
A Very Political Week

Weekly Market Insights

Two important domestic political events occurred this 
past week:  the midterm elections and the President’s 
firing of the Attorney General.  Both may have important 
ramifications for the country, the economy and the 
markets.  Both were widely expected.  

The financial markets responded positively:  the Dow 
rose 2.84%, the S&P 2.13% and the NASDAQ 0.68%. 

The consensus of informed political observers was the 
Democrats would have a substantial victory in the 
House elections and possibly pick up a seat or two in 
the Senate.  In other words, a “Blue Wave.”  The results 
were not that dramatic.  It was neither a great victory 
for the Democrats, nor an important vindication for the 
Republicans.  It actually was a little surprising that the 
Republicans held onto as many House seats as they did 
and actually picked up Senate seats.  One reason we are 
surprised is the traditional poor showing of the 
President’s party in the midterm elections during his 
first term and, in particular, Mr. Trump’s low approval 
rating.  Some market analysts think having a divided 
government, a Republican as president and a 
Democratic House, is a positive for the equity markets.  
A gridlock may not be terrible for the markets, but if a 
divided government is not functional, it is certainly not 
good for the economy and the country in general. 

There are some interesting possibilities.  A Democratic 
House may intensify the U.S. pull back from free or 
open trade.  Many Democrats feel Mr. Trump has not 
gone far enough, particularly with NAFTA and China.  
It is possible the friction with China may intensify.  As 

we have written in the past and will comment on later, 
it is in no one’s interest to escalate the trade dispute.  
The most likely scenario is a conclusion no one likes.

Besides taking the House, there are two positives the 
Democrats should take from this election.   The first is 
they did better than usual in state elections.  We wrote 
last week that this may be very important because it is 
in the state legislatures where redistricting takes place.  
The Republicans did a great job in the past in taking 
control of the state legislatures and creating safe 
Republican seats in the House.  This, perhaps, is an 
opportunity for the Democrats to turn it around. 

The other relates to the direction the Democratic Party 
is heading.  When analyzing the election results, the 
party leaders will surely notice the center-left took the 
spoils.  If the center left of the party gains control, the 
Democrats have a much better chance of increasing 
their inroads with the suburban Republicans but, more 
importantly, recapturing the white, working class men 
who have abandoned the party in increasing numbers 
over the past decade.  

Right after the results of the election were announced, 
the President forced the resignation of his Attorney 
General, the long suffering Mr. Sessions.  It came as no 
surprise, but Mr. Trump’s appointment of Mr. Whitaker 
did.  There appear to be all sorts of problems with this 
appointment, but this is better left to political experts 
to discuss.  It clearly muddies the waters, which will 
weigh on the financial markets.  

.

November 12,2018



Weekly Market Insights (cont’d)

The Federal Reserve met last week.  As expected, they 
made no interest rate changes at that meeting, but left 
a rate change on track for December.  No surprise to 
anyone.  This should not have much effect on the 
financial markets as it has been well anticipated.  The 
three issues investors and analysts should be concerned 
with are interest rates, of course, regulation and 
whether Chairman Powell gets more pressure from the 
President to keep rates low.  The market is well 
informed about the path of interest rates.  Rates will 
gradually move higher.  Investors should keep a close 
eye on wages and core inflation. We remain concerned 
with attempts to ease regulation on large, money 
center banks.  We think Chairman Powell will be strong 
enough to remain independent of pressures from the 
White House or Congress.  
.

Trade remains a very important concern for investors.  
We wrote that with the change of leadership of the 
House, trade pressures may intensify.  It still appears 
that NAFTA will be signed.  Some type of agreement 

will be reached with China now that the midterm 
elections are over.  Mr. Trump would like to give some 
relief to agriculture and hold down inflation, making the 
Fed happy and helping to keep interest rates moderate.

China is facing an economic slowdown, with 6.5% GDP 
growth this year and 6.0% next year.  They are facing a 
much discussed debt problem.  The Belt and Road 
initiative, which is a very important part of Mr. Xi’s 
political and economic agenda, is having problems on 
both fronts.  

Politically, Australia is one of a number of Asia-Pacific 
countries that is starting its own initiative to bolster its 
influence with their Asian neighbors, which is in direct 
competition with China.  It is very much in both 
countries’, China and the U.S., and their leaders’ 
interests to come to an agreement and get on with life.  
If they do come to a trade agreement, it will in no way 
end the Sino-U.S./Western problems, but it will be a 
start.   
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