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Key Takeaways
• The upcoming election cycle will
have an impact on markets in 2020
and beyond
• History shows that returns are
higher following elections that result
in divided government

As the U.S. Presidential cycle enters
an election year in 2020, it can be a
worthwhile exercise to review the
impacts that elections tend to have
on market behavior. A lot can
happen between now and next
November, but polling data,
predictive markets, and historical
data can help to provide context for
how markets may react to different
outcomes.

• It appears unlikely today that
control of Congress will change
regardless of the Presidential election
outcome
• GDP growth is a bigger driver of
market returns than which party has
control of the White House
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At the time of this writing there are 312 days until the 2020 Presidential and Congressional elections, a virtual lifetime when it comes to
politics and the fate of politicians. Things are bound to change, perhaps a lot between now and then. But when November 3rd arrives,
Americans will head to the polls to cast their votes and in the process determine the fate of the markets. This isn’t a judgement of any
candidates’ policies, although those will have some bearing on future returns. It’s merely an observation of how markets have historically
performed under different political circumstances. Philosopher George Santayana famously said, “Those who do not learn history are
doomed to repeat it.” Of course, this time may be different, but let’s see what we can learn.
The political climate in the U.S. has gotten more and more contentious. Both Democrats and Republicans have become more polarized.
As a result, it may not come as a surprise that markets favor a divided government. While voters are frustrated by gridlock, the stock market
tends to prefer it. As the chart below illustrates, the average annual return under a divided government is 3% higher than a unified
government.

But not all divided governments are the same. As can be seen in the next chart, there is a clear distinction between a divided government
with a Republican as President and one with a Democrat. The average annual return for a Republican President was 7.6% versus 15% for a
Democrat. The difference has had very little to do with policy and more to do with the state of the economy. Gross Domestic Product
(GDP) growth has averaged 3.6% for Democrats and 2.6% for Republicans over this period, which says a lot more than politics. The
important thing to note is that regardless of who wins the presidency, the markets do better when Congress is controlled by the other party
or split between them.
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Since a unified government is far more capable of passing legislation that may be considered extreme by both moderates and members of
the other party, it can create a heightened level of anxiety amongst investors. This anxiety feeds into the market by reducing the overall
valuations of stocks and ultimately leads to lower returns.
With the Democratic nomination still up for grabs, its still too early to tell who might become the next President or what their policies
might be, but we can get some insights by looking at the predictive markets and recent polling data. Real Clear Politics has Joe Biden
leading the field of Democratic candidates.

Source: Real Clear Politics

The polls currently have Biden and Sanders beating Trump head-to-head, but Trump beating Warren and Buttigieg. PredictIt, a market
that offers prediction exchanges on political and financial events, shows the Democrats having a slight advantage over Republicans for the
White House although the lead has been shrinking the past few months.

Presidential Race
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In Congress, Democrats currently have a majority in the House and Republicans control the Senate. Republicans would need a net gain of
19 seats to gain control of the House and Democrats would need a net gain of 3 seats in the Senate. Unfortunately for Republicans, the last
time the House changed hands during a Presidential election cycle was in 1952. Of the 92 competitive seats in the House, only 24 are
considered “toss-ups”, and of those only 6 lean Republican.
In the Senate there are 14 competitive seats up for grabs, with 3 considered “toss-ups”, so the Republican margin for error is small.
However, bettors believe the Democrats will retain control of the House (72% implied probability) and Republicans keep the Senate (72%).
Control of House of Representatives

Control of Senate

While the polls are of little solace given their recent track record in predicting these outcomes, the best case scenario for investors remains a
divided government. While we salute each individual’s freedom to vote for the candidate they believe is the right choice, our hope is for the
checks and balances our forefathers envisioned, and better returns in 2020 and beyond.

This information has been derived from sources believed to be reliable and accurate and is provided for informational purposes only. This material makes no implied or express recommendations concerning the manner in
which any investor’s account should or would be handled, as appropriate investment strategies depend on the client’s investment objectives. Past performance is no guarantee of future results, which may vary.

