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Investment Implications Under a New President
With the U.S. presidential election less than two weeks away, much investor attention is focused on
the various implications that a Clinton or Trump Presidency may have for the equity markets and the
subsequent risks associated with their policies.
Historical Election-Year Market Returns
As shown in Chart 1 below, the history of election-year cycles has shown that broad markets tend to
weaken if the incumbent party loses and tend to outperform when the incumbent party wins. An
average of all post-election returns indicates that broad markets generally perform moderately well
in election years. This makes sense intuitively, because after all the votes are counted, there is
exuberance on one side and reluctant acceptance on the other, which more often than not creates a
normal functioning government with checks and balances.
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According to a report from Credit Suisse, median S&P 500 returns in two-year post-election periods
have been stronger when leadership in the White House and both chambers of Congress remains the
same (18.9%) than when it changes (11%). Additionally, median returns have been a bit lower under
a Democratic White House/Democratic Senate/Democratic House (29.3%) than when Democrats
control the White House and Republicans control both chambers of Congress (34.3%). Politics aside,
markets loathe uncertainty and derive comfort from a balance of power in government.

Impact to Equity Markets
Based on the candidate’s economic plans, speeches, and our historical interpretations, we believe the
following sectors will be most impacted by the outcome of the election. Plus or minus signs indicate
our favorable and unfavorable sector views under the presidency of the named candidate, while a
double plus indicates a stronger outlook.
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Sector/Sub Industries

Clinton

Industrials - engineering &
construction
Materials - metals, cement

+
+

Industrials - aerospace & defense
.

Industrials - small-caps
Consumer Discretionary - small-caps
.
Consumer Discretionary - large-caps
with high international exposures

Trump

+
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+
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Healthcare - acute care hospitals &
Medicad managed care
.
Healthcare - Phama/biotech, life
sciences, managed care

Technology

.

+
+

Both candidates favor a strong military. Clinton's backing of weapon spending
is strong. Trump favors a Reagan-like restoration of the nation's military.
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Military personnel broadly favor Trump over Clinton.
Trump's "America first" views and pledge to bring foreign-outsourced
manufacturing back to the U.S. should benefit these areas and small cap
stocks tend to be more domestically focused vs. large cap that have greater
international exposures.

A Trump presidency could be detrimental to this group due to the possibilities
for suspended trade deals and his protectionist “America First” policies.
Given Clinton's stance on gun control, second amendment adherents will
likely boost spending during a Clinton presidency. Neutral effect under
Trump.
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Financials - small cap banks
.

Both candidates pledge a national infrastructure build out. Approval of a
south border security wall would give Trump an added spending dynamic.

Clinton espouses globalist views that economic success everywhere is
eventually good for America, even if that means jobs going overseas.

Consumer Discretionary - personal
defense firearms makers

Rationale

As Clinton pledges increased regulatory oversight on large cap banks, small
cap banks are likely to benefit under her presidency.
Clinton supports Obamacare, Medicaid expansion, public options, regulation
of out of pocket costs, along with regulation of prescription drug pricing and
opposition to large scale M&A.

+
++

Trump seeks to repeal Obamacare to unleash national healthcare cost
competitiveness across the various health sub-sectors.

While federal IT executives strongly favor Clinton, the opposite is more often
the case among the private sector. Wall Street analysts' identified software ,
services and semiconductors as potentially benefiting more under Trump.

Trump is viewed as less challenging from a regulatory perspective. Finance
and real estate execs polled by CFO's 2016 presidential survey prefer Trump
Financials - large cap banks, insurance
over Clinton 61% to 23% - in large part due his plan making corporate taxes
Real Estate - REITs
2.
"globally competitive" by lowering rates from 35% to 15%.
.
Sources: Tower Square Investment Management; 10/27/16; www.hillaryclinton.com/issues; www.donaldjtrump.com/positions
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1. http://www.cbsnews.com/news/poll-military-and-veteran-voters-favor-trump-over-clinton
2. http://ww2.cfo.com/the-economy/2016/10/clinton-v-trump-whos-better-business/
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Implications for Government Debt, Bond Yields, and Interest Payments
Both candidates have pledged to improve national infrastructure by replacing rundown bridges and
building new roads. Construction, materials and engineering industries would be the obvious
beneficiaries, and there would likely be improvement to the transportation services. A less obvious
byproduct of the heightened level of government spending would be the resultant increase in
government debt. Regardless of who wins the election, we can likely expect a continued increase in
government debt that is likely to move bond yields and interest payments higher, as depicted in
Chart 3 below.
Chart 3
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Congressional Leadership Makes a Difference
Historical data indicates that U.S. equities have been stronger under Democratic presidents than
Republican ones; however, analysts from Credit Suisse Public Policy found that U.S. equities have
historically been stronger under Republican Congresses than Democratic ones – regardless of
presidential party affiliation.

Source: CS US Equity Strategy, CS Public Policy, S&P Capital IQ/ClariFi; 10/19/16
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In Conclusion
U.S. presidential changes may dampen, but are unlikely to derail, equity markets. Following the
final presidential debate, Clinton’s polling lead had widened over Trump; however, Trump does still
have a number of viable paths to the White House.
Due to the lack of plurality among polls, each possessing inherent biases, we believe the presidential
election may be closer than the consensus estimate. Other factors, which usually garner little
attention in national elections, such as ballot initiatives in key states, early voting statistics and even
adverse weather, could be better predictors in 2016.
Ultimately, we believe Wall Street will welcome the clarity and contentious relief that the final vote
brings, regardless of outcome. We anticipate that historic trends will prevail with a typically strong
finish to the quarter and year.
Therefore, as Election Day approaches, and as the third quarter earnings season progresses, we
continue to favor domestic equities over international, with a slight bias toward value over growthoriented companies. However, we do recommend retaining global exposures with an emphasis
toward emerging market equities. With the growing uncertainties surrounding global central bank
effectiveness and the upcoming U.S. elections, we continue to recommend staying fully diversified to
limit outsized concentrations in a single asset class.
This report is created by Tower Square Investment Management LLC
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About Tower Square Investment Management®
Tower Square Investment Management LLC is an SEC registered investment adviser owned by
®
Cetera Financial Group . It provides investment research, portfolio and model management, and
investment advice to its affiliated broker-dealers, dually registered broker-dealers and registered
investment advisers.
Disclosures
The material contained in this document was authored by and is the property of Tower Square
Investment Management LLC. Tower Square Investment Management provides investment
management and advisory services to a number of programs sponsored by affiliated and nonaffiliated registered investment advisers. Your registered representative or investment adviser
representative is not registered with Tower Square Investment Management and did not take
part in the creation of this material. He or she may not be able to offer Tower Square Investment
Management portfolio management services.
Nothing in this presentation should be construed as offering or disseminating specific investment,
tax, or legal advice to any individual without the benefit of direct and specific consultation with
an investment adviser representative authorized to offer Tower Square Investment Management
services. Information contained herein shall not constitute an offer or a solicitation of any
services. Past performance is not a guarantee of future results.
For more information about Tower Square Investment Management strategies and available
advisory programs, please reference the Tower Square Investment Management LLC Form ADV
disclosure brochure and the disclosure brochure for the registered investment adviser your
adviser is registered with. Please consult with your adviser for his or her specific firm
registrations and programs available.
No independent analysis has been performed and the material should not be construed as
investment advice. Investment decisions should not be based on this material since the
information contained here is a singular update, and prudent investment decisions require the
analysis of a much broader collection of facts and context. All information is believed to be from
reliable sources; however, we make no representation as to its completeness or accuracy. The
opinions expressed are as of the date published and may change without notice. Any forwardlooking statements are based on assumptions, may not materialize, and are subject to revision.
All economic and performance information is historical and not indicative of future results. The
market indices discussed are unmanaged. Investors cannot directly invest in unmanaged indices.
Please consult your financial advisor for more information.
Additional risks are associated with international investing, such as currency fluctuations,
political and economic instability, and differences in accounting standards.
While diversification may help reduce volatility and risk, it does not guarantee future
performance.
Investors should consider the investment objectives, risks and charges, and expenses of the fund
carefully before investing. The prospectus contains this and other important information about
the fund. Contact your registered representative or the issuing company to obtain a prospectus,
which should be read carefully before investing or sending money.
The S&P 500 is an index of 500 stocks chosen for market size, liquidity and industry grouping
(among other factors) designed to be a leading indicator of U.S. equities and is meant to reflect
the risk/return characteristics of the large cap universe.
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