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The viral pandemic has largely overshadowed politics, but as we get deeper into September, we 
are reminded that this is an election year. The party conventions are behind us and the debates 
are agreed upon. The election news cycle and campaign ads are ramping up. Make no mistake, 
this will be one of the most contentious elections in our lifetime. But what does this mean for the 
markets, and more importantly, your investments? We will attempt to answer these questions in 
a thoughtful and objective manner. First, we’ll take a step back and review the current election 
landscape, and then discuss factors that could decide the election and its possible ramifications. 
Finally, we will review the potential implications and risks posed by the election. 
 
The Current Election Landscape 
 

 

To become president of the United States, a candidate needs 270 electoral 
votes. Looking beyond national polls and examining state polls instead can 
help gauge which candidate will get each state’s electoral votes. As with 
past elections, swing (or “purple”) states are the most critical in these 
calculations. The 2020 swing states appear to be Florida, Pennsylvania, 
Ohio, Georgia, Michigan, North Carolina, Arizona, Wisconsin, Iowa, 
Nebraska, and Maine, listed in descending order of number of electoral 
votes. 
 
While current polling favors Democrat Joe Biden, that can change quickly; 
plus, as we saw in 2016, polls don’t always accurately predict who will win. 
And while the presidential election gets most of the headlines, who controls 
Congress—the House of Representatives and the Senate—and by how 
much is extremely important. If the president does not have a strong 
congressional majority, it will be difficult to pass new legislation. 

The Presidential Race 

 

To gain control of the House, a party must have over 219 representatives. 
Currently, Democrats have 235 and Republicans have 199. Republicans 
would have to gain 20 seats to get a majority, which seems unlikely. 
However, what might be more important isn’t which party controls the House 
but the margin by which they do. If Democrats lose seats, it would make it 
harder for them to get legislation without compromising. The House of 

Representatives 

 
Since there are 100 senators, the math on gaining control of the Senate is 
easier—a party needs a simple majority of 51, unless the same party 
occupies the White House. If the Senate is split 50/50, the vice president is 
the tie breaker. Republicans currently have a narrow advantage and this 
chamber of Congress will typically go the way of the presidency. However, 
it is important to note that many of the key Senate races are in swing states. 
Again, if one party gains a large advantage here, it will likely mean fewer 
compromises are needed to get legislative agendas passed. 

 
The Senate 

 
  

 
  



 

Factors that Could Decide the Election 
 
We are monitoring many different data sources or clues on who will win the election, but we are 
cautious on reading too much into any one data point or giving it too much sway over investment 
decisions. (We will speak more to that in the next section.) 
 
Election results are driven by many factors and every election year is different. Historically, good 
stock market performance before an election is good for the incumbent. The challenger tends to 
win when stock market performance is struggling leading up to the election, as shown below. On 
average, year-to-date market returns are usually about 10% when the incumbent wins, versus 
only 3% when the challenger wins. 
 

S&P 500: Returns from January 1 to Election Day 
Election Year Winner Party Incumbent Party? Return (%) 

1948 Truman Democratic Incumbent 5.1 

1952 Eisenhower Republican Challenger 7.4 

1956 Eisenhower Republican Incumbent 2.5 

1960 Kennedy Democratic Challenger -8.3 

1964 Johnson Democratic Incumbent 14.6 

1968 Nixon Republican Challenger 8.9 

1972 Nixon Republican Incumbent 11.9 

1976 Carter Democratic Challenger 17.8 

1980 Reagan Republican Challenger 23.5 

1984 Reagan Republican Incumbent 4.7 

1988 Bush I Republican Incumbent 14.9 

1992 Clinton Democratic Challenger 3.2 

1996 Clinton Democratic Incumbent 18.1 

2000 Bush II Republican Challenger -1.6 

2004 Bush II Republican Incumbent 3.1 

2008 Obama Democratic Challenger -30.3 

2012 Obama Democratic Incumbent 15.6 

2016 Trump Republican Challenger 6.6 

 

   Winning Party Average 

   Incumbent 10.1 

   Challenger 3.0 

   Democratic 4.5 

   Republican 8.2 

   
Election Years 
(1948 – 2016) 

6.6 

 
Source: Cetera Investment Management, FactSet, Standard & Poor’s. Returns shown are total return, which include 
dividends. 

 
This predictor makes sense, because stock markets are leading indicators. If the stock market is 
doing well, that can be an indication that investors are optimistic about the future and that could 
be viewed as positive for an incumbent. But there are other data to consider, and we will be 
watching labor market indicators such as the unemployment rate and jobless claims. The higher 
the unemployment rate and number of jobless claims, the less satisfied people may be with the 
incumbent and vote for the challenger. Jobless claims have been falling since May; however, they 
are still at very elevated levels, with weekly claims near 1 million. The unemployment rate is near 
10%, and while better than many expected, it’s far higher than pre-pandemic levels, when weekly 
jobless claims were closer to 200,000 and the unemployment rates were under 4%.  
 



 

National polls may not be as telling as people think because the presidential election is based on 
the electoral college and not overall popularity. Polls in swing states will be more informative and 
factor more into weighting the possibilities. 
 
Consumer sentiment polls are worth watching, too. The University of Michigan breaks these polls 
down based on party affiliation. As you can imagine, the challenging party tends to be less 
optimistic about the future than people who identify with the incumbent party. Sentiment among 
independent voters, however, may provide better clues as to which way the election may swing. 
Independents tend to have a more balanced view and fall in between the two parties in terms of 
their optimism for the economy. Consumer sentiment declined among all party affiliations in July 
but rebounded in August. 
 
The pandemic makes the 2020 election unique. We are closely tracking social-distancing 
indicators that are high-frequency data points. The sooner we can get the virus under control and 
open more aspects of the economy, the quicker it can recover. As noted above, improving 
economic data tends to benefit the incumbent party. Looking at TSA check-ins, airport traffic has 
been steadily increasing, while restaurant reservations, as measured by OpenTable, have been 
growing over the past few months. Below is our social distancing recovery dashboard through 
September 7. Click here for our updated dashboard.  
. 

  
 
Outside of economic data and socially distancing metrics, we are watching for more legislation 
around fiscal stimulus. Additional fiscal stimulus could continue to support the economy by 
replacing income for people who have lost their jobs. By temporarily replacing people’s incomes, 
the government has minimized the negative impacts of stay-at-home orders and social distancing 
restrictions. Since a better economy could help incumbent Republican President Donald Trump, 
additional fiscal stimulus could help him indirectly; however, not passing legislation could help him 
as well, as he could leverage an ensuing blame game to his advantage.  
 
  

http://images.resources.cetera.com/Web/CeteraCommunications/%7Bd7394c0b-bebb-48c0-833d-f477242c1e6b%7D_CIM-Social_Distancing_Recovery_Dashboard.pdf


 

Implications 
 
The bottom line of understanding the current election landscape and monitoring all these 
indicators is simply to hedge the implications of who wins. Should you position your investments 
around the potential outcomes? The answer is probably not.  
 
Regardless of who wins the election—Democrat or Republican, incumbent or challenger—market 
reactions after the election and up to inauguration day have historically been muted. In the table 
below, you can see the returns are similar regardless of the winning party, and except for the 
outlier under President Barack Obama’s presidency, the numbers are even more similar. (Larger 
forces were at play after Obama won the election, since we were in the depths of the financial 
crisis, as with George W. Bush’s election when he took over during the dot-com bubble.) 
 

S&P 500: Returns from Election Day to Inauguration Day 
Election 

Year 
Winner Party 

Incumbent 
Party? 

Election Inauguration Return (%) 

1948 Truman Democratic Incumbent 11/2/1948 1/20/1949 0.3 

1952 Eisenhower Republican Challenger 11/4/1952 1/20/1953 10.0 

1956 Eisenhower Republican Incumbent 11/6/1956 1/21/1957 3.9 

1960 Kennedy Democratic Challenger 11/8/1960 1/20/1961 9.5 

1964 Johnson Democratic Incumbent 11/3/1964 1/20/1965 1.6 

1968 Nixon Republican Challenger 11/5/1968 1/20/1969 2.0 

1972 Nixon Republican Incumbent 11/7/1972 1/20/1973 6.3 

1976 Carter Democratic Challenger 11/2/1976 1/20/1977 5.2 

1980 Reagan Republican Challenger 11/4/1980 1/20/1981 7.3 

1984 Reagan Republican Incumbent 11/6/1984 1/21/1985 1.5 

1988 Bush I Republican Incumbent 11/8/1988 1/20/1989 4.8 

1992 Clinton Democratic Challenger 11/3/1992 1/20/1993 3.8 

1996 Clinton Democratic Incumbent 11/5/1996 1/20/1997 9.2 

2000 Bush II Republican Challenger 11/7/2000 1/20/2001 -6.0 

2004 Bush II Republican Incumbent 11/2/2004 1/20/2005 4.4 

2008 Obama Democratic Challenger 11/4/2008 1/20/2009 -19.9 

2012 Obama Democratic Incumbent 11/6/2012 1/21/2013 4.6 

2016 Trump Republican Challenger 11/8/2016 1/20/2017 6.6 

   

    Winning Party Average 

    Incumbent 4.1 

    Challenger 2.1 

    Democratic 1.8 

    Republican 4.1 

    
Election Years (1948 – 

2016) 
3.1 

 
Source: Cetera Investment Management, FactSet, Standard & Poor’s. Returns shown are total return, which include 
dividends. 
 
We don’t want to discount the importance of the election on market performance or the short- or 
long-term implications of key policy decisions. However, who sits in the White House is only part 
of the story. Congressional gridlock caused by slim margins of control or a split Congress could 
derail policy agendas, with significant implications. 
 
With debt-to-GDP levels near World War II highs, spending more money could be challenging for 
both parties. In addition, both would likely be reluctant to cut spending immediately with the 



 

impacts from social distancing measures still being felt. Furthermore, tax cuts or tax hikes may 
not come for a while, as tax legislation is very difficult to pass without a firm majority in Congress.  
 
As we broadly assess the impacts of each party’s legislative agenda, we are not opining on what 
is better or worse for America. Parties implement policies with long-term objectives in mind, and 
policies such as healthcare reform, tariffs, or changes to the minimum wage could all have 
negative short-term impacts, with the longer-term impacts of these policies—likely to be studied 
and debated for years to come—are out of the scope of our analysis. 
 
With that said, if Biden wins, he could eliminate the state and local tax deduction (S.A.L.T.) caps 
which impact Democrat-controlled states more. This could decrease demand for municipal bonds 
in these states, as high-income earners may need fewer tax-free bonds. Biden may fight to raise 
the federal minimum wage to $15 an hour, which would increase wages for lower-income earners, 
but businesses would likely have to make do with fewer workers, potentially causing an increase 
in unemployment. The short-term result would likely hurt corporations. A Biden presidency could 
also push to socialize healthcare, but this could be challenging with the current budget deficits, 
and he would need a firm majority in Congress to get this done. 
 
A president has more control over trade and regulations, 
though. We saw this when President Trump took office 
and deregulated many industries and shook up global 
trade by putting tariffs on a host of goods from many 
different countries, including China. If Biden were to win 
the election, we would expect him to undo much of this 
and increase regulations on the oil and gas industry, 
banking, and insurance. While this would likely be greeted 
negatively by investors, Biden would also likely drop many 
tariffs, although possibly not right away, on China. 
Reduced tariffs would act as a tax cut for U.S. consumers 
and would be viewed positively by investors. 
  
Diving deeper into sectors, utilities and real estate 
investment trusts (REITs) would likely be viewed more 
favorably in a Biden presidency, as these sectors could be more immune to the effects of tax 
increases. Utilities can pass them on to consumers, and REITs are not taxed at a corporate level. 
These sectors are less cyclical, or less sensitive to the market, if investors feared a market 
decline. A Biden presidency may also favor larger corporations, which tend to have lower effective 
tax rates than smaller corporations. Smaller corporations, along with value stocks, tend to be 
more sensitive to the overall economy. Larger multinational corporations may also stand to benefit 
more from freer global trade and the removal of tariffs. 
 
A Trump victory, on the other hand, could help more cyclical asset classes and sectors such as 
smaller and value stocks, and the consumer services, energy, industrials, and technology sectors. 
The energy sector would benefit dually from less regulation and potentially fewer taxes as that 
sector tends to have a higher effective tax rate. We are generalizing, of course, and each company 
within a sector has different factors influencing its stock price. Stock markets are also forward 
looking, so depending on the swings in election result probabilities these factors may or may not 
be priced into markets already to some extent. 
 
  

Possible Opportunities 
 
Democratic Sweep (Blue Wave): 

• Large cap companies 

• Multinational corporations 

• Utilities sector 

• REITs 
 
Trump Win (Mixed Government): 

• Smaller cap companies 

• Value companies 

• Energy sector 

• Consumer services sector 

• Industrials sector 



 

Risks 
 
The biggest risk to the election is not likely to be who wins, but if there is no clear winner at all. If 
the election results are delayed or disputed, this could cause market uncertainty. This happened 
in 2000 in the infamous “hanging chad” presidential election between George W. Bush and Al 
Gore, where voting machines didn’t always fully or clearly punch voters’ ballots. America waited 
five weeks before the Supreme Court ruled on the issue and Al Gore conceded. The good news 
is that the S&P 500 only fell 4.24% during this period, and the decline could even be partly 
attributed to other factors outside the election: the S&P 500 continued to fall after the election as 
technology stocks were extremely overvalued and the dot-com bubble had burst. While “this time 
is different” may be a cliché, with a more complex array of voting issues potentially affecting the 
electorate, this isn’t the same situation as 2000, as neither side may be as willing to concede. 
 
A blue wave or red wave could also pose risks as it would give one party unfettered control to 
pass legislative agendas with less of a check from the opposing party. Members of both parties 
have thrown out the idea of ending the filibuster with a majority Senate vote instead of the 60 
votes currently needed. Doing so would reduce gridlock and compromise and make it easier for 
the party in control of the Senate, House, and the presidency to pass more ambitious legislation. 
We might expect investors would react negatively to a blue wave more because of legislative 
agenda items related to increased regulations on corporations, higher taxes, and socialized 
healthcare. However, some of these worries could be offset by reducing tariffs and eliminating 
S.A.L.T. deduction limits. Additionally, even with control of both houses of Congress, Democrats 
would also need a larger majority to pass legislation, as moderate Democrats would likely oppose 
more progressive policies. As mentioned earlier, there are limits on agenda items due to overall 
government debt levels, and we are in the early stages of an economic recovery. It would be hard 
for Democrats to spend more on healthcare or raise taxes, for instance. Likewise, it would be 
difficult for Republicans to implement austerity measures with the economy recovering from 
pandemic-related shutdowns. 
 

 

This report was created by Cetera Investment Management LLC. For more insights and 
information from the team, follow @CeteraIM on Twitter. 
 
 
 
 
 
 

Conclusion 
 
A lot can happen between now and the election, to say the least, so we are vigilantly 
monitoring the developments and the range of possibilities. Regardless of who wins the 
presidential election, there is a lot of uncertainty about the short- and long-term implications, 
and who wins the majority in the House and Senate and the size of those majorities will be a 
significant factor in eventual outcomes. The U.S. election cycle is only one factor to consider, 
as the global economy and other factors can outweigh it and move markets and economies 
regardless of who wins. It is important to do your civic duty and vote, but not with your 
investments, as that can have negative outcomes. Focusing on what you can control—your 
risk tolerances and investment objectives—are more conducive to meeting long-term goals. 

https://twitter.com/ceteraim?lang=en


 

About Cetera® Investment Management  
Cetera Investment Management LLC is an SEC registered investment adviser owned by Cetera Financial 
Group®. Cetera Investment Management provides market perspectives, portfolio guidance, model 
management, and other investment advice to its affiliated broker-dealers, dually registered broker-dealers 
and registered investment advisers. 
 
About Cetera Financial Group®  
“Cetera Financial Group” refers to the network of independent retail firms encompassing, among others, 
Cetera Advisors LLC, Cetera Advisor Networks LLC, Cetera Investment Services LLC (marketed as Cetera 
Financial Institutions or Cetera Investors), Cetera Financial Specialists LLC, and First Allied Securities, Inc. 
All firms are members FINRA / SIPC. Located at 200 N. Pacific Coast Highway, Suite 1200, El Segundo, 
CA 90245-5670. 
 
Disclosures 
Individuals affiliated with Cetera firms are either Registered Representatives who offer only brokerage 
services and receive transaction-based compensation (commissions), Investment Adviser Representatives 
who offer only investment advisory services and receive fees based on assets, or both Registered 
Representatives and Investment Adviser Representatives, who can offer both types of services. 

The material contained in this document was authored by and is the property of Cetera Investment 
Management LLC. Cetera Investment Management provides investment management and advisory 
services to a number of programs sponsored by affiliated and non-affiliated registered investment advisers. 
Your registered representative or investment adviser representative is not registered with Cetera 
Investment Management and did not take part in the creation of this material. He or she may not be able to 
offer Cetera Investment Management portfolio management services. 

Nothing in this presentation should be construed as offering or disseminating specific investment, tax, or 
legal advice to any individual without the benefit of direct and specific consultation with an investment 
adviser representative authorized to offer Cetera Investment Management services. Information contained 
herein shall not constitute an offer or a solicitation of any services. Past performance is not a guarantee of 
future results. 

For more information about Cetera Investment Management, please reference the Cetera Investment 
Management LLC Form ADV disclosure brochure and the disclosure brochure for the registered investment 
adviser your investment adviser representative is registered with. Please consult with your investment 
adviser representative for their specific firm registrations and programs available. 

No independent analysis has been performed and the material should not be construed as investment 
advice. Investment decisions should not be based on this material since the information contained here is 
a singular update, and prudent investment decisions require the analysis of a much broader collection of 
facts and context. All information is believed to be from reliable sources; however, we make no 
representation as to its completeness or accuracy. The opinions expressed are as of the date published 
and may change without notice. Any forward-looking statements are based on assumptions, may not 
materialize, and are subject to revision. 

All economic and performance information is historical and not indicative of future results. The market 
indices discussed are not actively managed. Investors cannot directly invest in unmanaged indices. Please 
consult your financial professional for more information. 

Additional risks are associated with international investing, such as currency fluctuations, political and 
economic instability, and differences in accounting standards. 
 
A diversified portfolio does not assure a profit or protect against loss in a declining market. 
 
Glossary 
The S&P 500 is an index of 500 stocks chosen for market size, liquidity and industry grouping (among other 
factors) designed to be a leading indicator of U.S. equities and is meant to reflect the risk/return 
characteristics of the large cap universe 


