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Central Banks Trump the Election  

As the third quarter comes to a close, most investors are likely to turn their attention to what they 
perceive as the biggest factor to drive fourth quarter financial markets: the presidential election. While 
events in Washington definitely have an impact on returns, the bigger driver is likely to be global 
monetary policy.  

A prerequisite to understanding markets in recent years has been analyzing global monetary policy. 
Recently, there has been a growing unease regarding whether markets have become too dependent on 
central bank policy. The Bank of International Settlements (BIS), which is often called the central 
bankers’ banker, expressed concern in its latest quarterly review over the degree to which central bank 
policy may be influencing asset prices. Potential signs that the Bank of Japan (BOJ) and European Central 
Bank (ECB) might alter their negative interest rate policies and large asset purchases contributed to a 
jump in global bond yields and recent market volatility. While monetary authorities may be starting to 
question the efficacy of negative interest rates and more openly expressing the limits of additional 
easing measures, we still expect central bank policy to remain extraordinarily accommodative for the 
foreseeable future.  

Despite the recent jump in long-term interest rates, most developed markets are still reporting negative 
real (inflation-adjusted) yields. In late-September, the BOJ reiterated its commitment to aggressive 
easing policies by announcing its intent to focus on steepening the yield curve in order to offset 
concerns that negative interest rates were hurting financial stability and bank lending. In Europe, it 
could also be argued that a recent uptick in government bond yields could reduce scarcity concerns and 
make it easier for the ECB to extend its asset purchases well past the current March 2017 scheduled end 
date.  

Turning to the U.S., the Federal Reserve did the expected in its September 21 policy statement by 
keeping rates on hold while further prepping the market for a potential hike in December. The Federal 
Open Market Committee (FOMC) statement utilized the same language to describe near term risks to 
the economic outlook that were included in last year’s policy statements just before the first rate hike, 
and 14 of the 17 committee participants expect one rate hike before the end of 2016. Due to its 
proximity to Election Day, the November Federal Reserve meeting is largely viewed as unlikely to result 
in a rate hike, and all eyes will now be focused on December’s meeting. The longer term outlook for 
rates, meanwhile, was again ratcheted down with the median assessment of Fed participants now only 
expecting two hikes in 2017. With the U.S. on an extremely gradual hiking path, and other major global 
central banks still committed to extraordinary and unconventional easing measures, increases in interest 
rates in the near-term are likely to be modest and financial conditions should remain relatively healthy. 
Looking further out, the possibility that surging global leverage will reach levels that cannot be sustained 
by current incomes in the face of even modest interest rate increases is growing and may be a risk for 
2017 and beyond.  



 
 

In the near-term, as investor turn their focus to the presidential election and its impact on fiscal policy, it 
is important to remember that historically, election years deliver a volatile but sideways market in the 
first half of the year, followed by strength in the second half. We would see any material sell-offs into 
the election as an opportunity to deploy any capital sitting on the sidelines. However, given our longer-
term concerns regarding valuations, high global debt levels and a long playing bull market by historical 
standards, we believe a moderate degree of caution remains advisable despite our generally optimistic 
near-term outlook.  

For the fourth quarter, we believe that the markets may be range-bound, and there may still be upside 
left. As a result, we do not recommend drastic deviations from long-term stock/bond targets. Within 
stocks, we still favor domestic equities; however, opportunities in emerging markets have increased. 
Within fixed income, we continue to maintain a somewhat defensive position. 

About Platania Financial  

Platania Financial Inc. (PFI) provides Financial Planning and Asset Management Services for families, 
nonprofits, and corporations.  PFI is based in Arlington Heights, Illinois, and works with clients across the 
country.  We are affiliated with Cetera Advisor Networks, one of the premier independent broker-
dealers in the industry.  We use Pershing LLC as the custodian for our client’s assets.  Pershing is a 
subsidiary of the Bank of New York Mellon Corporation, which is the nation’s oldest continuously 
operating bank and one of the world’s leading providers of securities services.  
 
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. 
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