trump	Win	and	the 	Dollar,”	Gave kal	Re se arch,

Se pte mbe r	26,	2016.

	

The 	S&P	500 	Inde x	is 	wide ly	re garde d	as 	the 	s tandard	for	me asuring	large 	cap	U.S.	s tock	marke t	pe rformance 	and

include s 	a	re pre se ntat ive 	sample 	of 	le ading	companie s 	in	le ading	indus trie s .	

The 	NASDAQ	Composite 	Inde x	me asure s 	all	NASDAQ	dome s t ic	and	non-U.S.	base d	common	s tocks 	lis te d	on	The

NASDAQ	Stock	Marke t.	The 	inde x	is 	marke t	value 	we ighte d,	me aning	that	e ach	company's 	se curity	af fe cts 	the 	inde x	in

proport ion	to	its 	marke t	value .

The 	informat ion	provide d	he re 	is 	for	ge ne ral	informat ional	purpose s 	only	and	should	not	be 	cons ide re d	an	individualize d

re comme ndat ion	or	pe rsonalize d	inve s tme nt	advice .

Inve s t ing	involve s 	risk,	including	poss ible 	loss 	of 	principal.

Fore cas ts 	and	proje ct ions 	are 	base d	on	curre nt	marke t	condit ions 	and	are 	subje ct 	to	change 	without	not ice .	Proje ct 	ions

should	not	be 	cons ide re d	a	guarante e .
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The	opinions	in	Marke t	Vie w	are	as	of	the	date	of	publication,	are	subject	to	change	based	on	subsequent	developments,	and	may	not

reflect	the	views	of	the	firm	as	a	whole.	The	material	is	not	intended	to	be	relied	upon	as	a	forecast,	research,	or	investment	advice,	is

not	a	recommendation	or	offer	to	buy	or	sell	any	securities	or	to	adopt	any	investment	strategy,	and	is	not	intended	to	predict	or	depict

the	performance	of	any	investment.	Readers	should	not	assume	that	investments	in	companies,	securities,	sectors,	and/or	markets

described	were	or	will	be	profitable.	Investing	involves	risk,	including	possible	loss	of	principal.	This	document	is	prepared	based	on

the	information	Lord	Abbett	deems	reliable;	however,	Lord	Abbett	does	not	warrant	the	accuracy	and	completeness	of	the	information.

Investors	should	consult	with	a	financial	advisor	prior	to	making	an	investment	decision.

Investors	should	carefully	consider	the	investment 	object ives,	risks,	charges
and	expenses	of 	the	Lord	Abbet t 	Funds.	This	and	other	important 	informat ion
is	contained	in	the	fund's	summary	prospectus	and/or	prospectus.	To	obtain
a	prospectus	or	summary	prospectus	on	any	Lord	Abbet t 	mutual	fund,	you
can	click	here	or	contact 	your	investment 	professional	or	Lord	Abbet t
Dist ributor	LLC	at 	888-522-2388.	Read	the	prospectus	carefully	before	you
invest 	or	send	money.

Not 	FDIC-Insured.	May	lose	value.	Not 	guaranteed	by	any	bank.	Copyright 	©
2016	Lord,	Abbet t 	&	Co.	LLC.	All	rights	reserved.	Lord	Abbet t 	mutual	funds	are
dist ributed	by	Lord	Abbet t 	Dist ributor	LLC.	For	U.S.	residents	only.	
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