
1December 2016 Capital-Markets Outlook

THE FIRST 22 DAYS
Markets were volatile in response to Donald Trump’s surprising win in the US 
presidential election, with the US and global stock markets plunging overnight 
and more than recovering the next morning. In the days and weeks since the 
election, investors have been digesting the results and anticipating the impact 
of the new administration’s expected actions on various asset classes.

MARKET REACTION
The US equity market rallied on 
expectations that proposed tax cuts and 
infrastructure spending could spur faster 
economic and earnings growth. 

But stock returns diverged sharply by 
market capitalization and sector (Display 
1, top). Smaller-cap stocks dramatically 
outperformed large-caps in the first week 
as investors saw their more domestically 
focused businesses as advantaged by 
likely Trump administration policies. 

Financial, healthcare, and energy stocks 
outperformed because investors expect 
these sectors to benefit from future 
deregulation and corporate tax cuts. By 
contrast, technology, consumer staples, 
automakers, and other sectors with 
globally integrated supply chains lagged 
on fears that their business could be 
disrupted by protectionist trade policies. 

Bond markets fell on expectations 
of fiscal stimulus creating inflation 
(Display 1, middle): 10-year Treasury 
yields shot up 40 basis points in a week, 
as investors priced in the reflationary 
impact of potential Trump initiatives 
to cut taxes and boost infrastructure 
spending. As a result, municipal bonds 
offer nearly 1% more after-tax yield 
than Treasuries at current tax rates. But 
munis are now trading nearly in line with 
their historical after-tax yield if you apply 

president-elect Trump’s proposed tax 
cuts, suggesting that munis have already 
priced in the enactment of those tax cuts. 

Likewise, taxable bonds and real estate-
investment trusts (REITs) are already 
discounting significant policy changes 
producing faster economic growth and 
higher inflation. 

Non-US stock markets, particularly 
emerging markets, fell in US dollar 
terms (Display 1, bottom), largely on 
local currency weakness as higher US 
interest rates attracted capital flows 
from the rest of the world. The US dollar 
rose versus the yen, euro, Swiss franc, 
and most other currencies. The Mexican 
peso, which has been highly sensitive to 
Trump’s election prospects, tumbled.

Overall, the market moves reflect 
expectations that the incoming 
administration’s policies will stimulate 
economic growth and lead to higher 
interest rates and higher inflation. While 
some asset class movements reversed 
partially by month-end, the S&P 500 
ended November with a 3.7% return for 
the month and a 9.8% return year to date 
(Display 2, next page). Gold declined 
nearly 8% from pre-election levels, 
while oil rallied strongly at the end of the 
month on news that OPEC reached an 
agreement to cut production. 
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Higher Inflation and Interest Rates
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Display 1
Postelection Price Moves: Nov 8–15

Past performance is not necessarily indicative  
of future results.
There is no guarantee that any estimates or forecasts 
will be realized. 
Asset classes represented from left to right on top, 
then in middle and bottom by the S&P 500 Index, 
Russell 2000 Index, S&P 500 GICS bank sector, 
S&P GSCI Copper Index Spot, Bloomberg Barclays 
US Aggregate Index, Bloomberg Barclays Municipal 
Bond 5-Year (4–6) Total Return Index, FTSE/
EPRA NAREIT US Index, MSCI Europe Africa 
Far East Index, MSCI Emerging Markets Index, 
and Mexican peso vs. US dollar
Source: Bloomberg and AB
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OUR OUTLOOK
But the market may have gotten 
ahead of itself. It’s too soon to know 
what specific policies president-elect 
Trump will pursue and which ones he 
will be able to implement. Given this 
uncertainty, we expect volatility to 
rise—perhaps repeatedly—from current 
subdued levels, as more details emerge 
in the coming months. Upcoming elec-
tions and referendums in Italy, France, 
and Germany could also lead to spikes in 
volatility (Display 3).

If implemented, president-elect Trump’s 
campaign planks to lower taxes for 
corporations and individuals, reduce 
regulation, and boost investments in 
domestic energy and infrastructure 
could stimulate US economic growth, 
though, in many cases, their efficacy 
would depend on details not yet pro-
vided. His calls for trade and immigration 
restrictions could slow growth and be 
highly disruptive to industries reliant on 
global supply chains. While Trump has 
already backed away from some of his 
highest-profile campaign plans, here’s a 
review of what we know so far.

Fiscal Policy. If adopted by Congress, 
the president-elect’s proposals to cut 
corporate taxes, personal income taxes, 
and estate taxes would reduce govern-
ment receipts substantially. Partially 
offsetting these lost receipts could be 
increased revenues from a corporate tax 
repatriation holiday or a one-time lower 
tax rate intended to encourage multina-
tionals to return profits to the US. Taxing 
carried interest as ordinary income would 
also add somewhat to revenues. 

In addition, government spending on 
infrastructure and defense could rise 
substantially, if approved by Congress. 
Increased spending with lowered 
receipts will likely increase the budget 
deficit—and that, coupled with potentially 
faster economic growth, could push up 
inflation from its current low levels.

Monetary Policy. We expect interest 
rates to rise over the coming years, 
even if no sweeping policy changes are 
adopted. US economic growth has been 
better than expected in recent months, 
at about 3% annualized. And with US 
unemployment at multidecade lows, 
inflation is slowly rising from unusually 
low levels. Given this backdrop, the Fed 
is widely expected to increase short-term 
rates in December and again in 2017. We 
don’t see that changing soon: Federal 
Reserve chair Janet Yellen has confirmed 
that she will serve out the remainder of 
her term until 2018.

Regulation. The Trump administration 
might ease environmental and banking 
regulations, which could help energy 
and financial companies grow their 
revenues and earnings. However, a 
period of regulatory uncertainty as new 
rules are being drafted could also create 
anxiety. And while Trump is generally 
seen as friendly to business, during the 
campaign he did jawbone companies, 
such as Ford Motor, for moving some 
production to Mexico, and he threatened 
to block the announced AT&T/Time 
Warner merger. 

Furthermore, president-elect Trump has 
also called for trade and immigration 
restrictions that we think could slow 
growth and be highly disruptive to 
industries reliant on global supply 
chains, such as automakers and technol-
ogy companies. 

We don’t yet know what specific steps (if 
any) Trump will take to implement his calls 
for tough trade and immigration policies, 
but if he prioritizes these initiatives, they 
could be adopted relatively quickly. Trade 
and immigration are two areas where 
presidents have significant discretion to 
act without congressional approval. In 
our view, the disruptive economic drag 
from trade and immigration restrictions 
could offset any gains from stimulative 
tax and spending policies. 
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Index Returns in US Dollars

CBOE Volatility Index (VIX)

Display 2
US Performs Best

Display 3
Volatility Likely to Spike Periodically

Past performance is not necessarily indicative  
of future results.
US stocks are represented by the S&P 500 Index; 
international developed-market stocks by the  
Morgan Stanley Capital International (MSCI) EAFE 
Index of developed markets in Europe, Australasia, 
and the Far East; emerging-market stocks by the MSCI 
Emerging Markets Index; municipal bonds by the 
Lipper Short/Intermediate Blended Municipal Fund 
Average; taxable bonds by the Bloomberg Barclays US 
Aggregate Bond Index; hedge funds by the Hedge Fund 
Research Inc.’s (HFRI) Fund of Funds Composite 
Index; and real assets by an equally weighted blend of 
the MSCI ACWI Commodity Producers Index, FTSE 
EPRA/NAREIT Global Real Estate Index, and Dow 
Jones–UBS Commodity Index. See “Information 
About MSCI” at the end of this report.
*The data are not yet available.
†January–October 2016
Source: Bloomberg Barclays, Dow Jones, FTSE, 
HFRI, Lipper, MSCI, Standard & Poor’s, and AB

Through November 30, 2016
Past performance is not necessarily indicative of fu-
ture results. There is no guarantee that any estimates 
or forecasts will be realized.
Source: Chicago Board Options Exchange and AB

Nov
2016

Jan–Nov
2016Stocks

US 3.7% 9.8%

Int’l DevelopedMarkets (2.0) (2.3)

Emerging Markets (4.6) 10.9

Bonds
Municipal (2.5)% (0.8)%

Taxable (2.4) 2.5

Alternatives
Funds of Hedge Funds N/A* (0.4)%†

Real Assets 0.8% 13.0

0

5

10

15

20

25

30

35

40

45

Dec 14 Mar 15 Jun 15 Sep 15 Dec 15 Mar 16 Jun 16 Sep 16

In
d

e
x 

L
e

ve
l

China
Renminbi
Devaluation Oil/Fed/China

Fears

Brexit
Vote

ECB/Fed/
US Election



Finally, the actual impact of any policy 
changes will likely be gradual and will 
depend greatly on the details. Much will 
depend on exactly how taxes are cut, 
which regulations are lifted, and what 
investments are made. 

Little will happen quickly. Policy changes 
that require legislation could take many 
months to wend their way through 
Congress and could change significantly 
before becoming law. Proposed regula-
tory changes that don’t require legisla-
tion often require public hearings that 
result in amendments. And once passed 
or adopted, new laws and regulations 
could take months or years to implement 
and have an economic impact 

In sum, how much growth to expect and 
when it will occur remains uncertain and 
uncertainty could spur volatility.

PORTFOLIO POSITIONING 
Our Dynamic Asset Allocation (DAA) 
service positioned client portfolios to 
manage the volatility that we anticipated 
in the event of a surprise: Before the 

election, DAA had a modest overweight 
in equities, with option positions in place 
to reduce downside risk. 

In the postelection rally, DAA trimmed 
equity exposure back to neutral as valu-
ations rose and the risk-return trade-off 
for equities became less attractive. 
Currently, DAA has a small overweight in 
inflation-sensitive assets, which should 
benefit the portfolio in the event that 
inflationary expectations rise further.

As always, the DAA team will continue 
to closely monitor market and political 
developments in the US and globally. 
In our view, risk management is more 
important than ever in this setting. 

Active equity management is also critical 
in the current environment. In a period of 
significant policy change, sector returns 
are likely to diverge, and individual stocks 
within the same sector may behave quite 
differently due to the specific business 
or geographic exposures that each 
company has. Thoughtful research and 
disciplined security selection will be very 

important in distinguishing the winners 
from the losers.

That said, our US active equity portfolios 
generally profited from the recent 
rotation out of safety stocks to value, 
growth, and quality stocks. We think 
this trend still has plenty of scope to 
continue: Most “safe” stocks such as 
utilities and consumer staples remain 
expensive and vulnerable to a continued 
correction because their returns tend to 
suffer as interest rates rise. 

Bonds still have an important role in 
portfolios: Even though we expect very 
low returns going forward, bonds offer 
diversification benefits that help inves-
tors sleep at night. And with inflation 
expected to rise, inflation-protected 
bonds and real-asset portfolios can help 
investors protect their purchasing power. 

With all the changes afoot, this is a good 
time to communicate with your Financial 
Advisor to ensure your Portfolio reflects 
your needs and goals.  
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Disclosure About Dynamic Asset Allocation
There is no guarantee that the goals of the Dynamic Asset Allocation (DAA) overlay service will be achieved. An account invested in DAA may 
cause the account’s overall exposure to equities, fixed income, real estate investment trusts (REITs), and other asset classes to vary significantly 
from the strategic long-term target allocations agreed upon for the account and may be different from information in this summary. Please read 
Bernstein’s Investment-Management Services and Policies manual and the Prospectus for the DAA overlay portfolios for additional information 
about DAA, including the principal risks of investing in the DAA overlay portfolios.

Information About MSCI
MSCI makes no express or implied warranties or representations, and shall have no liability whatsoever, with respect to any MSCI data contained 
herein. The MSCI data may not be further redistributed or used as a basis for other indexes or any securities or financial products. This report has 
not been approved, reviewed, or produced by MSCI.

Note to All Readers
The information contained herein reflects, as of the date hereof, the views of AllianceBernstein L.P. (or its applicable affiliate providing this publica-
tion) (“AllianceBernstein”) and sources believed by AllianceBernstein to be reliable. No representation or warranty is made concerning the accuracy 
of any data compiled herein. In addition, there can be no guarantee that any projection, forecast, or opinion in these materials will be realized. 
Past performance is neither indicative of, nor a guarantee of, future results. The views expressed herein may change at any time subsequent to the 
date of issue hereof. This material is provided for informational purposes only, and under no circumstances may any information contained herein 
be construed as investment advice. AllianceBernstein does not provide tax, legal, or accounting advice. The information contained herein does 
not take into account your particular investment objectives, financial situation, or needs, and you should, in considering this material, discuss your 
individual circumstances with professionals in those areas before making any decisions. Any information contained herein may not be construed 
as any sales or marketing materials in respect of, or an offer or solicitation for the purchase or sale of, any financial instrument, product, or service 
sponsored or provided by AllianceBernstein L.P. or any affiliate or agent thereof. References to specific securities, if any, are presented solely in the 
context of industry analysis and are not to be considered recommendations by AllianceBernstein. AllianceBernstein and its affiliates may have posi-
tions in, and may effect transactions in, the markets, industry sectors, and companies described herein.

The [A/B] logo is a registered service mark of AllianceBernstein, and AllianceBernstein® is a registered service mark, used by permission of the 
owner, AllianceBernstein L.P. 

This document is provided for informational purposes only, reflecting prevailing market conditions and our judgments as of the date indicated 
herein. Opinions and estimates may be changed without notice and involve a number of assumptions that may not prove valid. Neither this docu-
ment nor any of its contents may be used for any purpose without the consent of AllianceBernstein. 
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