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2016 ELECTION: CERTAIN UNCERTAINTY
How will election day affect your portfolio? Only time will tell, but we expect markets to be somewhat volatile in the 
days leading up to and following November 8, and although volatility can be unsettling, it can also create opportunities 
for our actively managed portfolios. Importantly, our DAA service has taken action by remaining well diversified across 
asset classes in preparation for whatever market impact the election outcome may have (for audio version click here).

MARKET UPDATE
�� Markets were mixed in October.
US stocks were down on anticipation 
surrounding the election and ongoing 
speculation about when the Federal 
Reserve will increase interest rates. 
US small-cap stocks weakened in 
October on the back of profit-taking 
after increasing more than 30% off of 
February lows. 

International developed markets were 
down in US dollar terms on concerns 
over slowing global economic growth 
and signals from the European Central 
Bank that it might end its quantitative 
easing program earlier than expected. 
Emerging markets were flat in US dol-
lar terms in October. 

International developed markets are 
down slightly year-to-date, while the 
US continues to be up, with emerg-
ing markets delivering the strongest 
returns (Display 1).

�� Oil prices were flat in the month 
of October after initially rising fol-
lowing an OPEC agreement to limit 
production. Prices weakened toward 
the end of the month as the details of 
the agreement proved to be elusive. 
Real assets, which include commodi-
ties, commodity-producing securities, 
and real estate securities, declined 
in the month but are strongly positive 
year-to-date.

�� Returns on high-grade bonds were 
negative in October but positive year-
to-date, as yields have fallen since last 

year. Across many major economies 
such as the US, UK, Germany, and 
France, yields moved significantly 
higher in October, resulting in negative 
performance. At 1.85%, US 10-year 
yields are up ~50 b.p. from their low in 
July, with half of that move occurring 
in October. UK 10-year yields have 
increased to 1.15%, up from 0.5%  
in August, on better-than-expected 
economic data that implied growth 
was not as weak as originally expected 
post-Brexit. Investors are questioning 
the degree of aggressive monetary ac-
commodation instituted globally and 
whether we are at an inflection point.

�� The US dollar strengthened 
dramatically in October but is flat 
year-to-date against a trade-weighted 
basket of currencies.

NOVEMBER SURPRISE
In the final few days before the US elec-
tion, you may be asking yourself: What 
impact will this have on the markets and 
my portfolio?

The latest polls indicate that Hillary Clinton 
is leading Donald Trump. But given 
the many surprises that have already 
occurred this year, we are not taking 
anything for granted. 

Adding to the unpredictability this 
November, congressional elections 
remain tight and could go either way. 
Will the Democrats gain control of the 
Senate? How much authority will the 
Republican leaders in the House of 
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Index Returns in US Dollars

Display 1
Emerging Markets Strongest

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 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 Com-
modity 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–September 2016
Source: Barclays, Dow Jones, FTSE, HFRI, Lipper,
MSCI, Standard & Poor’s, and AB
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Jan–Oct
2016Stocks

US (1.8)% 5.9%

Int’l Developed Markets (2.0) (0.4)

Emerging Markets 0.2 16.3

Bonds
Municipal (0.5)% 1.8%

Taxable (0.8) 5.0

Alternatives
Funds of Hedge Funds N/A* (0.3)%†

Real Assets (2.1)% 12.0

http://players.brightcove.net/2197926686001/0158857f-d227-41c9-ac42-770e37778aba_default/index.html?videoId=5191465252001


Representatives retain? The answers 
to these questions will be crucial to the 
President’s ability to advance his or her 
policy agenda—since only Congress can 
pass legislation—but won’t be known 
until after the election.  

For these reasons, we expect markets to 
exhibit volatility in the days leading up to 
and following November 8. While volatil-
ity can be unsettling, it can also create 
opportunities for our actively managed 
portfolios, as some securities may 
become mispriced at times. Uncertainty 
can create opportunity. 

And political uncertainty is by no means 
limited to the US—there are notable 
votes in Italy, France, and Germany 
(among other countries) over the next  
12 months that could also move markets 
(Display 2).

We believe the key to managing 
uncertainty is to maintain a diversified 
asset allocation and take advantage 
of our Dynamic Asset Allocation (DAA) 
risk-management service. 

DAA UPDATE:  
REMAINING WELL DIVERSIFIED
Similar to what we did before the Brexit 
vote, our DAA team has positioned client 
portfolios to moderate the negative 
impact an election surprise might have, 
while participating on the upside in the 
event the election outcome is received 
favorably. 

The team remains well diversified while 
being slightly overweight equities and 
underweight bonds. We have a small 
holding in equity call options, which 
would benefit if the market rallies, but 
would reduce our exposure to stocks in 
the event of a market decline. And, given 
that market expectations for inflation are 
near recent lows, while actual inflation 
remains moderate, the DAA team has 
incorporated inflation-sensitive assets 
as part of the diversification of client 
portfolios (Display 3).

While DAA portfolios are underweight 
fixed income, the team has slightly 
increased DAA’s bond duration. This 
retains the protective quality bonds have 

to cushion the impact of a potential 
equity market drop. 

Within equities, DAA is modestly 
overweight emerging markets based on 
compelling valuations, currency support, 
and improved sentiment. The team is 
also overweight US small-cap equities, 
which have historically performed well 
as rates rise, positioning the portfolio  
to benefit from likely rate hikes in the 
year ahead. 

Finally, we are slightly overweight the 
Australian dollar to gain exposure  
to a potential continued rise in  
commodity prices. 

DAA’s current positioning enables us to 
participate in up markets and mitigate 
the impact of sudden declines. With 
uncertainty being ever present in the 
coming months, the combination of 
thoughtfully designed asset allocation 
and the ability to nimbly adjust to 
changing conditions should help clients 
weather any unforeseen storms brought 
on by elections or other events. 
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Display 2
Political Risk Is a Global Issue

As of September 30, 2016
There is no guarantee that any estimates or forecasts will be realized.
Source: AB

US Presidential and
Congressional Elections

Nov 2016

Market Risk: 
Proposals on trade 

and taxes 
create uncertainty

French Presidential
Election 

Apr & May 2017

Market Risk: 
No clear favorite among 

candidates makes political 
direction uncertain

German Federal
Elections

To Be Determined
(Likely Sep 2017)

Market Risk: 
Current leadership is 
weakened by a more 

diverse Bundestag

Italian Constitutional 
Referendum

Dec 2016

Market Risk: 
Could lead to election 

for new leadership

Anti-establishment trends have gained momentum in many countries, 
creating new risk and return implications for global markets

Next 12 Months

Display 3
Wide Gap Between Actual Inflation  
and Expected Inflation

Data from January 2006–October 2016
Actual inf lation calculated daily with CPI XYOY Index 
using year-over-year values; expected inf lation calculated 
daily with USGGBE10 Index using year-over-year values
Source: Bloomberg and AB

Actual Inflation Expected Inflation

Current 
Level:
2.2%

Current 
Level:
1.7%Lo
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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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