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The election results were quite a surprise for pollsters, the media, and the Wall Street community, many of 

who expected a Clinton victory right up to the time the ballots were counted.  Similar to the Brexit vote in 

the U.K. last June,  this was an opportunity for millions of voters to convey their dissatisfaction with the 

status quo.  One source of discontent it would seem is the absence of wage growth which peaked in 2000 

for  the  average  American  family  and  remains  modestly below that level today.  In contrast, those 

Americans in the top earning quintile have seen  their wages steadily  increase over the same timeframe 

creating a disparity that is as wide as it has ever been.  While there are a number of contributing factors in 

this, the  bottom  line is that we  are now settling in with the reality of a Trump Presidency which begs 

some reassessment of the landscape and its impact on market trends heading into next year. 

First of all, it is important to distinguish between the event itself and what the policy impact will be looking 

ahead.  The initial market reaction was breathtaking with Dow futures falling 800 points overnight  only to 

reverse themselves to close at an all-time high after three solidly positive days.  This shows not only the 

danger for investors in being too reactive to events, but also the need to make investment decisions based 

on longer term, forecastable economic trends.  The overnight downdraft was driven by the fear of overseas 

reaction to possible Trump trade initiatives which could  foster a more difficult global business environ-

ment.  By Wednesday morning, the dawn awakened investors to a Republican Congress and the possibility  

of first year  fiscal stimulus which  brought the bull  back  to  life.  While  the expectation of infrastructure 

spending buoyed stocks, bonds sold off with equal fervor as ten year Treasury yields climbed just over the 

2% level as investors began to discount a whiff of inflation creeping back into the picture.  This is   

 

 



 

 

not the worst scenario as it gives the Fed an impetus to hike rates in December as it had hoped to along with 

the  confidence  that the economy will tolerate it.  All in all, the policy impact should be more market 

friendly than not so long as the new administration can show enough restraint to avoid a trade war.  The 

regulatory environment should be more benign, the tax landscape reasonable and there is potential for fiscal 

stimulus all of which should help the economy to maintain its modest growth trajectory. 

The good news is that a Trump Administration by itself shouldn’t trigger a bear market, but we should not 

let the recent headlines cause us to lose sight of the underlying business cycle trends.  For the most part, our 

outlook remains in tact with some fine tuning to account for the push higher in rates.  Employment trends, 

consumer  confidence, and housing data all point to  a modest growth outlook  at  present.  Corporate bor-

rowing, M&A activity and stock buybacks have all reached levels that would suggest that we are in a late 

cycle bull market as they are similar to what we saw in the late 1990’s and 2006-07 timeframes.  These 

metrics express some historical perspective on business cycles and highlight an ongoing problem with this 

expansion which is the lack of business investment.  While record amounts of cash are being targeted at 

acquisitions and buybacks, capital spending has been subdued as capacity utilization rates hover around 

75%.  This “buy  it vs. build it” mentality is a  concern that continues to linger and would  be a  factor re-

gardless of the election outcome.  We continue to believe  that  another risk to our outlook that bears watch-

ing is the possibility of a rising U.S. dollar that would have the potential to create earnings headwinds.  

Since the Brexit vote, we have seen the dollar gradually gaining momentum.  Should this continue into next 

year, there would have to be concerns about U.S. exports. 



 

 

In spite of all of the uncertainty, it is still early to shift to a more conservative stock allocation as the weight 

of the evidence remains mildly bullish.  The recent push higher for rates should help the financial sector as 

margins could improve for the first time in quite a while.  Conversely, the bond proxy stocks such as 

REITs, utilities and telecom which behaved well in a low rate environment are starting to find some          

resistance.  This suggests a mildly conservative stance toward interest rate risk in bond portfolios going for-

ward as the inflation outlook has shifted.  One final consideration stemming from the election will be how 

foreign stocks behave.  For eight years, since the onset of the financial crisis, foreign stocks have dramati-

cally underperformed their U.S. counterparts.  With some firming in the dollar, along with a weaker Euro 

and Pound, we could begin to see some signs that this well established trend is reversing as foreign valua-

tions have likely reached compelling levels.  The missing ingredient has been an upside catalyst and the 

currency dynamics may provide that. 
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