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Now what for markets?
We may have a rocky road ahead as markets react to the unexpected election results and
uncertainty.
BY JURRIEN TIMMER, DIRECTOR OF GLOBAL MACRO, FIDELITY VIEWPOINTS – 11/09/2016
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Looking at the election strictly through the lens of the inancial markets, I have always viewed the
presidential race as a choice between a “low-vol” candidate—one who would maintain the status quo—and
a “high-vol” candidate—one who promises massive change and would upset the status quo more than the
other candidate would aim to preserve it.
Now after a stunning upset, we have the high-vol candidate
as our president-elect. And with that outcome comes
Republican control of the House and Senate, which
suggests that many of the claims and promises that were
made could actually be implemented.
What does it mean for investors? With change comes
uncertainty, and if we know one thing about the markets,
it’s that investors don’t like uncertainty. And that’s what
we have for now, as we wait for the president-elect to take
of ice and announce his cabinet and policy speci ics. So, it
is not a surprise to me to see the market futures sell off on
election night, but reverse those overnight losses the day
after the election.

Markets pricing in uncertainty
Greater uncertainty by de inition re lects a wider range of outcomes, and that requires a higher risk
premium for stocks. A higher risk premium means a lower price-to-earnings (P/E) ratio. So, when I see the
market trade lower, I view that more as a manifestation of investors repricing the uncertainty premium
rather than as commentary on President-Elect Donald Trump’s economic policies and their impact on the
markets.
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And there is considerably uncertainty, of course. Will the new administration cut taxes, move towards
greater iscal stimulus, cut regulations, and repatriate the $2 trillion in corporate cash idling abroad? Is it
sort of a Reaganomics 2.0? If so, this could jump-start the economy out of secular stagnation, and that
would be bullish for growth. If nominal growth starts to accelerate, that should be bullish for earnings and
stock prices (even if it comes at a lower P/E multiple). But if the above comes with increased protectionism
through tariffs on goods imported from China and Mexico, then what the market stands to gain on the one
hand might be given back on the other.
At this point, the answer is unclear, which is why the market is likely to demand a higher uncertainty
premium. But to me, this election outcome does not have to be seen as a one-way ticket lower for stocks. It
could just as easily be the opposite. But one thing is certain in my mind—there will be twists and turns
along the way. The quiet low-volatility days are probably over for a while.

Shift to fiscal policy
The other implication to me is that we will likely see the policy baton being passed from monetary policy to
iscal policy. As we have so clearly seen since the inancial crisis, monetary policy has its limits when
interest rates are this low. This is, in part, because the stimulus stays trapped in the inancial system (the
excess reserves that are generated through quantitative easing (QE) remain trapped on bank balance
sheets and therefore don’t make it into the real economy). But it is also because the bene its of zero rates
and QE—via the so-called wealth effect—have not accrued evenly across the population. After all, not
everyone owns investments.
A greater emphasis on iscal stimulus could very well lead
to more growth (if done in such a way that it creates a
multiplier effect), and it could also lead to more in lation.
But for now, in my personal view, a December rate hike is
once again far from a done deal. Beyond December, it will
be important to determine to what degree the Federal
Reserve will aim to “sterilize” iscal stimulus with
offsetting rate hikes.

Stick with a good plan
So what should investors do with this renewed uncertainty and greater volatility? My answer is always the
same: Have a good investing plan and stick with it. If your plan makes sense, stick with it and don’t be that
person who sells at the bottom. If your plan isn’t where it should be, take advantage of the market’s likely
gyration to rebalance.
We will probably have a rocky road ahead, but I am not in the camp that thinks this election outcome is a
one-way ticket to a bear market.

Learn more
Follow Jurrien Timmer on Twitter @timmer idelity.
Research stock and bond mutual funds.
Research stock and bond ETFs.
Get an in-depth analysis of your portfolio with our Planning & Guidance Center (login required).
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Information presented herein is for discussion and illustrative purposes only and is not a recommendation or an offer or solicitation
to buy or sell any securities. Views expressed are as of the date indicated, based on the information available at that time, and may
change based on market and other conditions. Unless otherwise noted, the opinions provided are those of the authors and not
necessarily those of Fidelity Investments or its af iliates. Fidelity does not assume any duty to update any of the information.
Investment decisions should be based on an individual’s own goals, time horizon, and tolerance for risk.
Stock markets are volatile and can luctuate signi icantly in response to company, industry, political, regulatory, market, or economic
developments. Investing in stock involves risks, including the loss of principal.
Past performance is no guarantee of future results.
Diversi!ication and asset allocation do not ensure a pro!it or guarantee against loss.
Indexes are unmanaged. It is not possible to invest directly in an index.
The third-party trademarks appearing herein are the property of their respective owners.
Guidance provided by Fidelity through the Planning & Guidance Center is educational in nature, is educational in nature, is not
individualized, and is not intended to serve as the primary basis for your investment or tax-planning decisions.
Votes are submitted voluntarily by individuals and re lect their own opinion of the article's helpfulness. A percentage value for
helpfulness will display once a suf icient number of votes have been submitted.
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Mixed economic data and shifts in central bank policy are challenges, but opportunities are still out there.
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