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Elections Could Shadow Normal 4Q Stock Strength

The first presidential debate of 2016 is now in the
books, and committed believers on both sides declared, “We
won!” That kind of response is hardly a surprise; even a
few die-hard Democrats declared President Obama the “win-
ner” of the first 2012 debate after he was clearly out-ma-
neuvered by Governor Romney. Like the good reverend on
Sunday, candidates get the best response when they preach
to the choir.

But in this close race, the real prize in debate season is
the uncommitted vote; this year that includes the roughly
10% of the electorate who are nominally committed to third-
party candidates such as Johnson or Stein. While also ex-
pressing personal opinions on the election, investors are
mainly concerned whether the fractious election or a vic-
tory by either party will interfere with what is normally the
best part of the stock year.

FOURTH QUARTER IS
THE BEST STOCK QUARTER
Since 1980, the S&P 500 has averaged capital appreciation
of 4.53% during the fourth quarter. That is the best calendar
three-month stretch during the year. Since 1980 on average,
October has appreciated 1.44%; November has appreciated
1.61%; and December has gone up 1.87%. With the S&P
500 wavering from its earlier 6% year-to-date gain, a 4%-
5% capstone to 2016 would be essential to getting to a high-
single-digit to low-double-digit gain for the year.

The fourth-quarter gain has been even more impres-
sive during the bull market. Since 2009, the S&P 500 has
averaged capital appreciation of 6.66% during the October-
December period. That is in keeping with the market

October 3, 2016

outperformance during the bull market. Since 1980, the S&P
500 has averaged capital appreciation of 9.8%; during the
bull since 2009, the average is 12.8% for the full year.

We are not predicting that a raucous political season
will preclude a solid fourth quarter. After all, the election
will be decided five weeks into a 13-week quarter. But
politics does seem to have cast a shadow on stocks this
year, making the run to the election (and after) highly
unpredictable.

DATA UNCONVINCING
Bulls would like to see investors embrace normal seasonal
strength and look past the election. Recent economic data,
however, has been less than convincing. Normally, with sum-
mer behind, commercial and industrial firms of all sizes be-
gin to gear up for the upcoming presidential election. But the
recent data has been middling, and much of the recent pause
has been in what has been a source of strength: the consumer.

Housing starts for August missed expectations, com-
ing in at a 1.142 million seasonally adjusted annual rate
(SAAR); economists were looking for 1.190 million. Starts
were down at an annualize 5.8% rate year-over-year. While
building permits dipped a lesser 0.4%. The data came with a
big caveat. Starts in the South were down 14.8%, and that
mainly reflected the horrendous rain and flooding that im-
pacted that region during August. However, non-weather-
impacted regions also showed tepid performance, signaling
a surprising summer’s slowdown in what is normally a ma-
jor home-building month.

(continued on next page)
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Existing home sales also fell in August, although this may
have been less about demand and more about supply. The Na-
tional Association of realtors stated that existing homes de-
clined 0.9% year-over-year to a SAAR of 5.33 million units.
Economists had also been expecting this number to tick up, by
1.1% to a 5.45 million SAAR. Lawrence Yun, NAR’s chief
economists, attributed the weak showing to a paucity of avail-
able home inventories in multiple markets. The silver lining in
this situation for home-owners looking to sell is that scarce
inventory is pushing up prices. The median price of a home
increased 5.1% year-over-year in August, to $240,200.

The third related data point in the housing economy is
new home sales. Although new home sales fell sequentially in
August, the trend in new home sales remains strongly positive
year over year. New home sales hit a nine-year peak in July
2016. Although August new Home sales fell 7.6% sequentially
to a 609,000 SAAR in August 2016, that level is still up 20.6%
from the level in August 2015.

MOVING TO THE MIDDLE
Despite the raucous presidential election season, there are rea-
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sons to believe that the first debate and the next two to come
(as well as the VP debate) might actually benefit the market.
As noted above, a substantial majority of the electorate has
already decided who they are going to vote for, and the de-
bates will sway almost none of these voters. But undecided
voters, except for small fringes on the right and left, tend to
be centrists caught in the demilitarized zone between the
two parties.

To appeal to centrists, both candidates will need to pare
the most radical ideas from their usual platforms. This is a
remedy for projecting calm, reason, compromise, and no
really disruptive ideas. We already saw in the first debate
that both candidates, while occasionally on the attack against
one another, mainly sought to project their programs as rea-
sonable – in other words, something an undecided voter
could love.

Thus, we are not giving up on the usual fall rally. The
stop and start market of the past two years has left many
high-quality names trading below fair value. Please turn to the
Argus portfolio selector-focus list for our analysts’ most timely
ideas, and to the model portfolios longer-term strategies.

Jim Kelleher, CFA,
Director of Research
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