
Elections and Markets
If you haven’t noticed yet, we have a presidential election on the
very near horizon. Some of you may be wondering how this
election may affect the markets and more importantly, your
portfolios. If you haven’t thought about this, good for you! You
haven’t let the doom and gloom media reports rattle your
disciplined approach to investing.

But if you have, lets take a look at some historical statistics on the
relationship between presidential elections and investment
markets:

� Stock returns of the S & P 500 index in the year of a presidential election with no incumbent
candidate tend to have lower returns (averaging less than 2%) than in years with an incumbent
running (averages of 8 - 10%).

� Republican presidents are generally viewed as business friendly, but the stock market data does
not support this. Stock markets have actually performed better under Democratic presidents than
Republican. Stock markets preform best when different parties control the White House and
Congress.

� The year following an election tends to be volatile when a new president is elected, as it takes
time for the market to digest potential changes brought in by a new president and administration.

These trends, however, are statistically insignificant, meaning we really can't draw meaningful
conclusions about how this election will affect our investment returns. What we do know, however,
is that surprises are likely to cause market disruptions. As we recently saw with Brexit, unexpected
events can rattle the markets. The day after the Brexit vote, the S & P 500 dropped 3.6% in one
day, and the more volatile segments of the bond market had negative returns as well. The
downturn was quickly reversed, as markets calmed and investors were able to digest the news.

Greater than the uncertainty of who will be our next President is when the Federal Reserve will
raise interest rates. Low rates make stocks more attractive as stock dividends become more
competitive compared to low bond interest rates. As interest rates rise, higher rates incentivize
investors to move money from stocks to bonds. The uncertainty of not knowing when the Federal



Reserve will begin raising interest rates causes a good deal of market volatility around Fed
meetings. Of course, the shear bizarreness of this election has the potential to cause some market
distortions as well, but basing decisions on potential outcomes of this election would certainly be
a fool's errand!

It is important to remember that even with the presidential election in process, markets will
continue to experience ebbs and flows. Markets have significant gains right now, and investors do
like to take gains while they are available. That you can be certain of!

Updating the College Financing Challenge

Five years ago, we wondered whether a bubble was forming in college costs, fueled by big
increases in grant aid and student loans. Today, student debt tops $1.3 trillion, more than auto
loans ($1.08 trillion) and credit card debt ($700 billion). Student loans have been growing about
twice as fast as household debt, and they comprise the only category of consumer-related debt
with a higher current delinquency rate than during the financial crisis.

Writing recently in the Wall Street Journal, former chair of the FDIC, Sheila Bair, decried the
growing burden of student debt and the perverse incentives that have helped inflate it. However,
Ms. Bair is now president of Washington College in Maryland, so it’s not surprising that she
focused more on financing issues rather than questioning the cost of college itself.

Tuition increases actually have slowed in recent years. The College Board reports that published
tuition and fees for public four-year schools rose just 2.8%, 2.9%, and 2.9% the past three years �
the smallest relative increases since the mid-1970s. But that capped a 35-year period of sustained
escalation; note that the costs shown below are in 2015 dollars, meaning those increases are in
addition to general inflation.



Grants appear to have helped with college affordability, but they also help prop up prices. Net of
grant aid, students at public universities pay an average of about 42% of published tuition and
fees, compared to 52% back in the mid-1990s. The equation is roughly comparable at private
universities where, on average, a student’s net outlay on tuition and fees is 46% of the sticker
price compared to 59% in the mid ‘90s.

In their 10th annual College Savings Indicator Study, Fidelity Investments reports an
unprecedented rise in the use of tax-advantaged college savings and investment accounts,
especially 529 plans. Among the families surveyed, 72% are actively setting money aside for
higher education, up 24% from 2007. Still, nearly half the respondents feel they’re not quite on
track to reach their targeted goal. Parents and grandparents just keep saving.
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