
Presidential Election: What if 

the ‘Other’ Candidate Wins? 

W 
e are nearing possibly the most polarizing election in U.S. history. While 

flaws are evident in both candidates, most of us have one candidate that 

we could not possibly support. We are frequently asked by our clients 

about the ramifications of the election on the financial markets, so the unspoken fear 

seems to be — What will happen if “the other” candidate wins? 

Admittedly, we are not political      

experts nor is it our favorite topic. We 

would much rather discuss Apple’s 

growth prospects or the  rebound in 

the energy sector … or even whether 

cream is the best color for your living 

room walls. Regardless, we will     

attempt to provide an objective     

perspective on the election, as well 

as other items that have garnered 

our focus. 

The traditional view of the two parties 

– that Republicans are pro-business 

and   Democrats are more socially conscious – would suggest that stock markets 

would do better under a Republican president. The exact opposite is true. It is also 

true that the stock market has performed better under a Republican-controlled      

congress. The markets have had both of these working in their favor since January 

2015. 

Also, it should be noted that the traditional views of the parties have become     

somewhat blurred on the fiscal front, if not in any other way. Both parties have    

adopted the Keynesian view that the government should increase spending during 

periods of economic weakness to buffer recessionary effects. The problem lies in the 

fact that we have decided to apply it during periods of expansion, as well. It has been 

nearly three decades since our federal government has experienced a budget       

surplus. 
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The traditional view of 
the two political parties 
— that Republicans are 
pro-business and     
Democrats are more  
socially conscious — 
would suggest that the 
markets would do well 
under a Republican  
president. The exact  

opposite is true. 

Fiscal policy and        
corporate earnings could 
have significant bearing 
on the direction of the 
markets in the fourth 
quarter, no matter whose 
name is on the Oval   

Office. 

Stock market returns can 
be strongly correlated to 
specific years within a 

presidential term. 
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Another commonly known fact is that the 3rd 

year of a presidential term produces the 

strongest average stock market returns. The 

theory being that tougher fiscal measures 

are tackled during the first two years in office    

before more economically friendly measures 

are taken to ensure re-election. 

All of this can be sliced and diced in many 

ways, but perhaps the most relevant stat at 

this time comes from Sam Stovall of S&P 

Global Market Intelligence.  His analysis 

shows that the worst market performance 

comes during the fourth year of the second      

term of a president, when there will be no          

incumbent running for office. Not only does 

that scenario provide the worst performance, 

it is the only period in his analysis that the 

market averages a negative return. The 

good news is that we are most of the way 

through this year with solidly positive returns. 

If averages hold, the next couple of years 

should be mildly positive regardless of this 

fall’s election results. 

While the market may or may not care which name is on the door of the Oval Office, two items could have       

significant bearing on the direction of the financial markets. 

Fiscal Policy 

Fiscal policy, as mentioned earlier, has led to consistent budget deficits and rising government debt levels. The 

resulting higher debt servicing requirements take away from more productive forms of spending. Debt servicing 

could balloon if interest rates start to rise. Fiscal policy could play an even larger role in the future as the          

effectiveness of monetary measures, such as the low Fed funds rate and bond buying programs, continues to 

dwindle.  

Both parties agree that infrastructure spending is a priority. Clinton proposes to fund that spending with tax hikes 

on the wealthy. However, higher taxes could slow economic growth. Trump espouses tax cuts, and plans to fund 

the increased spending and lower tax revenue with government expense reductions and higher economic growth.  

Another difference is that Trump believes lower corporate income taxes will lure businesses into our country, 

while Clinton has discussed imposing an “exit tax” to deter companies from leaving the country. These are just a 

couple of fiscal policy differences, and no one really knows the long-term impact on such proposals. In the end, 

the uncertainty of the election and policy proposals precludes us from making investment decisions based on  

political prognostications. 
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Source: S&P Global Market Intelligence. Past performance is no 

guarantee of future results. Data through 12/31/15. Year 4 second 

Terms: 1952, 1960, 1968, 1988, 2000 and 2008. 

S&P 500 Price Changes During the Presidential Cycle 

   S&P 500 1944-Present 

Year Term % Change Up? 

Year 1 All Years 7.6% 59% 

  >First Term 6.2% 61% 

  >Second Term 9.8% 60% 

Year 2 All Years 5.3% 61% 

  >First Term 0.5% 44% 

  >Second Term 13.8% 90% 

Year 3 All Years 16.1% 75% 

  >First Term 17.5% 72% 

  >Second Term 11.5% 70% 

Year 4 All Years 5.9% 71% 

  >First Term 10.2% 83% 

  >Second Term -3.3% 50% 

Averages All Years 8.6% 66% 

  >First Term 8.6% 65% 

  >Second Term 8.5% 67% 
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Earnings 

Corporate earnings seem to have more short-term clarity than the political items and are much more relevant to 

the performance of the stock market. For the third quarter 2016, analysts expect the S&P 500 companies to show 

an earnings decline of -2.2%, which would 

mark the sixth consecutive quarterly      

decline. The stock market’s sideways  

trading range from mid-2014 to mid-2016 

can be largely attributed to this earnings 

lull. 

In July, however, the S&P 500 Index broke 

into new highs as investors began to look 

forward to improved earnings starting in 

the fourth quarter of 2016. The fourth-

quarter estimates call for a year-over-year 

gain of +8.3%, while full-year 2017      

earnings are estimated to grow +13.9% 

over 2016. Much of the improvement is 

due to a recovery in the energy sector in 

combination with a steady  dollar. Such 

earnings growth would help keep            

valuations at reasonable levels. 

European earnings are a different story as 

they remain in a more entrenched slump 

dating back to 2008. “Brexit” could be a 

further drag on future earnings, especially 

if other countries follow Great Britain’s exit 

from the European Union. These concerns 

keep us under-weight in European stocks 

within our clients’ portfolios. 

Overall, we believe that improved          

domestic corporate earnings and fearful 

investor sentiment will out-weigh the     

uncertainty provided by the election, Brexit, possible interest rate hikes, or other extraneous events that are sure to 

arise. Our investment process will continue to focus on the fundamentals driving the market, while trying to filter 

the short-term noise of news events. Now all we can do is hope that “the other” candidate does not win the election 

-- whoever that may be for you! 

By Robert Parham, CFA, and Steven Hoffman, CFA 
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Source: JP Morgan Asset Management 



About                           

Filbrandt & Company 

Filbrandt & Company is a 
diversified financial       
services organization that 
serves clients in          
academia nationally,   
assisting them with      
retirement planning,    
estate planning, and asset 

management services.  

Our professionals have      
specific and in-depth 
knowledge about         
university employee    
benefit programs and  

retirement plans.  

With this addition of our 
Market Update, I’d like to 
introduce Steven        
Hoffman, co-author of the 
report and newest      
member of the investment 

team at Filbrandt. 

Steve is a CFA with     
almost 30 years           
experience in the         
investment field. He is a 
native of the Midwest with       
previous experience at 
BMO Harris and          
Associated Bank in     

Wisconsin. 

— Robert Parham, CFA 
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About Filbrandt & Company 

Universities provide generous benefit plans to their faculty. However, it is the responsibility of 

each individual to manage his or her own investments and make important financial decisions. 

A balanced and comprehensive approach to planning is necessary if you want to effectively 

create a financial strategy.  Yet, there is no standard resource available to university          

employees that can provide an all-encompassing solution while keeping clients’ best interests 

first. 

Filbrandt & Company is uniquely positioned to offer university faculty the best total solution 

through unbiased, comprehensive financial planning at the highest fiduciary standard. 

 

Five benefits of The Filbrandt Advantage©: 

1  We operate under the fiduciary standard, which means we hold our clients’ interest 

above all others. 

2  We offer comprehensive financial services unlike benefits offices, plan vendors, and 

other types of advisers. The three pillars of our service include asset management, 

 retirement planning and estate planning. 

3  Our specialists hold the highest financial planning credentials: Certified Financial     

Planner® (CFP), Chartered Financial Analyst® (CFA), Chartered Financial Consultant® 

 (ChFC), Chartered Life Underwriter® (CLU) and Certified Public Accountant (CPA). 

4  We understand the unique professional and financial circumstances of university       

professionals. We possess in-depth knowledge about the university retirement and   

 benefits plans, as well as the retirement plan vendors. 

5  Our professionals work for our clients directly with university retirement plans, vendors, 

custodians, attorneys, accountants, banks, university benefits offices as well as         

 insurance agents. 

 

What makes our service unique? 

We can begin advising professors well before they retire, allowing time to make adjustments 

that can contribute to successful retirement. Our position helps clients make better decisions 

and take full advantage of the great university benefits being offered.  

With no motivation to roll university assets out of the university retirement plans, our clients 

can leave their money within the low-cost environment of the university. We are able to work 

with multiple custodians (TIAA, Fidelity, etc.), allowing professors to take advantage of       

multiple vendors in the retirement plan and still receive comprehensive advice.  

Many professors receive monthly statements from many vendors. We organize and simplify 

clients’ financial lives by providing a digital consolidated statement into One Unified Portfolio©. 

 


