
The question on everyone’s mind right now is 
“How will the presidential election affect my 
investments?”
 Our view is that markets will not likely see 
major long term impact regardless of who wins the 
election.  As we discuss in more detail below, yes, we 
very well may see the typical increased short term 
market volatility that comes with elections.  But simply 
getting through this election may actually be the 
long term positive!  The economic agenda of the two 
candidates, and the winner’s ability to implement that 
agenda, may not be that different. And a silver lining 
may be a coming rise in business investment.

 While short term volatility may increase, many 
strategists have pointed out that there are similarities 
between the platforms of the candidates in respect to 
the economy.
 Both candidates plan on increased spending 
on infrastructure, which should be beneficial for the 
raw materials, industrial, and technology sectors.  
And both have leveled heavy criticism of the 
healthcare and financial industries.  Moreover, our 
new President will not likely have the full support 
of both houses of Congress, limiting their ability to 
implement dramatic change.  This should help to 
encourage greater levels of business investment. 
 One of the biggest problems limiting 
GDP growth right now is a low level of business 
investment.  The current lack of clarity on tax and 
policy issues causes many businesses to be cautious 
with spending.  After the election some of that 
policy uncertainty will be removed, perhaps allowing 
businesses to start making overdue long-term 
investments again.
 Much is said about markets during election 
years.  The historical record shows that investments 
made in election years have resulted in strong with 
the S&P 500 producing positive returns in 18 of the 
last 21 presidential election years.[2]

Q3 2016 Market Commentary:

Volatility, has been an overriding story for 2016.  The 
CBOE’s Volatility Index (VIX), a key measure of stock 
market volatility, actually decreased significantly 
in the 3rd Quarter as the world experienced fewer 
global market disruptions than in the first half of the 
year.  That trend may be expected to reverse as we 
approach the U.S. presidential election in November. 



 Oil prices fell for the quarter, but surged 
in recent weeks on OPEC’s agreement to cut 
production by 700,000 to 750,000 barrels per day[4]  
The OPEC agreement was viewed by some as 
putting a floor on the price of oil, but by others as 
a strategy doomed to fail.  Increases in oil prices 
by cutting production might only induce non-OPEC 
producers, such as the U.S., to increase production.  
Year to date West Texas Intermediate prices have 
risen from $37.13 to $48.11 at quarter end.  
 Domestic stock markets finished the 3rd 
Quarter in positive territory, with the S&P 500 up 
3.85% (up 7.84% year to date).  Developed overseas 
markets also returned positive results for the quarter 
with the MSCI EAFE index up 6.43% (up 2.20% year 
to date).  The MSCI Emerging Markets were also up 
an impressive 9.15% (up 16.36% year to date).[5]

 Finally, our quote for the quarter:  “If money 
grew on trees, fall would be our favorite season!”

 Shifting gears, let’s take a quick look at what 
happened in the third quarter. 
 On the labor front, according to the Bureau 
of Labor Statistics, total nonfarm payroll employment 
increased by 151,000 in August, compared to an 
average monthly gain of 204,000 over the prior 
12 months.  The unemployment rate remained 
unchanged at 4.9 percent.  The low unemployment 
rate has been met with skepticism by economic 
experts and by the Fed, as we are still holding at 
40 year lows in the labor force participation rate.[3]  

Stronger employment and income data is certainly a 
focus of attention as the Fed seems poised to raise 
interest rates soon.

[1] https://www.bloomberg.com/gadfly/articles/2016-09-26/clinton-trump-

debate-wall-street-sees-volatility-ahead

[2] https://erinarvedlund.files.wordpress.com/2012/10/mfs-election-

study-20121.pdf

[3] http://www.bls.gov/news.release/pdf/empsit.pdf

[4] http://www.bloomberg.com/news/articles/2016-09-28/opec-said-to-

agree-on-first-oil-output-cut-in-eight-years

[5] J.P. Morgan Asset Management Weekly Market Recap, 10/3/2016
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	 This	commentary	was	prepared	specifically	for	your	wealth	management	advisor	by	Northwestern	Mutual	Wealth	Management	Company®.	Northwestern	
Mutual	 is	 the	marketing	 name	 for	The	Northwestern	Mutual	 Life	 Insurance	Company,	Milwaukee,	WI	 (NM)	 (life	 and	 disability	 insurance,	 annuities	 and	 life	
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	 Please	remember	that	all	investments	carry	some	level	of	risk,	including	the	potential	loss	of	principal	invested.	Indexes	and/or	benchmarks	are	unmanaged	
and	cannot	be	invested	in	directly.	Returns	represent	past	performance,	are	not	a	guarantee	of	future	performance	and	are	not	indicative	of	any	specific	investment.	
Diversification	and	 strategic	asset	 allocation	do	not	 assure	profit	or	protect	 against	 loss.	Although	 stocks	have	historically	outperformed	bonds,	 they	also	have	
historically	been	more	volatile.	Investors	should	carefully	consider	their	ability	to	invest	during	volatile	periods	in	the	market.	The	securities	of	small	capitalization	
companies	are	subject	to	higher	volatility	than	larger,	more	established	companies	and	may	be	less	liquid.	With	fixed	income	securities,	such	as	bonds,	interest	rates	
and	bond	prices	tend	to	move	in	opposite	directions.
	 VIX	is	the	ticker	symbol	for	the	Chicago	Board	Options	Exchange	(CBOE)	Volatility	Index,	which	shows	the	market’s	expectation	of	30-day	volatility.	
It	is	constructed	using	the	implied	volatilities	of	a	wide	range	of	S&P	500	index	options.	This	volatility	is	meant	to	be	forward	looking,	is	calculated	from	both	calls	
and	puts,	and	is	a	widely	used	measure	of	market	risk,	often	referred	to	as	the	“investor	fear	gauge.”
Standard	and	Poor’s	500	Index®	(S&P	500®)	is	a	capitalization-weighted	index	of	500	stocks.	The	index	is	designed	to	measure	performance	of	the	broad	domestic	
economy	through	changes	in	the	aggregate	market	value	of	500	stocks	representing	all	major	industries.	
	 The	opinions	expressed	are	those	of	Scott	Sparks	as	of	the	date	stated	on	this	State	of	the	Market	update	and	are	subject	to	change.	There	is	no	guarantee	
that	any	forecasts	made	will	come	to	pass.	This	material	does	not	constitute	investment	advice	and	is	not	intended	as	an	endorsement	of	any	specific	investment	or	
security.	Please	remember	that	all	investments	carry	some	level	of	risk,	including	the	potential	loss	of	principal	invested.	Indexes	and/or	benchmarks	are	unmanaged	
and	cannot	be	invested	in	directly.	Returns	represent	past	performance,	are	not	a	guarantee	of	future	performance	and	are	not	indicative	of	any	specific	investment.	
Diversification	and	 strategic	asset	 allocation	do	not	 assure	profit	or	protect	 against	 loss.	Although	 stocks	have	historically	outperformed	bonds,	 they	also	have	
historically	been	more	volatile.	With	fixed	income	securities	and	bonds,	when	interest	rates	rise,	the	price	of	the	assets	you	own	declines,	which	could	negatively	
affect	overall	performance.	Bond	prices	correlate	inversely	with	interest	rates	and	this	effect	is	usually	more	pronounced	for	longer-term	bonds	making	their	prices	
more	volatile.	At	maturity,	 the	issuer	of	the	bond	is	obligated	to	return	the	principal	(original	investment)	to	the	investor.	Bond	funds	(mutual	funds	and	ETFs)	
continuously	replace	the	bonds	they	hold	as	they	mature	and	thus	do	not	usually	have	maturity	dates,	and	are	not	obligated	to	return	principal.	Bond	investors	should	
carefully	consider	risks	such	as	interest	rate	risk,	credit	risk,	liquidity	risk,	securities	lending	risk,	repurchase	and	reverse	repurchase	transaction	risk.	Currently,	
interest	rates	are	at	unprecedented	historically	low	levels.	A	significant	rise	in	interest	rates	in	a	short	period	of	time	would	cause	losses	in	the	market	value	of	any	
bonds	or	bond	funds	that	you	own.	Please	remember	that	all	investments	carry	some	level	of	risk,	including	the	potential	loss	of	principal	invested.	Indexes	and/or	
benchmarks	are	unmanaged	and	cannot	be	invested	in	directly.	Returns	represent	past	performance,	are	not	a	guarantee	of	future	performance	and	are	not	indicative	
of	any	specific	investment.	Diversification	and	strategic	asset	allocation	do	not	assure	profit	or	protect	against	loss.	With	fixed	income	securities,	such	as	bonds,	
interest	rates	and	bond	prices	tend	to	move	in	opposite	directions.	When	interest	rates	fall,	bond	prices	typically	rise,	and	conversely,	when	interest	rates	rise,	bond	
prices	typically	fall.	This	also	holds	true	for	bond	mutual	funds.	When	interest	rates	are	at	low	levels,	there	is	risk	that	a	sustained	rise	in	interest	rates	may	cause	
losses	to	the	price	of	bonds	or	market	value	of	bond	funds	that	you	own.	At	maturity,	however,	the	issuer	of	the	bond	is	obligated	to	return	the	principal	to	the	investor.	
The	longer	the	maturity	of	a	bond	or	of	bonds	held	in	a	bond	fund,	the	greater	the	degree	of	a	price	or	market	value	change	resulting	from	a	change	in	interest	rates	
(also	known	as	duration	risk).	Bond	funds	continuously	replace	the	bonds	they	hold	as	they	mature	and	thus	do	not	usually	have	maturity	dates	and	are	not	obligated	
to	return	the	investor’s	principal.	Additionally,	high-yield	bonds	and	bond	funds	that	invest	in	high-yield	bonds	present	greater	credit	risk	than	investment-grade	
bonds.	Bond	and	bond	fund	 investors	should	carefully	consider	 risks	such	as	 interest	 rate	 risk,	credit	 risk,	 liquidity	 risk	and	 inflation	risk	before	 investing	 in	a	
particular	bond	or	bond	 fund.	Although	stocks	have	historically	outperformed	bonds,	 they	also	have	historically	been	more	volatile.	 Investors	 should	carefully	
consider	their	ability	to	invest	during	volatile	periods	in	the	market.	The	securities	of	small	capitalization	companies	are	subject	to	higher	volatility	than	larger,	more	
established	companies	and	may	be	less	liquid.	Investing	in	special	sectors,	such	as	real	estate,	can	be	subject	to	different	and	greater	risks	than	more	diversified	
investing	and	may	present	more	financial	and	other	risks	than	investing	in	companies	of	larger	capitalizations	and	more	seasoned	companies.	Investing	in	real	estate	
companies	entails	some	of	 the	risks	associated	with	 investing	 in	real	estate	directly,	 including	sensitivity	 to	general	and	 local	economic	and	market	conditions,	
demographic	patterns,	changes	in	interest	rates	and	governmental	actions.	Commodity	prices	fluctuate	more	than	other	asset	prices	with	the	potential	for	large	losses	
and	may	be	affected	by	market	events,	weather,	regulatory	or	political	developments,	worldwide	competition,	and	economic	conditions.	Investment	can	be	made	
directly	in	physical	assets	or	commodity	linked	derivative	instruments,	such	as	commodity	swap	agreements	or	futures	contracts.	Unless	otherwise	indicated,	all	
index	references	and	performance	calculations	are	based	on	information	provided	through	Bloomberg.	The	Large	Cap	asset	class	is	measured	by	the	S&P	500	Index,	
which	is	a	capitalization-weighted	index	of	500	stocks.	The	S&P	500	Index	is	designed	to	measure	performance	of	the	broad	domestic	economy	through	changes	in	
the	aggregate	market	value	of	500	stocks	representing	all	major	industries.	The	Shanghai	Composite	is	an	Index	of	all	stocks	that	are	traded	on	the	Shanghai	Stock	
Exchange.	The	Russell	1000	Index	measures	the	performance	of	the	large-cap	segment	of	the	U.S.	equity	universe.	It	is	a	subset	of	the	Russell	3000®	Index	and	
includes	approximately	1000	of	the	largest	securities	based	on	a	combination	of	their	market	cap	and	current	index	membership.	The	Russell	3000	Index	measures	
the	performance	of	3,000	publicly	held	US	companies	based	on	total	market	capitalization,	which	represents	approximately	98%	of	the	investable	US	equity	market.	
The	Mid	Cap	asset	class	is	measured	by	the	S&P	MidCap	400	Index,	which	is	the	most	widely	used	index	for	mid-sized	companies	and	covers	approximately	7%	of	
the	U.S.	equities	market.	The	Small	Cap	asset	class	is	measured	by	the	S&P	Small	Cap	600	Index,	a	market-value	weighted	index	that	consists	of	600	small-cap	U.S.	
stocks	chosen	for	market	size,	 liquidity	and	industry	group	representation.	The	International	Developed	Markets	asset	class	is	measured	by	the	Morgan	Stanley	
Capital	International	Europe,	Australasia,	and	Far	East	(MSCI	EAFE)	Index,	which	is	composed	of	all	the	publicly	traded	stocks	in	developed	non-U.S.	markets.	The	
MSCI	EAFE	Index	consists	of	the	following	22	developed	market	country	indices:	Australia,	Austria,	Belgium,	Denmark,	Finland,	France,	Germany,	Greece,	Hong	
Kong,	 Ireland,	 Israel,	 Italy,	 Japan,	 the	 Netherlands,	 New	 Zealand,	 Norway,	 Portugal,	 Singapore,	 Spain,	 Sweden,	 Switzerland	 and	 the	 United	 Kingdom.	 The	
International	Emerging	Markets	asset	class	is	measured	by	the	MSCI	Emerging	Markets	Index,	which	is	a	free	float-adjusted	market	capitalization	index	that	is	
designed	to	measure	equity	market	performance	of	emerging	markets.	The	MSCI	EmergingMarkets	Index	consists	of	the	following	21	emerging	market	country	
indices:	Brazil,	Chile,	China,	Colombia,	Czech	Republic,	Egypt,	Hungary,	India,	Indonesia,	Korea,	Malaysia,	Mexico,	Morocco,	Peru,	Philippines,	Poland,	Russia,	
South	Africa,	Taiwan,	Thailand	and	Turkey.	The	Commodities	asset	class	is	measured	by	the	Bloomberg	Commodity	Index	(BCOM),	formerly	the	Dow	Jones-UBS	
Commodity	Index,	which	is	a	highly	liquid,	diversified	and	transparent	benchmark	for	the	global	commodities	market.	It	is	calculated	on	an	excess	return	basis	and	
reflects	commodity	futures	price	movements.	The	Taxable	Fixed	Income	asset	class	is	measured	by	the	Barclays	U.S.	Aggregate	Bond	Index,	formerly	the	Lehman	
Brothers	U.S.	Aggregate	Index,	which	is	an	index	of	the	U.S.	investment-grade	fixed-rate	bond	market,	including	both	government	and	corporate	bonds.	The	Barclays	
Capital	US	Aggregate	Bond	Index	(formerly	Lehman	Brothers	US	Aggregate	Bond	Index)	is	a	benchmark	index	composed	of	US	securities	in	Treasury,	Government-
Related,	Corporate,	and	Securitized	sectors.	 It	 includes	securities	 that	are	of	 investment-grade	quality	or	better,	have	at	 least	one	year	 to	maturity,	and	have	an	
outstanding	par	value	of	at	least	$250	million.	The	Barclays	Municipal	Bond	Index	is	an	unmanaged	index	considered	representative	of	the	tax-exempt	bond	market.
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