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Election Year Uncertainty – This Too Shall Pass 
 
Recently, we have seen a big uptick in market volatility, which is not surprising given the many 
questions anxious investors currently face. With political uncertainty rampant, investors are 
naturally concerned about the future. The strength of the economy and recovery remains in 
question and geopolitical stability around the world is uncertain. Many divisive issues that could 
impact the country’s financial stability, as well as individuals on a personal basis, still hang in 
limbo. In this election year, the only certainty appears to be that the U.S. will have a new President 
next year. 
 

 
 
The chart above shows S&P 500 returns through elections cycles. Since 1900, the S&P 500 has 
fallen by an average 1.2% in the last year of a U.S. President’s second term, while decreasing about 
two-thirds of the time. This pattern may be explained by investor preference for policy certainty, 
regardless of what the policy may be. We see a number of reasons for this market behavior, but 
several of these are more pronounced this year. 
 

1) The political system’s increasing reliance on unconventional measures, which circumvent 
normal processes to pass legislation, highlights the dysfunction in Washington. This 
reliance has undermined the public’s confidence and investor certainty. With so many 
questions hanging in the air, investors find it difficult—if not impossible—to position 
themselves with any confidence.   
 

2) A lame duck President has little to lose in his last year and more to gain by taking bigger 
political risks to push through last minute executive orders, which adds unpredictability to 
the situation. Additionally, with fewer accords having been reached between parties, 
changes in party control will likely result in efforts to reverse big policies. This likelihood is 
another reason for nervous investing. 

 
3) Already, this election has broken records in campaign expense and financing, voter turnout, 

and media ratings. It has also defied all sorts of precedents set by previous elections. 
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Frustration and fear over an uncertain future appear to be driving individuals to exercise 
their voting privileges, and similar sentiments are likely driving investor behavior in the 
markets these days. 

 
While we expect volatility to linger, there is good news. As shown in the chart below on the left, 
looking at the Dow Jones Industrial Average since 1900, election years on average have seen 
choppy market action over the first half of the year followed by solid gains in the second half of the 
year. 
 

 
Source: Ned Davis Research 
 
 
However, trying to predict economic or political market cycles can quickly become a fool’s errand, 
which can cause individual investors to make poor investment decisions in the near-term. 
Regardless if markets follow history and bounce back in the second half of 2016, we expect 
volatility to remain elevated as investors balance the aforementioned concerns with positives that 
still exist. These positives include: 

 Low global interest rates. 

 Improved manufacturing data. 

 Accommodative central banks. 
 
We continue to encourage investors to take a long-term market view in line with their financial 
goals and individual time horizons and focus on what they are able to control. We highlight the 
importance of maintaining a well-diversified portfolio as the best defense again market volatility. 
 
 

This report is created by Tower Square Investment Management LLC 
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About Tower Square Investment Management 
Tower Square Investment Management LLC is an SEC registered investment adviser owned by 
Cetera Financial Group®. It provides investment research, portfolio and model management, and 
investment advice to its affiliated broker-dealers, dually-registered broker-dealers and registered 
investment advisers. 
 
About Cetera Financial Group 
Cetera Financial Group® is a leading network of independent retail broker-dealers empowering the 
delivery of objective financial advice to investors across the country through trusted financial 
advisors and financial institutions. The network is comprised of ten firms: four legacy Cetera-
branded firms (Cetera Advisors, Cetera Advisor Networks, Cetera Investment Services, marketed 
as Cetera Financial Institutions, and Cetera Financial Specialists) along with First Allied Securities, 
Investors Capital, Legend Equities Corporation, Summit Brokerage, VSR Financial Services and 
Girard Securities. 
 
Cetera Financial Group is the second-largest independent financial advisor network in the nation 
by number of advisors, as well as a leading provider of retail services to the investment programs 
of banks and credit unions. Cetera Financial Group delivers award-winning wealth management 
and advisory platforms, comprehensive broker-dealer and registered investment adviser services, 
and innovative technology to approximately 9,500 independent financial professionals and over 
500 financial institutions nationwide. Through its distinct firms, Cetera Financial Group offers the 
benefits of a large, established broker-dealer and registered investment adviser, while serving 
independent and institutions-based financial advisors in a way that is customized to their needs 
and aspirations. Cetera Financial Group is committed to helping advisors grow their businesses 
and strengthen their relationships with clients. For more information, visit 
www.ceterafinancialgroup.com. 
 
The material contained in this document was authored by and is the property of Tower Square 
Investment Management LLC. Tower Square Investment Management provides investment 
management and advisory services to a number of programs sponsored by affiliated and non-
affiliated registered investment advisers. Your registered representative or investment adviser 
representative is not registered with Tower Square Investment Management and did not take 
part in the creation of this material. He or she may not be able to offer Tower Square Investment 
Management portfolio management services. 
 
Nothing in this presentation should be construed as offering or disseminating specific investment, 
tax, or legal advice to any individual without the benefit of direct and specific consultation with 
an investment adviser representative authorized to offer Tower Square Investment Management 
services. Information contained herein shall not constitute an offer or a solicitation of any 
services. Past performance is not a guarantee of future results. 
 
For more information about Tower Square Investment Management strategies and available 
advisory programs, please reference the Tower Square Investment Management LLC Form ADV 
disclosure brochure and the disclosure brochure for the registered investment adviser your 
adviser is registered with. Please consult with your adviser for his or her specific firm 
registrations and programs available. 
 
No independent analysis has been performed and the material should not be construed as 
investment advice. Investment decisions should not be based on this material since the 
information contained here is a singular update, and prudent investment decisions require the 
analysis of a much broader collection of facts and context. All information is believed to be from 
reliable sources; however, we make no representation as to its completeness or accuracy. The 
opinions expressed are as of the date published and may change without notice. Any forward-
looking statements are based on assumptions, may not materialize, and are subject to revision. 
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All economic and performance information is historical and not indicative of future results. The 
market indices discussed are unmanaged. Investors cannot directly invest in unmanaged indices. 
Please consult your financial advisor for more information. 
 
Additional risks are associated with international investing, such as currency fluctuations, 
political and economic instability, and differences in accounting standards. 
 
While diversification may help reduce volatility and risk, it does not guarantee future 
performance. 
 
Investors should consider the investment objectives, risks and charges, and expenses of the fund 
carefully before investing. The prospectus contains this and other important information about 
the fund. Contact your registered representative or the issuing company to obtain a prospectus, 
which should be read carefully before investing or sending money. 
 
The Dow Jones Industrial Average is a price-weighted average of 30 significant stocks 
traded on the New York Stock Exchange and the NASDAQ. 
 
The S&P 500 is an index of 500 stocks chosen for market size, liquidity and industry grouping 
(among other factors) designed to be a leading indicator of U.S. equities and is meant to reflect 
the risk/return characteristics of the large cap universe. 


