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The first of three presidential debates took place during the week and calling it chaotic is an understatement. In addition to the beginning of the debates, we received our first October surprise in 
the form of President Trump being hospitalized due to contracting the coronavirus. This election contains numerous uncertainties for investors, including the pandemic, recession, fiscal stimulus 
stalemate, potential contentious transfer of power and policy uncertainty. Here are four election scenarios, which PredictIt is currently predicting a blue wave, and the potential impact on markets 
and your client’s portfolios. 

Scenario 1) Status-quo, President Trump is re-elected, and split Congress - This may be the best result for stock market participants as a status-quo is traditionally good for stocks, as it removes 
some uncertainties, and eliminates the risk of a contentious transfer of power. However, Trump’s pro-growth policies, like tax-cuts, will be harder to pass. Deregulation will continue; however, the 
benefits may be offset by the uncertainty around global trade and ongoing tensions with China. If there is no stimulus agreement in place prior to the election, it may be harder to come by after, 
particularly if we continue to see a solid economic recovery. Infrastructure spending could help stimulate the economy as an alternative. Trump is a hype man for the stock market which would 
bode well for prices moving forward. While this scenario is best for stocks over the long term, it will not be without some turbulence, as tariffs may offset some of the pro-growth initiatives. In this 
scenario with a broad economic recovery in mind, I like U.S. equities, namely energy and financials, while a renewed trade war will hinder industrials and materials. The big tech names may receive 
a relief trade due to reduced risk of regulation and higher taxes. Expectations for interest rates will remain low while inflation expectations will remain muted. Credit spreads may tighten as the 
economy recovers and investors take a more risk on approach to fixed income.

Scenario 2) Biden wins and split Congress - A split congress is typically good for markets as it tends to keep the president in check. Markets may sell off initially due to the potential for increased 
regulations, however, equities will stabilize as not much will get through Congress. Biden’s attempts to raise taxes will be thwarted by the split Congress. Stimulus spending, if not already passed, 
will have a higher likelihood of getting passed, however, additional spending may come in the form of infrastructure spending. Economic growth will remain moderate due to increased regulations 
on climate, energy, and financials, however, easing trade tensions and reduced global uncertainty particularly with China will offset the negative impact of regulations. The increased regulations will 
hurt energy and financial sectors, while healthcare, industrials and materials may benefit from the reduction of trade tensions and more stimulus. Similar to the initial bout of equity volatility, credit 
spreads may widen in a risk off trade. Interest rates and inflation expectations will remain muted. 

Scenario 3) Blue Wave - The market may sell off initially due to the tax initiatives and higher regulation Biden is proposing, which may hurt corporate sentiment. However, I think the tax hikes will 
be pushed back and maybe watered down as the administration focuses on the economic recovery and job growth. If the pandemic stimulus stalemate continues through November 3rd, a blue 
wave would be good news for a market looking for additional stimulus. The boost from additional fiscal stimulus and a more global trade policy will offset the adverse impact of gradually higher 
taxes and aggressive regulation, resulting in unchanged economic and market trajectories. Moreover, the potential tax increases and effort to boost the economy through stimulus may cause a 
rotation from the high-flying tech stocks to the cheaper and more economically sensitive value stocks. As for individual sectors, big tech, particularly Amazon, Facebook, and Alphabet may
experience an increase in regulatory measures, which will be a headwind. Additionally, this scenario is a negative for financials and energy due to higher regulation. On the plus side, look for clean 
energy, industrials and materials sectors to get a boost. This scenario will likely have more of an impact on rates and inflation expectations due to an increase in fiscal stimulus. The fear of higher 
taxes will cause credit spreads to widen initially, however, the fiscal stimulus may offset the higher taxes and result in spreads narrowing. Expect municipals to rally on the prospects for higher 
taxes and additional aid to states.  

Scenario 4) Red Wave – This scenario, despite being unlikely, would be the most favorable for stocks. The odds of Trump’s pro-growth initiatives such as extending tax cuts, deregulation, and 
targeted fiscal spending passing will increase which will be a positive for both economic growth and equities. However, the risk of trade wars will increase which will diminish some of the benefits of 
his pro-growth initiatives and reduce investor enthusiasm. Cyclical sectors like financials and energy could benefit from the broad economic growth along with value stocks, however, the trade war 
risk will hinder industrials. The potential for a larger deficit will increase due to tax cuts, which will increase expectations for slightly higher inflation and rates. The pro-growth policies will boost high 
yield corporate bonds in a risk-on environment.

The biggest near-term risk for markets would be a very close result that leads to a drawn-out contentious transfer of power that could last weeks and even months. This uncertainty would rattle 
markets and result in a flight to safe havens such as gold and the Japanese Yen while the U.S. dollar weakens. As we get closer to November 3rd and if the polls are showing a slight victory for Biden 
you may see a spike in investors going long volatility. The current environment is very unprecedented for investors due to the combination of the contentious election and pandemic; however, 
these two risks are short term. It is important to remain consistent to your financial plan and maintain a disciplined investment approach. For most investors, making major portfolio changes to try 
and anticipate the election outcome may set them back in achieving their financial goals. 

Election Impact on Investment Portfolios
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In a lot of ways this election will be unlike any we have experienced in recent memory. There is plethora of uncertainties that investors must contend with, including the ongoing 
pandemic, over 12 million unemployed, recession, fiscal stimulus stalemate, potential contentious transfer of power, policy uncertainty, and an open supreme court seat. This list of 
growing dynamics will make it difficult to use past market behavior around elections as a benchmark for what to expect this year. However, I do believe it is worth considering historical 
trends before and after past elections with the opportunity to gain some insight on what we might expect this go around. 

Here are some takeaways based on the market movements heading into and out of past U.S. elections. It is also important to consider the other factors that effected markets during past 
elections to get the full context of the story. For example, the 1980 election was sandwiched between two recessions, while the 2000 election was dealing with the dot com recession and 
the U.S. was in midst of a financial crisis in 2008.  

Volatility and Consumer Sentiment - Not surprisingly, expectations for equity volatility (VIX) picked up heading into past elections, particularly when new regimes took over. What might 
be more surprising is that equity volatility typically declines during the six months following the election results. We experienced this during the 2016, 2012, 2008, 2004, 2000 and 1992 
elections, regardless of what party won. The election years when volatility stayed relatively elevated were 2000 and 2008, which included recessions. Volatility fell following the Trump 
election win in 2016 and stayed well below the long-term average of 19.5. Furthermore, outside of the election years that contained a recession, consumer sentiment stayed relatively flat 
or increased during the 12-months following the election. Despite the unprecedented outcome, sentiment spiked following President Trump’s victory in 2016.

Equities – Regardless of the winning party, equities (S&P 500 index) have averaged positive performance during the 12-months around the election (six months before & six months 
after). Since 1988 equity performance one month prior to the election has been a mixed bag. 1992 experienced the best performance leading up to the election (+.2.3%), which was won 
by a Democrat. Furthermore, the best performance for equities before a Republican victory was in 2000 when equities were up 1.6%. Equities have fared slightly better immediately 
following a Republican victory; however, equities tend to be even at three months and outperform slightly under a Democratic President after six months. Despite initially falling after the 
2016 election, equities rebounded and had one of their better performances in recent memory during the six months post-election (+12%). 

Fixed Income/credit spreads – Since the 2000 election, corporate bonds (Dow Jones Equal Weight U.S. Corporate Bond Total Return Index) have performed well during the 12-months 
around the election, particularly during the six months following the election. Outside of 2008, when bonds fell -2.8% during the one month prior and rose +4.11% during the one month 
after the election, corporate bonds don’t move a lot during that two-month period. Not surprising, bonds performed worst during the six months following the 2016 election (-0.19%), 
while the best performing six-month period came after the 2012 election (+12.8%). 

Outside of the election years that coincide with a recession ( 2000, 2008) credit spreads remained relatively stable between October prior to the election through October following the 
election. Meanwhile, high yield spreads narrowed considerably during the risk-on environment following the 2016 election.

Treasury Yields – 10-year Treasury yields have been the most responsive following past elections, particularly in 2008 and 2016. Aside from 2000, when the U.S. was battling a recession, 
yields typically increased before and after a Republican victory. Yields experienced their largest spike following the 2016 election due to President Trump’s pro-growth initiatives. On the 
flip side, yields tend to rise a month before a Democratic victory, only to fall or remain relatively flat during the months following the election. The steepest drops in yields occurred 
around the 2008 election, however, the Great Financial Crisis was also wreaking havoc on financial markets during this time. 

U.S. Dollar – The U.S. dollar (ICE U.S. Dollar index) has not been as sensitive as other assets immediately before and after the election, regardless of the winning party. However, the 
dollar typically strengthens three and six months following the election. Following the 2016 election, the dollar peaked in strength during the first few months, however, it stabilized 
and started to weaken during months four, five and six. Overall, the dollar appreciates more over the long-term under a Republican president than a Democrat.

Election Trends
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Sources: Zephyr StyleADVISOR, Macrobond, PSN Enterprise, Bloomberg. 1-week data as of 10/2/20, unless otherwise stated, time periods over 1 week as of  8/31/20. Equity Style Performance 
represented by: Large Value – Russell 1000 Value, Large Blend – Russell 1000, Large Growth – Russell 1000 Growth, Mid Value – Russell MidCap Value, Mid Blend – Russell MidCap, Mid Growth –
Russell MidCap Growth, Small Value – Russell 2000 Value, Small Blend – Russell 2000, Small Growth – Russell 2000 Growth. Fund flow data (EPFR Global) 9/24/20 –9/30/20, S&P 500 (Large Cap Blend 
flows), Russell 3000 (all U.S. equity flows), Russell 1000 (all Large Cap flows), Russell Mid Cap (all Mid Cap flows), Russell 2000 (all Small Cap flows), MSCI EAFE (Western Europe DM, Asia Pacific DM 
flows) MSCI EM (All Emerging Market flows), MSCI World (All Developed Markets flows)

Global Asset Class Performance

Index 1 Week 3-Mos YTD 1 Year 3 Year Flows (mil)
S&P 500 1.54% 15.48% 9.74% 21.94% 14.52% $4,331

Russell 3000 1.93% 15.93% 9.39% 21.44% 13.95% $3,832

Russell 1000 1.79% 16.14% 10.43% 22.50% 14.58% $4,814

Russell MidCap 3.18% 11.57% -0.41% 8.73% 8.83% ($681)

Russell 2000 4.42% 12.40% -5.53% 6.02% 5.03% $1,158

MSCI EAFE 1.57% 11.33% -4.28% 6.60% 2.84% $767

MSCI EM 2.22% 19.71% 0.68% 14.88% 3.21% $1,951

MSCI World 1.63% 14.87% 5.73% 17.41% 10.42% $9,051

1 Mos Value Blend Growth
Large 4.13% 7.34% 10.32%

Mid 3.96% 3.52% 2.72%

Small 5.39% 5.63% 5.87%

YTD Value Blend Growth

Large -9.35% 10.43% 30.47%

Mid -10.82% -0.41% 15.54%

Small -17.71% -5.53% 6.15%

Factor Index 3 Mos YTD 1 YR Risk-
Adj %

MSCI USA Small Cap 12.24% -5.03% 5.07%

MSCI USA Value 7.12% -9.50% 0.76%
MSCI USA Minimum 
Volatility 6.37% 0.53% 4.75%

MSCI USA Momentum 22.28% 23.26% 28.99%

MSCI USA Quality 14.37% 15.05% 34.25%

MSCI USA Dividend Tilt 9.82% 0.16% 12.15%

Index 1 Week 3-Mos YTD 1 Year 3 Year Yield
Bloomberg Barclays US Aggregate -0.09% 1.31% 6.85% 6.47% 5.09% 1.20

Bloomberg Barclays US High Yield 0.89% 6.72% 1.67% 4.71% 4.88% 6.08
Bloomberg Barclays Municipals 10 
Yr -0.13% 1.88% 3.73% 3.53% 4.23% 1.17

Major Equity Asset Class Performance Equity Style Performance Equity Factor Performance

10/2/20 9/25/20 6/30/20 12/31/19 10/2/19 10/2/17
2-yr U.S. Treasuries 0.13 0.12 0.16 1.58 1.48 1.49
10-yr U.S. Treasuries 0.70 0.66 0.66 1.92 1.60 2.34
30-yr U.S. Treasuries 1.48 1.40 1.41 2.39 2.09 2.87
10-yr German -0.56 -0.53 -0.50 -0.19 -0.56 0.47
10-yr Japan 0.01 0.01 0.03 -0.03 -0.19 0.07
10-yr U.K. 0.25 0.19 0.21 0.74 0.42 1.32

Major Fixed Income Asset Class Performance

Rates

Chart of the Week: Volatility Has Returned
Zephyr StyleADVISOR Zephyr Associates

Daily Return / Time
Thursday, January 2, 2020 - Friday, October 2, 2020 ( Shown Daily )
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Markets: Sharp Changes In CBOE VIX Index Has Returned

Zephyr StyleADVISOR Zephyr Associates

Daily Return / Time
Thursday, January 2, 2020 - Friday, October 2, 2020 ( Shown Daily )
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Markets: Technology & Consumer Discretionary Sectors 
Are Above 20% YTD

Zephyr StyleADVISOR Zephyr Associates

Thursday, January 2, 2020 - Friday, October 2, 2020 (not annualized if less than 1 year)
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Markets: Since March 23, 4 Sectors Have Returned +50%, 2 Have Returned 
+60%, & Consumer Discretionary Has Returned +71% 

Zephyr StyleADVISOR Zephyr Associates

Monday, March 23, 2020 - Friday, October 2, 2020 (not annualized if less than 1 year)

R
et

ur
n

0

10

20

30

40

50

60

70

80

Analysis
Period

S&P 500 Consumer Discretionary (Sector)
S&P 500 Information Technology (Sector)
S&P 500 Materials (Sector)
S&P 500 Industrials (Sector)
S&P 500 Communication Services (Sector)
S&P 500 Real Estate (Sector)
S&P 500 Health Care (Sector)
S&P 500 Financials (Sector)
S&P 500 Utilities (Sector)
S&P 500 Consumer Staples (Sector)
S&P 500 Energy (Sector)
S&P 500



8

Markets: Chinese Equities Are +16% YTD While S&P 500 is +5%

Zephyr StyleADVISOR Zephyr Associates

Thursday, January 2, 2020 - Friday, October 2, 2020 (not annualized if less than 1 year)
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Markets: High Yield Bonds Have Posted A 23% Return Since March 23

Zephyr StyleADVISOR Zephyr Associates

Monday, March 23, 2020 - Friday, October 2, 2020 (not annualized if less than 1 year)
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Source: Macrobond, PredictIt 10

Election: Expectations Are Calling For A Blue Wave



Source: Macrobond, Economic Policy Uncertainty 11

Economy: After Spiking, Equity Market Uncertainty Has Fallen



Source: Macrobond, Economic Policy Uncertainty 12

Election: Uncertainty Has Fallen Recently, But Remains Elevated 



Source: Macrobond, Economic Policy Uncertainty 13

Election: Uncertainty Remains Elevated Despite Trending Lower



Source: Macrobond, Conference Board 14

Election: Consumer Confidence Typically Rises Or Stays Relatively 
Unchanged Following Elections



Source: Macrobond, Federal Reserve, S&P Dow Jones Indices 15

Volatility: Equity Volatility Typically Falls During 
Six Months After Election



Source: Macrobond, S&P Dow Jones Indices, performance is six months before and six months after election 16

Markets: Historically, Equities Rise Before & After Elections



Source: Macrobond, S&P Dow Jones Indices, performance is six months before and six months after election 17

Markets: Since 2000, Corporate Bonds Rise Before & After Elections 



Source: Macrobond, performance is six months before and six months after election 18

Markets: 10-Year Treasury Yields Were Very Sensitive 
To The Trump Election 



Source: Macrobond, Intercontinental Exchange, performance is six months before and six months after 
election 19

Markets: U.S. Dollar Tends To Strengthen Around An Election 



Source: Macrobond, Alfred, performance is six months before and six months after election 20

Markets: High Yield Credit Spreads Fell Following 2016 
Due To Risk-On Trade 



Source: Macrobond, S&P Dow Jones Indices, Intercontinental Exchange 21

Markets: Market Performance Before & After GOP Victory 
(Red Wave: 2003 – 2005, 2005 – 2007)



Source: Macrobond, S&P Dow Jones Indices, Intercontinental Exchange 22

Markets: Market Performance Before & After GOP Victory
(Red Wave: 2003 – 2005, 2005 – 2007)



Source: Macrobond, S&P Dow Jones Indices, Intercontinental Exchange 23

Markets: Market Performance Before & After Democratic Victory 
(Blue Wave 1993 – 1995, 2009 – 2011)



Source: Macrobond, S&P Dow Jones Indices, Intercontinental Exchange 24

Markets: Market Performance Before & After Democratic Victory
(Blue Wave 1993 – 1995, 2009 – 2011)



Source: Macrobond, ALFRED 25

Markets: Outside Of Recessions, Credit Spreads Remain Relatively 
Unchanged Following Elections



Source: Macrobond, Federal Reserve 26

Fiscal Policy: Yields Are Sensitive Leading Into Election, But Stabilize 
Following While Decrease Over Time



About Ryan Nauman

As Market Strategist, Ryan Nauman’s primary focus is providing value 
added market and investment insight along with educating buy-side 
participants on investment analytics and portfolio management 
concepts. 

Ryan provides analysis and research on market trends across asset 
classes, sectors, and regions to help empower better decisions for 
creating asset allocation strategies. His insight is disseminated 
through white papers, articles, training, and interviews with a target 
audience of financial advisors, portfolio managers, and investment 
analysts.
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For more insights from Ryan:
Subscribe to his Weekly Recap here.


