
I suppose it would be appropriate to write about what I learned from the fallout due to last week’s 
referendum on the European Union in Britain, the Brexit. Here goes:  

British political leaders resign when things don’t go their way.  

That about sums it up. Other than that, it is hard to glean too much insight other than the world 
doesn’t seem to think the long-term economic impact is meaningful, at least as I type. After all, 
believe it or not, the S&P 500 had a slightly positive total rate of return for June. Sure, the US 
markets are off a bit since last Thursday’s close, ahead of the poll results, but they are ahead of 
where they finished out last Wednesday (6/22), before investors placed all their last minute 
“remain” trades.  

Frankly it borders on the surreal.  

I mean, the Brexit dominated the headlines after the Federal Reserve’s FOMC meeting on 6/15, 
which was, in a word, uninspiring.  While hindsight is 20/20, if you had told me on May 31st, the 
Fed would meet apparently just to release a statement about the mind-numbing mediocrity of eve-
rything; that the UK would vote to begin negotiations to leave the European Union, and that the 
end result would be +0.26% on the S&P 500, I would have suggested you were a bit balmy.   

What is the name of that Shakespearean play? Much Ado About Nothing? Yep, and it isn’t it fit-
ting a Briton wrote the thing? Thank you Bill. For all the hand wringing and gnashing of teeth; for 
all the mental gymnastics; for all the speculation, now we’re back where we started. Here we 
round again. Day after day, I get up and I say I better do it again.  

Those last lines are for all you die hard Kinks fans out there, all half dozen of you.  

As for what I learned this past week, that British leaders resign when things don’t go their way, I 
have to admit that was a bit tongue in cheek. From an American point of view, it doesn’t make a 
lot of sense, although many of us would like it if our politicians adopted this practice. However, 
the Prime Minister is not an elected position, at least not directly. The monarch appoints, as the 
Prime Minister, the person who should be able command the most respect in the House of Com-
mons. In practice, this has been the leader of the political party with the most seats, who is also a 
member of Parliament,  

In our country, this would be somewhat analogous to the Speaker of the House of Representatives 
being the President. Paul Ryan could resign as Speaker tomorrow, and still keep his position as US 
Representative from Wisconsin’s 1st Congressional District for the remainder of this term. To that 
end, while David Cameron has resigned as Prime Minister, effective October 2, he plans to remain 
a member of Parliament, what they call a ‘back-bencher’ in the House of Commons. Apparently, 
he has told those around him he intends to stand for reelection for his seat in 2020.  

So, David Cameron is both gone and not gone, and will likely remain an influential cog in the 
British political system for a while to come. Frankly, even if “remain” had won by the margin it 
lost the Brexit referendum, Cameron probably would have stepped down owing to his increasing 
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unpopularity with the general public. It seems his father, a very successful stockbroker, had done some pretty clever 
estate planning, and the Cameron family has been avoiding UK taxes on a decent chunk on its collective wealth. That 
doesn’t sit real well with folks living paycheck to paycheck. In essence, and in my opinion, “remain” would have had 
to have won by a pretty substantial margin in order to avoid a shakeup in Tory party leadership. Cameron had pretty 
much thrown whatever political capital he had remaining with the average UK citizen behind the losing side.  

Whew. If nothing else, at least the Brexit, took our minds off the Presidential election campaign for a little while, 
right? Moving forward in July, we will long for the placid days of Brexit and its aftermath.  

As virtually everyone knows, or should, both major political parties are holding their conventions this month. The 
Democrats will hold court in Philadelphia, and coronate Hillary Clinton as their candidate for President. That is much 
we know now. However, we don’t know who Clinton intends to name as her Vice President, and we don’t know just 
how far to the left the DNC is willing to push the official party platform. Will Bernie Sanders’ folks on the policy 
making committee have any real voice? Will the party elevate Sen. Elizabeth Warren, or another extreme left-leaning 
progressive, to be second in command? Regardless of the outcome, I imagine this convention will be more of a cele-
bration and a kumbaya session than the proverbial UFC event the GOP will hold in Cleveland the prior week.  

I won’t mince words; the Republicans are in a mess of their own design. Someone at the GOP, anyone, should have 
taken a look at a map of the Electoral College and come to the conclusion: “you know, we are kind of behind the 8-ball 
here. We probably need to have a coherent, strong message, and find someone dynamic, popular enough to deliver it.” 

Sure, recent national polls suggest the race between Clinton and Trump is pretty close, but so what? Clinton can win 
California by 500K votes, in a reasonably tight race, and Trump can win Alabama in a landside by the same number. 
The end result is 50/50, in terms of actual votes cast. However, in terms of electoral votes, the ones that really matter 
in determining who becomes President, the tally is Clinton 55 and Trump 9.   

There are 6 states with 20 or more electoral votes: California (55), Texas (38), New York (29), Florida (29), Pennsyl-
vania (20), and Illinois (20). Combined, these 6 states have 191 of the 538 contested votes, or 35.5% of the total. Of 
the 6, California, New York, Pennsylvania, and Illinois have voted for the Democratic candidate in every Presidential 
election since at least 1992. Florida has voted for the Democrat in 3 of the last  6 elections, and, most notably, the last 
2. Only Texas has voted for the GOP candidate every time.  

If we take the solid Democrat states (CA, NY, PA, and IL) and half of Florida’s electoral vote (for grins), the Demo-
crats start with a 138.5 to 52.5 lead….over halfway home. Then there are solid DNC states like Massachusetts (11), 
New Jersey (14), Washington (12), Maryland (10), Minnesota (10), Wisconsin (10), and Michigan (16), which have 
voted straight “blue” for the last 5 Presidential elections AND all have 10 or more electoral votes. If those states go as 
per the norm, which polls currently suggest will happen (as they do in Florida but I halved the votes), and the pre-
sumed electoral vote before the first actual vote is 221.5 to 52.5. However, the GOP has Georgia and Tennessee, which 
has been in its camp, but by a decreasing margin, over the years, which takes the total to 221.5 to 79.5.  

Obviously, this means the GOP pretty much has to win just about everything else...it has to have the perfect candidate 
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and the perfect message. Will it come out of it come out of its convention unified, energized, and with a coherent plat-
form which galvanizes demographic groups other than white, middle-aged males? We shall see.  

Typically, I would say Presidents get too much credit and too much blame for the economy. For all intents and purpos-
es, this is a fairly accurate statement, unless the President is an incredibly unique individual who can coerce the Con-
gress and the entire business establishment, let alone the rest of the world, to do their bidding in a compressed period 
of time. At the risk of being unpopular here, it would seem neither candidate will/would be that type of President over 
the next 4 years. As a public, we have known both of these individuals for a long enough period of time to have a col-
lective  opinion about them, one way or the other, which I don’t think will change much over the next several months, 
in aggregate.  

As such, investors will probably be paying more attention to the Congressional and Senate races than in previous 
years. Trump, if he comes out of Cleveland at the candidate (which parliamentary procedure dictates he should), will 
have to pull a rabbit out of his hat to win the electoral college, even if he does win the popular vote (which is quite 
plausible). This isn’t impossible, but he will have to get some pretty significant breaks along the way to sway those 
swing states, particularly Florida….at that is ohhhhh so key. As an aside, since so much hinges on Florida in this elec-
tion, I think it would be quite wise for the GOP and Trump to tone down the rhetoric about any wall with Mexico since 
the Sunshine State has so many Hispanic voters and could view this as racist, in general, as opposed to foreign policy.  

But what would happen if the GOP comes out of its convention torn asunder by internal fighting and the DNC emerg-
es from Philadelphia united and shifted way to the left with someone like Elizabeth Warren on the ticket? What if the 
Republicans put at risk their majorities in the House and Senate? What if? That is a very good question.  

IF the Democrats win a majority in both houses of the Congress AND the White House, I think it would be fair to say 
they would push for an increase in the minimum wage, and, obviously get it. Fair enough, it likely wouldn’t take effect 
until at least 2018, and US businesses would have some time to get their SG&A and any technology upgrades in order.  
The bigger issue with me is any potential change in the capital gains tax structure.  

You see, I hate the capital gains tax, just hate it. It is the worst tax we have, as it inhibits the free flow of capital 
through the financial markets, and often forces investors to make bad long-term decisions based SOLELY on tax poli-
cy. Unfortunately, Sen. Clinton’s plan, at least what she has made public up until now, is pretty complicated and 
would raise capital gains tax rates, pretty significantly. As a result, I can very easily envision investors dumping stocks 
before the end of the year IF, again if, the Democrats completely into power….simply to avoid having to pay higher 
capital gains taxes in the future. In fact, I think could get a little ugly, scratch the think. Ugh….it is such a pernicious, 
stupid tax in its ramifications, and we would be so wise to cut it to 10% across the board and be done with it. Frankly, 
I would like to see it completely eliminated, but there is less than 0% chance of that ever, ever happening.  

As it stands now, if you file a joint return with an AGI of, say, $300K per year, you owe Washington 15% + 3.8% = 
18.8% in tax on any capital gains you realize on a stock you have owned more than 12 months. With what we know of 
Clinton’s plan, it would seem you would owe 39.8% on stocks you have owned 2-3 years, 31.8% on those you have 
held 4-5 years, and 23.8% on those you have held onto 6+ years. So, at a minimum, the long-term capital gains tax rate 
goes up 5% for those making less than $5 million per year.  

It is just math, nothing personal, and even Clinton voters will be selling shares in there. It is a numbers game.  

So, in the end, this really isn’t as political as it might seem, and really is investment related. You see, IF that Democrat 
landslide happens, we will likely make some shifts in asset allocation sooner rather than later in order to avoid an in-
crease in the capital gains tax rate in 2017. We will not be alone….part of the thundering herd in all likelihood. Fur-
ther, we will likely search out manufacturers of interactive kiosks and other technology names in that ‘self-service’ 
subsector, and deploy some money there. It won’t be the end of the world, no matter who wins, but this election DOES 
have the potential to alter our longer term strategy….and it all depends on this month’s conventions.  

So June = politics and July = politics.  

You know, combined with Brexit, I think the markets worry about politics too much.  
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