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NOVEMBER 2012Th e economic and fi nancial market implications of the election center around three 

elements: fi scal policy, monetary policy and regulatory policy.

FISCAL POLICY: APPROACHING THE CLIFF

On one hand, this election preserved the status quo, with the same parties retaining 

control of the Executive Branch, Senate and House of Representatives. However, it 

was a close, polarizing election with no public mandate regarding policy direction. 

We expect the parties’ positions to be somewhat hardened, based on comments 

from Mitch McConnell and John Boehner, as well as an emboldened President 

Obama. 

Th e end of the year brings a big adjustment on the fi scal cliff  issues of spending 

cuts and tax increases to avoid a material drag on gross domestic product (GDP) 

in 2013. We believe an agreement will be reached, but the election results put that 

outcome at higher risk. Th ere was hope that this process would result in a grand 

bargain to implement more comprehensive reform of the tax code and entitle-

ment programs, putting the long-term budget situation on a more sustainable path. 

Th at’s also less likely now. Without a path toward budget sustainability, we’ll con-

tinue accumulating federal debt. Th is will ultimately result in further deterioration 

of the country’s credit profi le and ultimately lead to credit rating issues.

MONETARY POLICY: RATIFYING CURRENT MEASURES

Monetary policy has become much more politicized, given the unorthodox and 

somewhat experimental nature of recent Fed measures. Mitt Romney stated that, 

if elected, he would not reappoint Federal Reserve (Fed) Chairman Ben Bernanke. 
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Th e re-election of President Obama is essentially a ratifi ca-

tion of Bernanke’s monetary policy. Bernanke does not want 

to serve beyond his term expiring in 2014, but Obama will no 

doubt appoint someone with a similar dovish approach. 

Looking at the fi nancial markets, gold was nearly the only 

area that rose the day after the election. Th at was somewhat 

predictable given an Obama win. Interestingly, the Fed’s 

quantitative easing 3 (QE3) program has not had a sustained 

eff ect so far on the fi nancial markets. Commodities are down 

pretty sharply since the Fed announced QE3. Equities and 

bond yields are also down. Th at is the opposite of what we’ve 

seen in prior quantitative easing episodes. We’ll see if that 

trend continues.

REGULATORY POLICY: STRENGTHENING THE HAND

President Obama’s re-election will likely strengthen the hand 

of regulatory policy, particularly in key sectors like Financials, 

Energy and Health Care. Th at will negatively aff ect effi  ciency 

and costs in those sectors.  

WHAT DOES IT ALL MEAN?

As we think about our forecasts, our assumptions are largely 

in line with what’s happened to date. We assumed an Obama 

win and a fi scal drag next year of about $200 billion due to 

expiration of payroll tax cuts, spending reductions and tax in-

creases associated with the Aff ordable Care Act. 

As we look at the fourth quarter, economic growth was poised 

to slow from 2% in the third quarter to roughly 1.5% before 

the election and Hurricane Sandy. I think both developments 

will add near-term downside risk to fourth quarter GDP. 

Sandy disrupted activity and the election caused uncertainty 

that has weighed on business investment. Even with a fi scal 

cliff  agreement, this uncertainty is likely to prevail throughout 

the fourth quarter and into 2013. Our 2013 forecast resembles 

2011 and 2012, with overall GDP growth of 1.5 to 2.0% with 

some rotation within the components. We’ll closely watch the 

negotiations and statements from policy makers in the com-

ing weeks.

We remain cautious with our cross asset class investment 

strategy. We are moving to a neutral level in our positioning 

of domestic large cap equities versus international equities, as 

we see a trend beginning to favor the relative performance of 

international equities over domestic. Generally, we continue 

to favor the higher income and mid-risk strategies over 

equities and core fi xed income. And our absolute return 

strategies continue to have low exposure to both equity and 

fi xed income markets, focusing on more relative value and 

relative income positions by pairing long and short positions. 

And there is increasing incentive to potentially move toward a 

shorter position on the 5-year portion of the yield curve given 

yields are near record low levels and debt outstanding is likely 

to increase in the coming year. 

RISKS AND OTHER IMPORTANT CONSIDERATIONS

Th is information represents the opinion of Nuveen Asset Manage-

ment, LLC and is not intended to be a forecast of future events 

and this is no guarantee of any future result. It is not intended to 

provide specifi c advice and should not be considered investment 

advice of any kind. Information was obtained from third party 

sources which we believe to be reliable but are not guaranteed as to 

their accuracy or completeness. Th is report contains no recommen-

dations to buy or sell specifi c securities or investment products. All 

investments carry a certain degree of risk, including possible loss 

principal and there is no assurance that an investment will pro-

vide positive performance over any period of time. It is important 

to review your investment objectives, risk tolerance and liquidity 

needs before choosing an investment style or manager.

Nuveen Asset Management, LLC is a registered investment 

adviser and an affi  liate of  Nuveen Investments, Inc.
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