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Markets Struggle for Post-Election Clarity
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With last week’s historic election now behind us, investors are feverishly recalibrating their plans n light

of its stunning outcome. The despair registered in the early hours after the polls closed on November 8

turned sharply into euphoria as investors focused on the “pro-growth” agenda of a Republican president

and control of both congressional chambers. Since the election, those industry groups perceived as win-

ners (e.g. banks, pharmaceutical companies, and industrials) have staged enormous rallies while other

groups (e.g. utilities, consumer staples and technology stocks) have struggled.

Despite the headlines noting the all-time highs achieved by
the Dow Jones Industrial Average last week, other finan-
cial assets were decidedly more mixed. After a gradual rise
in October, interest rates bolted higher, driven by concern
over the new administration’s plans for tax cuts and ag-
gressive infrastructure spending that may substantially ex-
pand the federal budget deficit and/or lift inflation. The
yield on the 10-year US Treasury bond rocketed from
1.70% before the election to just over 2.2%, resulting in a
paper loss of about 1.5% on a diversified bond portfolio
in just a week. Higher US interest rates and a strengthen-
ing dollar also caused sharp losses in REITs (down 9.5%
since September 30), MLPs (down 4.5%), and emerging
market stocks (down 7.8%). So despite the bullish head-
lines, most diversified portfolios are posting negative re-

turns for the quarter.

Are these substantial moves in asset prices likely to be vin-
dicated by future changes in underlying fundamentals?
And if so, is it too late to adjust portfolios to take ad-

vantage?

In our view, the markets have responded to a set of possi-

ble outcomes based upon extremely limited information.
In only the first week, we have already seen President-
elect Trump make substantial modifications to his cam-
paign pledges. It seems likely that his goals of stimulating
the economy through aggressive infrastructure spending,
cutting tax rates, and dismantling regulations is likely to
accelerate economic growth in the medium term and ben-
efit certain industry groups. But guessing the economic
impact and timing of these proposed changes, assuming
he can persuade Congress to accept them, seems prema-

ture at this point.

We believe that the era of slow, steady economic growth,
low interest rates, and a bias toward “doing no harm” at
the Fed that has persisted for almost seven years is com-
ing to an end. The new administration is likely to take a
radically different approach to economic policy than the
previous one. Therefore, we expect that financial markets
will remain on edge as these plans are solidified, present-
ing speculative opportunities in the short term and invest-
ment opportunities over the longer term. Our focus will

be on the latter.
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