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Group’s

Chris
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says

despite	the

media

frenzy

surrounding	the	US	presidential	election,	the	implications	for	fixed	income	investors	may

be	much	more	muted.	That	said,	he	believes	the	congressional	races—which	haven’t

received	as	much	media	attention—are	likely	to	prove	more	important	for	the	US	economy

and	markets.	He	also	said	his	team	is	concerned	about	a	rise	in	protectionism	that	could

be	negative	for	growth	and	the	general	health	of	the	US	economy.
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Historically,	presidential	elections	have	had	little	direct	impact	on	the	fixed	income

markets.	Despite	the	increased	media	coverage	and	focus	on	this	year’s	US	election,	we

feel	its	outcome	will	also	likely	have	little	direct	impact	on	the	broader	fixed	income

markets.	Nevertheless,	there	are	some	areas	we	are	focused	on	as	we	move	toward

election	day	on	November	8.

Fundamentals	are	ultimately	what	drive	performance	over	the	longer	term	in	the	fixed

income	markets.	Given	this,	the	general	commentary	around	the	effect	on	the	economy

and	markets	tends	to	be	overdone	leading	up	to	an	election.	We	feel	more	important

issues,	such	as	the	results	of	congressional	races	in	both	the	House	of	Representatives	and

the	Senate,	have	taken	a	backseat	to	the	presidential	election	this	time	around.	In	reality,

however,	any	major	shift	in	the	congressional	makeup	could	have	a	more	meaningful

impact	for	investors.	Congress	largely	develops	key	policies,	so	any	major	shift	there	(i.e,	a

Democrat-controlled	House	and	Senate)	would	have	the	potential	to	affect	tax	policy,

regulations	and	various	industries	directly,	including	energy	and	health	care	and

potentially	financial	services.

The	election	itself	should	have	a	smaller	direct	impact	within	the	fixed	income	markets

versus	some	other	markets,	but	it	is	something	we	keep	an	eye	on.	As	noted,	a	party

sweep	in	Congress	may	have	a	greater	effect,	primarily	driven	by	policy	shifts.	Although

we	think	such	a	sweep	is	rather	unlikely	at	this	time,	it	is	something	we	are	watching

closely	and	may	have	to	react	to	eventually.	The	congressional	races	have	not	been

publicized	much	in	the	popular	press,	but	we	are	more	focused	on	that	aspect	as	the

outcome	is	likely	to	have	a	more	material	impact	on	the	markets	and	general	economy.

Markets	tend	to	dislike	uncertainty,	and	we’ve	seen	some	volatility	throughout	various

periods	of	this	election	season.	The	market	also	likes	the	normal	system	of	checks	and

balances	that	we	have	in	our	government,	so	a	wholesale	shift	to	one	party	could	lead	to

more	uncertainty.

However,	we	think	the	removal	of	uncertainty	after	the	US	election	results	are	in	will	help

move	the	focus	globally	back	on	the	fundamentals	of	the	global	macro	economy	and

markets.



An	observation	we	have	had	throughout	this	past	year	is	that	we	have	already	begun	to

see	the	US	deficit	increase	as	the	rhetoric	around	funded	spending	(which	is	tied	to	a

revenue	source,	as	opposed	to	deficit	spending)	has	died	down.	However,	we	don’t	see	the

election	as	materially	shifting	this	path	in	the	near	term.	Two	major	related	items	we	may

see	going	forward	are	a	repatriation	holiday	(a	tax	break	for	individuals	and/or	businesses

in	one	country	who	repatriate	income	earned	in	other	countries)	and	an	increase	in

infrastructure	spending.	A	repatriation	would	bring	a	lot	of	potential	investment	back	to

the	US	economy,	while	an	infrastructure	bill	could	also	be	beneficial	as	long	as	it	truly

helped	to	spur	growth	and	wasn’t	solely	a	deficit-financed	policy.

Another	aspect	we	are	focusing	on	is	the	rise	of	protectionism	within	the	United

States.	This	rise	does	cause	some	concern;	on	a	net	basis,	we	feel	such	protectionism	is

negative	for	growth	and	the	general	health	of	the	economy.	Overall,	more	global	trade	and

interaction	with	the	global	economy	is	a	net	positive	for	growth	in	the	United	States.	If

hard	lines	were	to	be	drawn,	it	would	cause	us	to	reevaluate	our	overall	growth	outlook	for

the	United	States.

In	terms	of	US	monetary	policy,	on	balance	we	don’t	think	the	election	itself	will	materially

affect	the	path	of	interest	rates	unless	the	economic	fundamentals	materially

reversed.	Additionally,	the	passage	of	election	uncertainty	should	remove	another

potential	objection	to	continuing	on	a	gradual	tightening	path.	Finally,	Federal	Reserve

(Fed)	Chair	Janet	Yellen’s	term	runs	until	2018.	Therefore,	we	also	expect	a	consistency	of

Fed	policy	into	the	new	president’s	term.

For	more	detailed	insights	on	the	global	fixed	income	markets	and	monetary	policy	from
Franklin	Templeton	Fixed	Income	Group,	view	the	latest	edition	of	Global	Economic
Perspective.

To	get	insights	from	Franklin	Templeton	Investments	delivered	to	your	inbox,	subscribe	to

the	Beyond	Bulls	&	Bears	blog.

For	timely	investing	tidbits,	follow	us	on	Twitter	@FTI_US	and	on	LinkedIn.

The	comments,	opinions	and	analyses	expressed	herein	are	for	informational	purposes
only	and	should	not	be	considered	individual	investment	advice	or	recommendations	to
invest	in	any	security	or	to	adopt	any	investment	strategy.	Because	market	and	economic
conditions	are	subject	to	rapid	change,	comments,	opinions	and	analyses	are	rendered	as
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of	the	date	of	the	posting	and	may	change	without	notice.	The	material	is	not	intended	as
a	complete	analysis	of	every	material	fact	regarding	any	country,	region,	market,	industry,
investment	or	strategy.

This	information	is	intended	for	US	residents	only.

All	investments	involve	risks,	including	possible	loss	of	principal.	Bond	prices	generally
move	in	the	opposite	direction	of	interest	rates.	Thus,	as	prices	of	bonds	in	an	investment
portfolio	adjust	to	a	rise	in	interest	rates,	the	value	of	the	portfolio	may	decline.

CFA®	and	Chartered	Financial	Analyst®	are	trademarks	owned	by	CFA	Institute.
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Important	Legal	Information
	

You	can	check	the	background	of	your	investment	professional	on	FINRA’s	 .

Links	can	take	you	to	third	party	sites/media,	directly	or	through	new	browser	windows.	We
urge	you	to	review	the	privacy,	security,	terms	of	use,	and	other	policies	of	each	site	you	visit.
You	use	any	third-party	site,	software,	and	materials	at	your	own	risk.	Franklin	Templeton	does
not	control,	adopt,	endorse	or	accept	responsibility	for	content,	tools,	products,	or	services
(including	any	software,	links,	advertising,	opinions	or	comments)	available	on	or	through	third
party	sites	or	software.

Franklin	Templeton	welcomes	your	feedback	on	this	blog.	To	keep	the	conversation	respectful
and	focused,	please	follow	our	current	Commenting	Guidelines.	We	review	comments	and
reserve	the	right	to	block	any	comment	or	commenter,	including	those	that	we	may	deem
inappropriate	or	offensive.	We	may	block	any	comment	or	commenter	whose	posts	include
investment	testimonials,	advice,	or	recommendations,	or	advertisements	for	products	or
services,	or	other	promotional	content.

Questions	or	comments	about	your	Franklin	Templeton	account	or	customer-service	issues?
Please	contact	us	directly	but	never	include	account	or	personal	financial	information	in	your
comments.

The	comments,	opinions	and	analyses	are	the	personal	views	expressed	by	the	investment
manager	and	are	intended	to	be	for	informational	purposes	and	general	interest	only	and
should	not	be	construed	as	individual	investment	advice	or	a	recommendation	or	solicitation
to	buy,	sell	or	hold	any	security	or	to	adopt	any	investment	strategy.	It	does	not	constitute
legal	or	tax	advice.	The	information	provided	in	this	material	is	rendered	as	at	publication	date
and	may	change	without	notice	and	it	is	not	intended	as	a	complete	analysis	of	every	material
fact	regarding	any	country,	region,	market	or	investment.
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Investors	should	carefully	consider	a	fund’s	investment	goals,	risks,	charges	and	expenses
before	investing.	To	obtain	a	summary	prospectus	and/or	prospectus,	which	contains	this	and
other	information,	talk	to	your	financial	advisor,	call	us	at	(800)	DIAL	BEN/342-5236	or	visit
franklintempleton.com.	Please	carefully	read	a	prospectus	before	you	invest	or	send	money.

Data	from	third	party	sources	may	have	been	used	in	the	preparation	of	this	material	and
Franklin	Templeton	Investments	(“FTI”)	has	not	independently	verified,	validated	or	audited
such	data.	FTI	accepts	no	liability	whatsoever	for	any	loss	arising	from	use	of	this	information
and	reliance	upon	the	comments,	opinions	and	analyses	in	the	material	is	at	the	sole
discretion	of	the	user.
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