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Market Outlook 

 

With a new year just around the corner, the outlook for 

the economy and financial markets is top of mind for 

many investors.  A new administration in Washington 

seems anxious to take the country in a different direc-

tion.  In this issue of Investment Insights, we consider 

the implication for investors. 

 

Key Points 

 Market forces are more powerful than political forces. 

 Politicians often say things during the campaign they 

don’t always mean. 

 New presidents don’t always get to achieve policy 

goals. 

 Our nation has survived a broad range of political 

leaders and policies. 

 Don’t make any hasty decisions. 

 The policy initiatives we are starting to see offer the 

potential to bring significant benefits. 

 The Model Wealth Program is well-positioned as we 

aim to take advantage of trends we could see unfold-

ing in the new year. 

  1 Yr 3 Yr 5 Yr 10 Yr 

U.S. Large Stocks 8.30 9.37 16.29 6.95 

U.S. Small Stocks 14.17 7.69 16.75 6.92 

U.S. Bonds 2.09 2.74 2.37 4.30 

Intl Developed Mkts Stocks -0.51 -2.17 5.79 1.12 

Intl Emerging Mkts Stocks 4.76 -3.12 1.97 2.31 

U.S. Inflation (CPI) 1.39 1.07 1.27 1.80 

Source: Morningstar.  Annualized returns for periods ended Novem-
ber 27, 2016. U.S. large stocks is the S&P 500 Index, U.S. small stocks 
is the Russell 2000 Index, U.S. Bonds is the Barclays US Aggregate 
Bond Index, Intl Developed Markets is the MSCI All Country World 
Index Ex-US, International Emerging Markets is the MSCI Emerging 
Markets Index.  Returns include dividends and interest. Investing in-
volves risk including the potential loss of principal.  No strategy as-
sures success or protects against loss. Past performance is not an 
indication of future results.   

Election 2016: Implications for investors 

In the wake of an historic election, many investors are 

wondering what it all means for the economy and the 

financial markets.  But before we explore what might 

happen next, here are a few thoughts to keep in mind 

when you consider important investment decisions in 

the new year. 



Market forces are more powerful than political forc-

es 

Remember, every day in America, 151 million people 

get up and go to work (Source: Bureau of Labor Statis-

tics). There are many factors other than politics that 

determine the long-term direction of stock prices and 

the economy.   

Politicians often say things during the campaign 

they don’t mean  

During the presidential campaign of 1928, a circular 
published by the Republican Party claimed that if Her-
bert Hoover won there would be “a chicken in every pot 
and a car in every garage”.  Presidential candidates 
often change their tone and their approach once they 
are faced with the weight of the Oval Office.  While 
candidate Trump took a number of positions that might 
be considered hard line during the campaign, his tone 
was much more conciliatory during his acceptance 
speech.  Markets rallied in response to the perception 
of a more measured approach. 

New presidents aren’t always able to achieve policy 

goals 

As an example, candidate Trump mentioned he wanted 

to reinstate the Glass-Steagall Act, the law that sepa-

rates commercial banking from investment banking.  

Even if he still wants this to happen, he will need the 

approval of Congress.  Our system of checks and bal-

ances (Congress and the Courts) often blocks ideas 

that are too radical or ambitious. 

Our nation has survived a broad range of political 

leaders and policies 

The stock market, as measured by the S&P 500, has 
risen in 95 percent of the rolling 10-year periods since 
1926.  A long-term bet against the U.S. stock market 
has almost always been a bad bet. Source: Morn-
ingstar. 

Don’t make any hasty decisions 

While there is often a strong desire to make investment 

decisions in the wake of a major election, we offer this 

word of caution: Any effort to re-position assets will 

likely be counter-productive for three reasons: 

1. You need to be right in your forecast for the market 
2. You need to be right in your forecast for the policy 

change 
3. You need to assume that the market hasn’t already 

reflected the news 

 

This is very difficult to accomplish.  As an example, 

there was almost universal agreement that a Trump 

victory was a remote possibility, but if it did happen, 

the stock market would melt down because of the 

uncertainty created by such an event.  As it turned  

 

out, the stock market melted up, not down, and the prog-

nosticators had egg on their faces.   A better approach to 
investing is to maintain a long-term perspective, avoid 
short-term predictions, and focus on the things you can 
control, such as the quality of your investments and the 
diversification of your portfolio. 

Outlook 2017 

Government Policies  

Now, with that said, let’s consider the implications of a 
Trump victory.  Over the past 28 years, each new presi-
dent has generally succeeded in passing their signature 
initiatives.  Congress can block some, but probably not all 
the president’s plans.  Clinton, Bush, and Obama each 
began with their own party controlling the legislature, 
which gave an early advantage that was later reversed in 
their second term.  Clinton lost on healthcare, but 
achieved bipartisan welfare reform.  Bush was able to 
pass tax cuts and went to war in Iraq and Afghanistan.  
For Obama, Congress blocked a number of initiatives, 
but his core objectives were either pushed through Con-
gress (healthcare), not reliant on Congress (foreign poli-
cy), or achieved through compromise after his reelection 
(expiration of Bush tax cuts for upper income levels).    

 
Trump’s priorities during the campaign were trade, immi-

gration, higher fiscal spending, and protecting entitle-

ments at current levels.  We believe President Trump will 

focus on job creation through fiscal stimulus and tax cuts, 

and reducing burdensome regulations. 

The Tax Code 

Republicans have long sought reformation of the tax 

code that would lower rates and broaden the tax base.  

President Trump will likely propose to lower the top cor-

porate tax rate from 35% to 15% and lower the top mar-

ginal personal tax rate from 39.6% to 33%.  Corporate tax 

reform could also include a lower tax rate on companies 

that elect to bring overseas cash back to the United 

States.  We believe lower corporate and personal tax 

rates and a simpler tax code is a significant positive for 

the economy, and could lead to faster growth and more 

job creation.   

Government Spending  

Trump has proposed an infrastructure spending package 

of as much as $1 trillion, a similar figure to President 

Obama’s $787 billion fiscal package in 2009.  Unlike 

President Obama’s plan, which relied on federal govern-

ment grants to the states for infrastructure projects like 

road and bridge repair, the Trump proposal relies on tax 

credits that would incentivize the private sector to spend 

on infrastructure.  Deficit hawks in Congress may de-

mand a more trimmed-down version of this plan, but a 

boost to U.S. infrastructure spending is a positive step, 

and is likely to show up in the economic growth figures in 

the second half of next year and 2018. 

 

 



Regulations 

President-elect Trump said that, if elected, he would ask 

all department heads to submit a list of wasteful and un-

necessary regulations which kills jobs, and which does 

not improve public safety, and eliminate them.  He also 

said he would issue a temporary moratorium on new 

agency regulation. 

As an example of deregulation, President-elect Donald 

Trump said he would “dismantle” Dodd-Frank, the legis-

lation that gave birth to the Consumer Financial Protec-

tion Board.  Last month, a federal appeals court ruled 

that the agency must be restructured so that the director 

could be removed at will, marking a major win for Re-

publicans and industry groups looking to limit the inde-

pendence of the agency.  One plan calls for restructuring 

the CFPB so that it would be led by a five-member com-

mission instead of a single director.  

 

Financial Markets and the Economy 

 
U.S. Dollar 

U.S. economic growth could surprise to the upside next 

year.  That could lead to modestly higher interest rates in 

the U.S.  Differences in interest rates are the strongest 

predictor of currency trends over the short-term.  Rela-

tive economic performance between the U.S. and the 

rest of the world suggests that the U.S. dollar will contin-

ue to rally relative to other currencies. 

 

 

 

 

Fed Policy 

Trump was intensely critical of the Federal Reserve dur-

ing the campaign, but we believe that was mainly for 

show.  Yellen is unlikely to resign, and it would be legally 

difficult for the President to remove a sitting Fed Chair 

prior to the end of her term, which ends in February 

2018.  There are currently two empty seats on the Feder-

al Reserve’s 7-member Board of Governors that will 

need to be filled. It is likely that they will be filled by “hard 

money” inflation hawks, who are likely to be inclined to 

raise interest rates a bit more aggressively than Chair 

Yellen if inflation expectations increase.  We expect a 

rate increase of 0.25% in December, and another two to 

three rate hikes next year. 

Bonds 

The initial response of the bond market to a Trump victo-

ry was a significant increase in interest rates.  The 10-

year Treasury yield initially rose to 2.33% on November 

21st, from a low of 1.79% on November 4th.  Given the 

low absolute level of yields, the move ranked as the larg-

est gain on a percentage basis (30.7%) going back to at 

least 1962.  This increase is mainly attributable to the 

view that President Trump would stimulate the economy, 

which could put upward pressure on inflation and borrow-

ing costs.  In our Model Wealth Program, we continue to 

maintain a cautious stance towards interest rates, which 

we believe will continue to move modestly higher in 

2017.  Wages have begun to rise with tightness in the 

labor market, and any fiscal stimulus will only increase 

inflation worries.  Longer term, higher interest rates will 

also mean higher income for our bond investments.  If 

maturities are managed carefully, we still believe bonds 

offer diversification benefits for investors, because bonds 

can potentially dampen the volatility of the stock market.  

It’s worth noting that over the past several weeks when 

bond returns have been weak, stock returns have been 

very strong. 

U.S. Stocks 

Prior to the election, the consensus view was that a 

Trump victory would be very bad for the stock market 

because a Trump Presidency would create tremendous 

uncertainty.  As is the case with many consensus views, 

the opposite occurred.  The stock market, as measured 

by the S&P 500, has risen 3.4 percent from November 

8th
  
through November 25th.

 

The rally has been led by many sectors that sold off in 

anticipation of a Clinton victory, such as healthcare and 

financials.  The Trump victory triggered a major rally in 

these groups, as well as industrials, which might benefit 

from faster economic growth. The energy sector, which 

was under tremendous pressure due to the previous ad-

ministration’s preference for green energy and punitive 

policies towards fossil fuels, also rallied.  

  

 



: 

Bonds are subject to market and interest rate risk if sold prior to 
maturity.  Bond values and yields will decline as interest rates rise 
and bonds are subjected to availability and change in price.   

Government bonds and Treasury bills are guaranteed by the US 
government as to the timely payment of principal and interest 
and, if held to maturity, offer a fixed rate of return and fixed princi-
pal value. 

International and emerging market investing involves special risks 
such as currency fluctuation and political instability and may not 
be suitable for all investors. 

The Standard & Poor’s 500 Index is a capitalization weighted 
index of 500 stocks designed to measure performance of the 
broad domestic economy through changes in the aggregate mar-
ket value of 500 stocks representing all major industries. The 
MSCI EAFE Index is a free float-adjusted market capitalization 
index that is designed to measure the equity market performance 
of developed markets, excluding the US & Canada. 

Stock investing involves risk including loss of principal.  No strate-
gy assures success or protects against loss.   

There is no guarantee that a diversified portfolio will enhance 
overall return or outperform a non-diversified portfolio. Diversifica-
tion does not protect against market risk. 

The information contained in this report is as of November 27, 
2016 and was taken from sources believed to be reliable.  It is 
intended only for personal usage.  To obtain additional infor-
mation, contact Cornerstone Wealth Management.  The indices 
mentioned in this report are unmanaged, may not be invested into 
directly and do not reflect expenses or fees.  This report was pre-
pared by Cornerstone Wealth Management.  The opinions voiced 
in this material are for general information only and are not in-
tended to provide specific advice or recommendations for any 
individual.  To determine which investment(s) may be appropriate 
for you, consult your financial advisor prior to investing. 

All performance referenced is historical and is no guarantee of 
future results. 

Securities offered through LPL Financial, Member 
FINRA/SIPC. 
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International Stocks 

International stocks were especially disappointing in 

2016, lagging the return on the S&P 500 for the third 

consecutive year.  However, there are reasons to be-

lieve the outlook will turn.  We believe central banks’ 

monetary policy is nearing the end of its ability to stimu-

late growth. Recognizing this, government leaders are 

likely to stimulate growth through government spending 

in 2017.  As the graph above shows, international stocks 

have underperformed U.S. stocks for 81 consecutive 

months, the longest period of underperformance since 

1972.  Because relative performance is cyclical, we be-

lieve a period of significant outperformance may lie 

ahead. 

The future is bright 

We believe the policy initiatives we are starting to see 
offer the potential to bring significant benefits.  Fewer 
regulatory burdens, lower taxes on corporations, small 
businesses and individuals, and a focus on growing the 
economy and jobs could be just the right mix of policies 
to keep our economy moving forward.  Since the elec-
tion, financial markets have responded positively to the 
expectation of a more pro-business climate.  The Model 
Wealth Program is well-positioned as we aim to take 
advantage of trends we could see unfolding in the new 
year. 

Alan F. Skrainka, CFA 

Chief Investment Officer 

 

Investment Insights is emailed monthly to our clients and friends.  Reproduction or distribution of this material is prohibited and all rights are reserved.   


