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Amid unprecedented political polarization, lackluster growth, 
persistently low interest rates, and mounting geopolitical tensions, 
investors are grappling with allocation decisions as what may be the 
most contentious presidential election in their lifetime approaches.    

Some investors have reduced their equity allocations in favor of 
fixed-income asset classes, even though high-growth stocks can 
thrive in a low-growth economy.  Others have maintained positions 
in dividend-paying stocks and tweaked their high-yield bond 
holdings, given improved fundamentals in certain sectors (e.g., 
energy). Still others have increased allocations to short-duration 
bonds and/or bank loans (assuming a gradual rise in interest 
rates), or have shifted more assets into tax-free bonds (assuming 
federal taxes will rise, particularly for the wealthy).

Of course, much depends on risk tolerances and time horizons. 
Now that the presidential debates between Hillary Clinton and 
Donald Trump have started, a quick review of the intersection 
between markets and elections is in order. 

Since 1928, movement in the S&P 500® Index has correctly  
predicted 19 of the past 22 presidential elections and every election 

since 1985, according to Strategas Research Partners. (See  
Table 1.) “If stocks are higher in the three-month period before the 
election, the incumbent party wins, and vice versa,” said Strategas 
partner Dan Clifton. “Intuitively, this makes sense. A lower stock 
market reflects a down-trending economy, which is not good for 
the incumbent party [witness 1992, 2000, and 2008]. Moreover, the 
uncertainty associated with a new president could weigh on finan-
cial markets in the short run.”

Ned Davis researchers have concluded that economic health 
has correlated with the incumbent party retaining the White House; 
as such, the stock market, year to date, has been foreshadowing an 
incumbent-party win than an incumbent-party loss.

Such complacency by investors is “plain wrong,” said Louis-
Vincent Gave, founding partner and CEO of Gavekal Research. 
According to Gave, a Trump win would lead to liquidation selling of 
U.S. dollar assets, and a weaker dollar, in turn, would favor 
emerging markets. “A Trump presidency means that foreigners 
are less likely to buy U.S. assets and less likely to save in U.S. 
dollars,” he added.1
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ELECTION 2016: TRUMP AND CLINTON LOCK HORNS OVER THE ECONOMY
No matter what your politics, the next president will have mountains to climb in order to boost growth, trade,  

innovation, and jobs in a sluggish economy transformed by globalization and technology.

TABLE 1.  STOCKS HAVE PREDICTED 19 OF THE PAST 22 PRESIDENTIAL ELECTION WINNERS 

Source: Strategas Research Partners.
Past performance is not a reliable indicator or a guarantee of future results. Index is unmanaged, does not reflect the deduction of fees or expenses, and is not available for direct investment.

YEAR S&P 500
PRICE RETURN

INCUMBENT 
PARTY YEAR S&P 500

PRICE RETURN
INCUMBENT 

PARTY

1928 14.91% Won  1972 6.91% Won 

1932 -2.56% Lost 1976 -0.09% Lost
1936 7.92% Won  1980 6.73% Lost X
1940 8.56% Won  1984 4.80% Won 

1944 2.29% Won  1988 1.91% Won 

1948 5.36% Won  1992 -1.22% Lost
1952 -3.26% Lost 1996 8.17% Won 

1956 -2.58% Won 2000 -3.21% Lost
1960 -0.74% Lost 2004 2.16% Won 

1964 2.63% Won  2008 -19.48% Lost
1968 6.45% Lost X 2012 2.45% Won 
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Note: The purpose of this special report is to help investors evaluate the potential investment implications of the presidential candidates’ most 
salient economic policies. It is not intended to take sides but rather to shed light on how markets and sectors historically have performed 
before and after past elections, and how various interests might be affected by current proposals, which might prompt consideration about the 
possible investment decisions to be made.
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What about congressional elections? Could they determine the 
shape, size, and timing of any fiscal policy package, if one is 
enacted in 2017? As Strategas notes, all 435 seats in the House of 
Representatives are up for election, as are 34 out of 100 seats in 
the Senate, which the Republicans currently control, 54–46. But 
with 24 Republican senators defending their seats, some analysts 
are focusing on the possibility of Democrats winning control of 
that chamber.  As for the House, Republicans are expected to keep 
the chamber, but likely will lose 10–15 seats, Clifton said. And 
House Republicans may have a more conservative caucus, which 
might make reaching consensus on important legislation more 
difficult.  For a closer look at the investment implications of differ-
ent presidential/congressional scenarios, see Chart 1.

THE ECONOMY 

Cut through the campaign rhetoric and media chatter and you’ll 
find that the United States is still the largest economy in the world, 
with nominal gross domestic product (GDP) of $18.5 trillion a year 
(measured at current prices in U.S. dollars), followed by China 
(which for comparison has a GDP of $11.4 trillion), Japan, Germany, 
and the United Kingdom.2  While the United States is expected to 
maintain that lead for at least another decade, China, for all its 
vulnerabilities, already accounts for more than 12% of world 
exports—more than any other country in the world—and 10% of 
the world’s imports, which in turn has helped countries that supply 
raw material to the country and has created opportunities for 
neighbors, according to the International Monetary Fund.3 

With the 2016 U.S. fiscal year nearly over (ending September 
30), the United States’ national debt was approximately $19 trillion, 
the highest since World War II.  The outlook for the federal budget 
worsened somewhat, with deficits rising by 35%, from $438 billion 
in 2015 (2.5% of GDP) to $590 billion in 2016 (or 3.2% of GDP).4 
According to the nonpartisan Committee for a Responsible Federal 

Budget, Trump’s latest tax proposals would raise the federal debt 
by $5.3 trillion over the next 10 years, versus $200 billion if  
Clinton’s plans took effect. (Trump's economic advisers disputed 
that analysis, saying it failed to factor in growth they believe 
Trump’s policies would unleash.)

Meantime, the trade deficit declined, to $39.47 billion, in July 
2016 from an upwardly revised $44.66 billion deficit in the previous 
month.5 Unemployment was 4.9% (down from 9.6% in August 2009),6 
and household incomes (on a national level) have advanced for the 
first time in eight years, although that same metric in a number of 
regions continued to lag. The U.S. Federal Reserve, like major 
central banks around the world, once again held off raising interest 
rates. Total return for the S&P 500 was up 7.62% for the year, and 
NASDAQ’s total return was 6.95%, eclipsing most major markets, 
with the exception of China, where the Shanghai Index was down 
14.9% as of September 23, 2016, according to Haver Analytics. 

MORE SPENDING ON INFRASTRUCTURE AND DEFENSE  
NO MATTER WHAT? 

Against that backdrop, both Clinton and Trump have responded 
to growing voter dissatisfaction with the weak economy by propos-
ing increased infrastructure spending, which could help offset 
relative cutbacks on transportation (as a percentage of GDP) over 
the last 20 years. (See Chart 2.) With national security and terror-
ism dominating headlines, increased defense expenditures seem 
almost certain after years of congressional gridlock and budgetary 
headwinds. (See Chart 3.)
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CHART 1. CONGRESSIONAL ELECTIONS WILL ALSO BE 
IMPORTANT FOR INVESTORS
PARTISAN CONTROL, AVERAGE ANNUAL S&P 500 INDEX  
PERFORMANCE  (1933–2015, EXCLUDING 2001-02*)
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* Note: Strategas excluded 2001/02 from the chart because the 2000 election resulted in a 50/50 Senate. 
Vice President Cheney was the tie breaker, so technically the Republicans controlled Congress through early 
June 2001. But Senator Jim Jeffords changed his party from Republican to Democrat in June 2001. That 
resulted in a Republican presidency, Democratic Senate, and a Republican House through the end of 2002. 
Interestingly, this configuration of partisan control had never happened before, and one and a half years is 
not a robust enough sample to use for the chart. The S&P 500’s performance in both 2001 and 2002 was 
negative, so if included it would be the worst performing of the configurations.

Source: Strategas Research Partners. R=Republican. D=Democratic.
CHART 2.  INCREASED INFRASTRUCTURE SPENDING 
COULD BE A BOON FOR TRANSPORTATION 
TOTAL GOVERNMENT TRANSPORTATION SPENDING, % OF GDP
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Source: Strategas Research Partners.

CHART 3. DEFENSE SPENDING HAS FALLEN OFF  
SIGNIFICANTLY IN RECENT YEARS 
U.S. DEFENSE SPENDING FROM FISCAL YEAR 1990 TO 2020E,  
AS A PERCENTAGE OF GDP   
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Source: usgovernmentspending.com, based on Congressional Budget Office’s Long-Term Budget Outlook.
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HOW OTHER SECTORS MIGHT FARE

Clinton is advocating more aid for states and cities, which could 
be a tailwind for municipal bonds. She wants to push the country 
away from fossil fuels and plow more money into renewable 
energy, and she would no doubt maintain her focus on drug pricing 
in the pharmaceutical sector. If Clinton wins the White House, she 
will get to select the next U.S. Supreme Court justice, which finally 
could resolve immigration matters of vital concern to workers at 
agriculture companies. Money-center banks likely will remain 
under pressure, given costly regulation and litigation in recent 
years, but financial companies inured to the healthcare and insur-
ance policies of Democrats could benefit.  

A Republican win has the potential to trigger a rally in pharma-
ceutical and biotech companies, which have the most at stake in 
this election. It could help for-profit education companies, border/
cargo inspection services, and prisons. However, in the event of 
mass deportations of immigrants, certain housing and food pro-
ducers could take a hit. But if the threat of a $15 minimum wage 
falls flat, some restaurant chains could benefit. As for financial 
services, some analysts doubt the massive Dodd-Frank financial 
reform legislation will be repealed, but they do expect some 
changes on the margin, which could help regional banks, stock 
exchanges, asset managers, student lenders, credit cards, and 
insurers. For a look at how sectors have performed after past 
elections, see Table 2.

TABLE 2. S&P 500 SECTOR RELATIVE PERFORMANCE AFTER PRESIDENTIAL ELECTIONS
SIX MONTHS AFTER ELECTION (11 CASES SINCE 1972)

SORT DEM WIN (76, 92, 96, 08, 12) REP WIN (72, 80, 84, 88, 00, 04)

SECTOR % OUTPERFORM
OVERALL

AVG. RELATIVE  
RETURN (%)

% 
OUT-

PERFORMANCE

AVG. RELATIVE
RETURN (%)

%
OUT-

PERFORMANCE

AVG. RELATIVE
RETURN (%)

Healthcare 82% 1.9 60% -5.3 100% 7.9

Energy 73% 3.3 80% 2.1 67% 4.2

Telecom 64% 2.2 60% 2.2 67% 2.1

Consumer
Staples 64% 1.8 40% -2.6 83% 5.4

Financials 64% -0.7 80% -0.2 50% -1.1

Materials 45% 3.5 20% -1.0 67% 7.3

Consumer
Discretionary 45% 1.9 60% 1.2 33% 2.5

Utilities 45% 1.5 40% -0.7 50% 3.3

Industrials 45% 0.9 60% 0.8 33% 1.0

Technology 36% -3.4 60% 3.4 17% -0.9

Key <33% Outperformance >66% Outperformance

Sources: Ned Davis Research and S&P Dow Jones Indices.  Past performance is not a reliable indicator or a guarantee of future results. Index is unmanaged, does not reflect the deduction of fees or expenses, and is not 
available for direct investment.
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TAXES

Clinton is proposing a tax system that would ensure that the 
wealthy, Wall Street, and corporations pay their “fair share” in 
taxes; greater investment in renewable energy; investment in 
infrastructure, manufacturing, research and technology, clean 
energy, and small businesses; and rules that would induce more 
companies to share profits with employees—and fewer to send 
profits and jobs overseas. She has also proposed raising the estate 
tax rate to 65% which would mark the highest estate tax rate since 
1981 if enacted, according to Strategas.

Trump’s tax proposals would knock the top tax rate on busi-
nesses down, from 35% to 15%; eliminate the estate tax—now paid 
by families worth more than $5.5 million; and let global corpora-
tions pay a 10% tax rate on untaxed offshore profits, currently 
about $2.4 trillion. (A similar tax amnesty was tried in 2005, and 
some analysts say it generated almost none of the new  
infrastructure investments promised.) 

TRADE

Both Trump and Clinton have talked tough on trade, especially 
with regard to the proposed Trans-Pacific Partnership, which 
some experts believe could help American companies sell into 
China as that nation seeks to rebalance its economy away from 
exports and toward domestic demand, and within the latter, away 
from investment and toward consumption.

But economists across the political spectrum have warned 
about the negative effects of sweeping tariffs that could lead to 
trade wars between United States and major trading partners 
such as China, Japan, and Mexico.

As the Peterson Institute for International Economics (which 
bills itself as a private nonpartisan, nonprofit institution) put it, 
“The proposed trade policies of both candidates would deeply 
harm the American economy. Furthermore, they would primarily 
hurt average American households on modest incomes, and espe-

cially many of the individuals and communities that were already 
hard hit by the financial crisis. Curbing trade will make worse, 
rather than solve, the problem of American income stagnation by 
reducing families’ purchasing power, and by further slowing pro-
ductivity growth.”7

CONCLUSION

Clearly, this election is about change. It also is about anger. 
“Voters know something is wrong, and we have been in the greatest 
period of political volatility that we’ve seen in the last 70 years,” 
said Strategas Research’s Dan Clifton. “As a result, in the last four 
out of five elections, American voters have thrown out the party in 
power, yet the economy is still around a 2% growth rate.” 

Much may change between now and November 8, as the elec-
torate evaluates how their finances might fare in the next four 
years. But what kind of change will it be? Could, for example, a 
major shift in congressional power make a difference?  (Current 
consensus has Clinton winning, Democrats winning a slight 
majority in the Senate, and Republicans maintaining control of the 
House, with a strong conservative cohort. However, if Libertarian 
and Green party candidates maintain their current polling levels, 
some prognosticators say the race is still within the margin of 
error.) Could further reform fix a broken and ever costlier  
healthcare system? With more bipartisanship, perhaps, but if 
there is a continuing partisan intransigence on both sides, then we 
may just wind up with more of the same disappointment, in which 
case, populist fervor will continue to grow until voters feel better 
about the economy.

Of course, past performance is no guarantee of future results—
and the United Kingtom's Brexit vote for example, revealed that 
markets (and pollsters) hardly presage political events, and that 
“black swans” do exist. After an election season marked by myriad 
surprises, there’s still no telling whether those probabilistic 
waterfowl will pay us a return visit in November.

1 Louis Gave, Anatole Kaletsky, Arthur Kroeber, Charles Gave, “Debate: A Trump Win and the Dollar,” Gavekal Research, September 26, 2016.
2 Source: International Monetary Fund’s (IMF)  estimates for 2016. 
3  “China’s evolving trade picture, in charts,” CNBC, September 6, 2016
4 Congressional Budget Office data.
5 U.S. Census Bureau data.
6 Bureau of Labor Statistics data.
7 Marcus Noland, Gary Clyde Hufbauer, Sherman Robinson, and Tyler Moran, “Assessing Trade Agendas in the U.S. Presidential Campaign,” Peterson Institute for International Economics, PIIE Briefing, September 2016.

IMPORTANT INFORMATION
The S&P 500® Index is widely regarded as the standard for measuring large cap U.S. stock market performance and includes a representative sample of leading companies in leading industries. 
The NASDAQ Composite Index measures all NASDAQ domestic and non-U.S. based common stocks listed on The NASDAQ Stock Market. The index is market value weighted, meaning that each company’s security affects 
the index in proportion to its market value.
The information provided here is for general informational purposes only and should not be considered an individualized recommendation or personalized investment advice.
Investing involves risk, including possible loss of principal.
Forecasts and projections are based on current market conditions and are subject to change without notice. Project ions should not be considered a guarantee.
Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.
The opinions in Market View are as of the date of publication, are subject to change based on subsequent developments, and may not reflect the views of the firm as a whole. The material is not intended to be relied 
upon as a forecast, research, or investment advice, is not a recommendation or offer to buy or sell any securities or to adopt any investment strategy, and is not intended to predict or depict the performance of any 
investment. Readers should not assume that investments in companies, securities, sectors, and/or markets described were or will be profitable. Investing involves risk, including possible loss of principal. This document 
is prepared based on the information Lord Abbett deems reliable; however, Lord Abbett does not warrant the accuracy and completeness of the information. Investors should consult with a financial advisor prior to making 
an investment decision.
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