
 The S&P 500® Index continued on its upward path in the third 

quarter of 2016, posting a 3.85% return.  As a result of this 

strong performance, the S&P 500
®
 is now up 7.84% year-to-

date through September 30th.  The Dow Jones Industrial Av-

erage followed a similar path, up 2.78% for the quarter and up 

7.21% for the year.  Elsewhere, Europe shrugged off “Brexit” 

concerns and had a 

strong quarter, with the 

Euro Stoxx 50
®
, often 

viewed as the “Dow 

Jones of Europe” up 

6.63% for the quarter 

and the FTSE 100, rep-

resenting the largest 

companies on the Lon-

don Stock Exchange up 

4.66% for the same peri-

od.  While it was a strong 

quarter, most of Europe 

remains negative for the 

year, as weak growth prospects in the region have brought 

down return expectations for equities. 

In a few weeks, the voters of the United States will be going to 

the polls to decide who the next President will be.  The invest-

ment team at Beaumont Financial Partners has been analyz-

ing the potential outcomes of the election to determine the 

ramifications each could 

have on the equity and 

fixed income markets 

both here and abroad.  

We believe it is important 

for you to understand our 

conclusions, as govern-

ment policy has a signifi-

cant influence on market 

movements.  Thus, we 

thought it would be ap-

propriate to provide 

some insight into our 

thoughts on some of the 

more widely covered 

economic policy issues in this letter. 

To begin, we would like to address a significant hurdle either 

candidate will face upon inauguration in January.  The figure 

at the top of the page, courtesy of The Wall Street Journal, 

offers a glimpse into the difficulties the winning candidate will 

face in terms of implementing policy.  As illustrated, a greater 

percentage of the budget than ever 

before has already been committed 

to mandatory spending (i.e. Medi-

care, Medicaid, Social Security, 

unemployment compensation and 

military retirement).  Therefore, the new President will have 

less capital to allocate to 

desired projects than 

ever before, without go-

ing “over budget”. 

Should Congress ap-

prove another budget in 

which the federal gov-

ernment spends more 

than what it receives via 

taxes, the U.S. will have 

to issue debt in order to 

meet all its expenses.  

This has become an in-

creasingly significant 

issue as the country has done so at an expanding rate, as 

seen in the chart below.  Merely a decade ago, the National 

debt to gross domestic product (GDP) ratio was under 40%; 

now it is nearing 80%.  An important part of this figure, illus-

trated by The Wall Street Journal below, is that interest rates 

have a sizable impact on the amount of debt a country owes, 

due to the coupon pay-

ment on a bond.  

When interest rates are 

higher at the issuance of 

a bond, the coupon 

owed down the road to 

the holder of the bond is 

larger.  The U.S. has 

been very fortunate that 

interest rates have re-

mained at historically 

low levels, which allows 

for the interest payments 

paid on the debt out-

standing to stay at the 

same level they were ten years ago.  An upward move in long 

term interest rates could have a significant impact on the size 

of governmental obligations as well as the bond market as a 

whole, as most domestic bonds are issued at a rate relative to 

the treasury at a given time. 
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One of the core economic issues in the election, and perhaps 

the only major economic issue both candidates agree on, is 

the poor quality of America’s aging infrastructure.  Both would 

like to significantly increase spending in this area; Mr. Trump 

stated he would enact a “trillion-dollar rebuilding program” in 

order to increase the quality of America’s infrastructure, span-

ning from airports to the power grid.  Meanwhile, Mrs. Clinton 

has also been quite critical of the current infrastructure.  She 

has promised a $275 billion, five-year infrastructure plan to be 

sent to Congress within her first 100 days in office.  For per-

spective, earlier this year the American Society of Civil Engi-

neers published a report stating that the U.S. would have to 

spend approximately 

$5.2 trillion dollars to get 

the country’s infrastruc-

ture to an “acceptable 

level” by 2040.   

Interestingly, neither 

candidate suggests rais-

ing the gas tax, which is 

the primary funding of 

investment in American 

infrastructure, to cover 

the cost of these im-

provements.  The gas 

tax has struggled to pro-

vide adequate funding 

for infrastructure for 

many years; the U.S. 

Federal excise gasoline 

tax is 18.4 cents per gal-

lon, and has remained at 

that figure since 1993, despite significant increases in fuel effi-

ciency and the number of cars on the road.  Thus, the cost of 

these plans will have to be funded via alternate avenues; such 

as issuing debt, increasing taxes, or cutting spending in other 

areas.  Regardless, should either Mr. Trump’s or Mrs. Clin-

ton’s plans be enacted, we anticipate the demand for materials 

to increase, as the government will need more asphalt, ce-

ment, and concrete to repair the decaying infrastructure.  

There is a moderate divide between Mrs. Clinton and Mr. 

Trump in trade philosophies.  Both candidates have de-

nounced “the TPP”, or the Trans-Pacific Partnership, an 

agreement signed earlier this year between Pacific Rim coun-

tries, the United States, Mexico, and Canada.  Notably, China 

did not participate in this accord.  Some of the goals of the 

TPP are to reduce trade barriers and promote environmental 

commitments, human rights, and protect intellectual property 

between the member countries, which combined make up ap-

proximately 40% of the world’s economic output.  As can be 

seen in the chart below generated by the Peterson Institute for 

International Economics after studying the partnership and its 

potential economic impact, expectations are for an increase in 

GDP for all participating countries over the coming decade.  

 Generally, trade agreements are put in place to benefit both 

the buyer and the seller.  When there are no free trade agree-

ments and tariffs are in place, these taxes are often passed 

through in the cost to the end purchaser, which increases the 

price of acquisition.  Similarly, when there are prohibitive fees 

to export to a particular region, the seller of goods is levied 

with a tax.  Many developed 

countries have strived for 

trade agreements to lower 

costs for both buyers and 

sellers, while promoting the 

positive nature of interaction 

with other areas of the 

world. 

There are two major fac-

tions that denounce “the 

TPP” in the U.S.  One group 

argues that by entering into 

this agreement, the U.S. 

cannot compete with China 

in terms of producing 

goods.  By agreeing to this 

deal, despite the elimination 

of tariffs, the cost of produc-

ing goods relative to China 

remains too disproportion-

ate; thus U.S. companies that directly compete with Chinese 

producers will continue to struggle.  Others argue that small 

businesses will be harmed disproportionally relative to large, 

multinational firms.  This faction claims that large firms were 

already benefitting significantly from economies of scale, 

meaning that large companies can produce a large amount of 

output for lower cost than small companies.  Therefore, while 

large companies will bear costs in terms of increased employ-

ee and environmental regulation, it will be a disproportionally 

smaller burden relative to smaller businesses. 

 Mr. Trump has vowed to withdraw the U.S. from the TPP and 

employ import tariffs to give smaller businesses a better op-

portunity to compete with large companies domestically.  This 

is a firmer stance than Mrs. Clinton has taken on the partner-

ship.  Mrs. Clinton has not publically stated she would with-

draw from the agreement, only that she would require adjust-

ments to it.  The consequences of departing from the TPP 



would be notable on the American economy and financial mar-

kets.  Generally speaking, increasing costs of trade for compa-

nies decrease the profitability of businesses.  In addition, im-

posing prohibitive measures on global trade can cause global 

growth to stagnate 

for two significant 

reasons.  First, 

when the cost to 

sell goods for a 

business increase 

and threaten profit-

ability of a compa-

ny, there is less 

incentive to pro-

duce.  Second, 

when there are 

increasing levels of 

tariffs around the 

world, companies 

in the developed 

world are less in-

centivized to interact with other countries, notably in the 

emerging markets.  This can cause stagnation in technological 

developments and product efficiency. Therefore, we will be 

carefully monitoring trade negotiations, as increasing regula-

tion could cause a headwind on global equities. 

 Perhaps the largest economic difference between Mr. Trump 

and Mrs. Clinton resides in tax policies.  Mr. Trump has put 

forward a plan to reduce income taxes across all brackets, 

with the highest bracket being reduced to 33% from 39.6%, 

and complete removal of the estate tax. In addition, capital 

gains taxes would be reduced for lower income earners. Mrs. 

Clinton’s income tax plan increases the tax rate on the highest 

end of income earners to 43.6% from 39.6%, and reverts the 

estate tax to where it was in 2009, at 45%, in addition to in-

creasing capital gains taxes and adjusting the rates paid 

based on the holding period of the security.  

 The most critical examination for our team is the tax plans on 

capital gains and dividends, as changing standards could 

change investment behavior significantly. Mr. Trump has put 

forth his plan to adjust the capital gains rate; for single filers 

making under $37,500 and joint filers making under $75,000, 

the capital gains rate would be zero. For single filers making 

between $37,500 and $112,500 and joint filers making be-

tween $75,000 and $225,000, the capital gains rate would be 

15%. Finally, for single filers making more than $112,500 and 

joint filers making more than $225,000, the tax rate would be 

20%. 

Mrs. Clinton’s plan involves adjusting the capital gains rate 

based on how long the asset has been held. Currently, there is 

simply a short term capital gains rate at one’s ordinary income 

level if the asset is held for under one year, and a long term 

capital gains rate if 

the asset is held for 

longer than a year.  

Mrs. Clinton would 

like the current long 

term rate to be ap-

plicable only after 

holding an asset for 

more than six years.  

As time passes from 

the completion of 

the first year to the 

sixth year, the rate 

on the gain would 

reduce.  An evalua-

tion for the highest 

tax bracket can be 

seen above. Please note that the figure above is inclusive of 

the 3.8% investment income tax. 

Should the capital gains rates be altered significantly from their 

current structure, we expect volatility to increase in the market 

as investors will have to re-examine their portfolio positions to 

adjust their investments to align with their long term goals. 

This is one of the more pertinent issues for us, and we will be 

monitoring it extremely closely as the plans get adjusted and 

presented to Congress.  

 As we approach November, we encourage all clients to exer-

cise their free right to vote, and reach out to their respective 

relationship managers with any questions pertaining to eco-

nomic policies of any candidates.  While economic and busi-

ness policy is only one portion of consideration of voting for an 

individual, we hope to help in any way we can to further your 

understanding of these positions. Please feel free to contact 

us at 781.400.2800. 

  

 

John Genco, CFA 

Junior Research Analyst                                                                                                                                                                     

Beaumont Financial Partners, LLC   

 

 



 

Disclosures:  
 
 
This material is provided for informational purposes only and does not in any sense constitute a solicitation or 
offer for the purchase or sale of securities nor does it constitute investment advice for any person. Investment 
themes and individual securities mentioned may or may not be held in any or all client accounts.  
 
The material may contain forward or backward-looking statements regarding intent, beliefs regarding current or 
past expectations. The views expressed are also subject to change based on market and other conditions.  
 
The information presented in this report is based on data obtained from third party sources. Although it is be-
lieved to be accurate, no representation or warranty is made as to its accuracy or completeness.  
 
Past performance is no guarantee of future results. All performance data is as of 9/30/2016 unless otherwise 
stated. Diversification does not ensure a profit or guarantee against loss. An investment cannot be made directly 
in an index.  
 
Sector investments concentrate in a particular industry and the investments’ performance could depend heavily 

on the performance of that industry and be more volatile than the performance of less concentrated investment 

options and the market as a whole. Foreign markets, particularly emerging markets, can be more volatile than 

U.S. markets due to increased political, regulatory, social or economic uncertainties. Fixed Income investments 

include risks such as exposure to interest rate fluctuation, credit changes and inflation. 

All index performance was reported in U.S. dollar terms and was calculated on a total return basis with all divi-

dends reinvested in the index. 

 

Definitions: 

*S&P 500
®
 Index is a trademark of Standard & Poor’s, a Division of The McGraw-Hill Companies, Inc. S&P 500 

Index is an unmanaged index used as a measurement of change in U.S. equity markets.  Performance numbers 

for the index are total return with dividends reinvested in the index. 

The EURO STOXX 50 Index, Europe's leading Blue-chip index for the Eurozone, provides a Blue-chip represen-

tation of super sector leaders in the Eurozone. The index covers 50 stocks from 12 Eurozone countries: Austria, 

Belgium, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, the Netherlands, Portugal and Spain.  

The FTSE 100 Index is a capitalization-weighted index of the 100 most highly capitalized companies traded on 

the London Stock Exchange. 
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