
On November 8, voters elected Donald J. Trump to be the 
45th President of the United States. The immediate reaction 
of financial markets to the surprise defeat of Hillary Clinton 
was decidedly negative. The Dow Jones Industrial Average 
(DJIA) futures collapsed over 800 points that evening, and 
Treasury yields fell. However as global markets opened on 
the morning of Wednesday, November 9, financial markets 
had largely reversed their steep declines. By the end of 
trading on November 9, the DJIA was up over 200 points, 
and the yield of the 10-year Treasury bond had jumped 
from 1.88% to 2.07%. The reaction to the election of Donald 
Trump abruptly pivoted from despair to elation in less than 
24 hours. Importantly, markets once again proved that after 
hours trading is often characterized by light volumes, hedge 
funds’ early positioning, and overreaction to news events. 
Speculators trading after hours on November 8 missed one 
of the most spectacular market reversals in recent memory. 
From the election on November 8 to the end of 2016, the 
DJIA, the S&P 500 and the NASDAQ were up 7.8%, 4.6% 
and 3.7% respectively. For the entire year, the DJIA climbed 
16.5%, the S&P 500 12.0%, and the NASDAQ 8.9%.

Despite an ominous start to 2016, US equity markets posted 
positive results for the eighth consecutive year. The graph 
below shows the S&P 500 performance for all of 2016 with 
three notable swings: 1) global growth concerns in the first 
quarter; 2 ) Brexit in the second quarter; and 3 ) the Trump Rally 
in the fourth quarter.  
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On June 23, the United Kingdom voted to leave the European 
Union. In the three trading days that followed, the S&P 500 
fell 5.3% only to recover to pre-Brexit vote levels by July 1 
as investors flocked to the relative safety of US equities. And 
without question, 2016 will be remembered as the year of 
the Trump Rally. As the graph shows, the most significant 
appreciation of the S&P 500 in 2016 occurred in the seven 
weeks that followed the election. By the end of 2016, the S&P 
500, the DJIA, and the NASDAQ had reached all-time highs.

The performance of US equity markets reflects investors’ 
expectations that the new administration will implement 
significant fiscal policy changes specifically to decrease 
taxpayers’ burden and stimulate capital expenditures. The 
new administration favors a 15-20% corporate income tax rate 
which would be a reduction from the current 35%. If enacted, 
the new corporate tax rate could rank among the lowest of 
developed countries. As of today, the United States has the 
highest statutory corporate tax rate of developed nations:

Corporate tax reform could pass relatively quickly and have 
an immediate impact. US multinational corporations hold an 
estimated $2.5 trillion abroad. The Trump administration has 
hinted at tax reform that would include incentives to repatriate 
this overseas cash. Current proposals include a two year window, 
during which corporations could repatriate overseas cash at a 
10% tax rate. The funds could then be used productively within 
the US for capital improvements and job creation. 

Credit markets were also volatile in 2016. On July 8, the yield 
of the benchmark 10-year Treasury bond fell to a new all time 
low of 1.37%. By the end of 2016, the yield on the 10-year had 
risen to 2.45%. Improving growth prospects, signs of inflation, 
a steady employment market, and a more hawkish Federal 
Reserve Bank contributed to the rise in interest rates. During 
the fourth quarter alone, the Barclays Aggregate Bond Index 
fell 3.0% as investors’ optimism led to a flight out of fixed 
income and into equities. Nonetheless bonds posted modest 
gains as the index rose 2.6% for the year.
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The historic decline of global equity markets early in the first 
quarter reflected rapidly slowing manufacturing in China and 
sharply lower crude oil prices worldwide. Many strategists 
described the drop as the “2016 Crash.” As we mentioned 
in our April 2016 Market Commentary, the DJIA posted its 
worst 10-day start to a year on record going back to 1897. 
The S&P 500 fell 10.5% in the period from January 1 to 
February 11, as shown above. However in late February and 
into March, oil experienced a robust recovery and the S&P 
500 ended nearly level for the first three months of the year. 

Source: Bloomberg
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PRIVATE INDIVIDUAL INVESTORS
• Manage accumulated wealth, inheritances 
  and settlements

ENDOWMENTS AND FOUNDATIONS
• Manage assets with a long-term growth strategy 
  while meeting investment policy requirements

BUSINESS OWNERS
• Customize investment portfolios to lessen risk 
  of concentrated assets
• Defer taxable earnings in profit sharing plans
• Manage and advise 401(k) plans
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  risk of concentrated assets
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MARKET PERFORMANCE

Dow Jones

S&P 500 

Nasdaq

Russell 2000

MSCI EAFE

Barclays Agg

4Q 2016

8.7%  

3.8%

1.7%   

   8.8%

 -2.0%  

  -3.0%

 2016

 16.5%

 12.0%

 8.9%

 21.3%

  -2.4%

    2.6%

www.winfieldinc.com 

700 West St. Clair Avenue, Suite 404 • Cleveland, OH 44113

(216) 241-2575 • (888) 322-2575 • fax: (216) 241-4774 

(Continued from front)

INDIVIDUAL INCOME TAX 
PROPOSALS
President-elect Trump and the Republican-controlled Congress 
have proposed several tax changes that could have a significant 
impact on investment management. 

Both Plans

• Reduction in the number of tax brackets from seven to three, 
with the top bracket rate reduced from 39.6% to 33%.

• 3.8% Medicare surcharge for high-income taxpayers repealed

• Repeal estate tax

House Plan

• Capital gains, dividend income, interest income eligible 
 for a 50% exclusion (effectively makes maximum tax 
 rate on investment income 16.5%)

• Eliminates all itemized deductions except mortgage  
 interest and charitable contributions

     - State and local income taxes no longer deductible

     - Property and sales tax deductions eliminated

• Limit pass-through income tax to 25%

Trump Plan

• Net capital gains and qualified dividend income around 20%

• Maintains all itemized deductions

In November, the S&P National AMT-Free Municipal Bond 
Index fell by 3.6%. Prior to the election, fixed income investors 
expected that a Clinton victory would result in higher tax 
rates. A Clinton presidency would have made municipal 
bonds more attractive as the tax-free income would benefit 
a larger investor base, thereby driving municipal bond prices 
higher. However, Trump’s victory created the opposite 
effect. Municipal bond prices sank as President-elect 
Trump promised to reduce marginal individual tax brackets, 
making municipal bonds less attractive (see more below on 
Individual Income Tax Proposals). 

Despite headwinds to the bond market, fixed income remains 
an essential asset class for most investors. Bonds provide 
the steady income and low volatility that many investors seek. 
Over the past 40 years, there have only been three years 
when the Barclays Aggregate Bond Index posted negative 
returns (-2.92% in 1994, -0.82% in 1999, and -2.02% in 
2013). In the coming years, we expect more challenges to 
fixed income investing. 

For the first time in decades, we expect financial headlines 
to focus more on fiscal stimulus than monetary policy. While 
US equities appear fairly valued at current earnings multiples, 
tax policy reform as described above could positively affect 
equity market performance in the coming years. 


