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The Upcoming Election

I hope your summer is going well.

As we saw in Britain, anything can happen when it comes to elections. Polls in Britain before the 
Brexit vote predicted that the British would choose to stay in the European Union.  Many economic 
experts predicted that the British stock market would collapse if the U.K. were to leave. While 
England’s market (FTSE100) did go down around 6% over a two-day period following the election, 
it is now up 14% since then.  Britain’s exit strategy from the European Union will unfold over the 
next two years.  Time will tell whether the economic forecasters were right or wrong in their 
predictions.

My objective in this report is to address the financial ramifications of the 2016 US Election and to 
avoid political commentary.  While there is wall-to-wall coverage of the presidential contest, there is 
far less attention to races in the Senate and the House of Representatives.  All of these elections 
are consequential for the markets.

The Presidential Race: Most polls right now have Mrs. Clinton ahead in the high single digits and 
leading in most of the battleground states.  As we have seen in past elections, no lead is safe 
especially with three presidential debates still to come.  Major developments on the world stage 
could still have a tremendous impact. 

The House of Representatives: All seats are up for reelection.  The Democrats would need to 
pick up 30 seats in order to retake control of the House.  Such a gain would be unusual under 
ordinary circumstances because most congressional districts are reliably ‘red’ or ‘blue,’ with 
relatively few switching parties in a typical year.  If Mrs. Clinton were to win in a landslide, it might 
be possible for Democrats to pick up the requisite seats to retake the House.  Were Mr. Trump to 
win, even narrowly, it would signal that ‘change’ is a prominent voter concern and might be 
accompanied by an anti-incumbent thrust by the voters.

The Senate: Republicans currently control the Senate, holding a total of 54 of the 100 seats. Of the 
remaining 46 seats, 44 are held by Democrats and 2 by Independents who caucus with 
Democrats. Thirty-four seats, one third of the Senate, are up for election in 2016 but the 
composition of the contested seats may favor Democrats.  Of the 24 Republican seats up for 
reelection this year, half are considered safe for the party.  On the other side of the aisle there are 
only 10 seats up for reelection for the Democrats and 9 of the 10 are considered safe for the party.1

In order for Democrats to take control, they would need to regain 5 seats assuming that the 
Independents continue to caucus with Democrats.  

If Mrs. Clinton wins decisively and her coattails are significant, a Democratic gain of 5 seats is a 
distinct possibility.  If she wins narrowly and voters split tickets, Republican control of the Senate 
would not seem to be threatened.  A convincing victory by Mr. Trump, on the other hand, would 
likely result Republican retention of its majority in the Senate.
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Impact on Investments? A Hillary Clinton presidency would be expected to favor clean-energy 
stocks and multinationals, while consumer discretionary and financials may suffer. Under a Donald 
Trump presidency coal companies, defense contractors, and possibly small U.S. companies could 
do well while multinationals and financials may suffer2.

When President Obama took office eight years ago many financial analysts advised investors to 
stay away from health care companies and to invest in the clean-energy sector. How have these 
industries done during the last two terms? Health care companies have outperformed the broad 
markets while clean-energy stocks are down substantially2. Lessons learned: there are perils to 
predicting winners and losers, and in my opinion diversification works for both stock and bond 
portfolios. 

What we do know is that the markets favor predictability. If Mrs. Clinton was to win and the 
Republicans were to keep control of Congress, I suspect that the impact on the markets would be 
modest.  In fact, I would not be surprised to see a reprise of the gridlock of the last six years in our 
nation’s capital.  If Mr. Trump were to win, I imagine that the markets will be more volatile, mainly 
due to the uncertainty of a new administration whose policies have not been clearly outlined.  
Please note that investors have tended to pull money from U.S. equities in the month before 
Election Day in the past four presidential elections3 and this could be an election that we see more 
investors doing that than usual.  If that were to happen, there could be a pre-election downward 
pressure placed on the price of U.S stocks.

Below is the historical stock market performance during political party regimes since 19004. 
I have grouped this historical record into groups reflecting my personal thoughts on the 
probability…not the advisability…of various election outcomes and how often they have actually 
occurred.

Most Probable Annual Return % of time
Democratic President with a Split Congress: 10.4% 3% 

Could Happen
Republican President with a Republican Congress: 7.0%          23%             
Democratic President with a Republican Congress: 8.6% 10%

Unlikely
Republican President with a Split Congress: -4.3% 11%  
Democratic President with a Democratic Congress: 7.2% 34%

Highly Unlikely
Republican President with a Democratic Congress: 2.4% 19%
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As I have stated numerous times in the McBork Report, emotions can lead to destructive investment 
decisions. There are no guarantees of stock and bond market performance under any election 
scenario.  But let’s not imagine that sitting on the sidelines is necessarily the best option.  Investors 
that had moved their entire portfolio out of the markets due to their opposition to President Obama 
and his policies in 2008 missed out on a remarkable increase in the stock markets these last 8 
years. The S&P 500 Index closed at 1,006 the day President Obama was elected. Today it is at 
2,176, an increase of just over 115%, which is more than 10% annually.

Here is My Recommendation:  Stay the course for the time being and revisit all of this when I 
update you in early October.  At that time I expect to have a better gauge of how the election might 
turn out as well as the likely market ramifications.  I will then want to see how you are doing and ask 
whether you wish to speak by phone or have a face to face meeting at that time.  Meanwhile, rest 
assured that I have my eye on the ball.

Take care and have a wonderful Labor Day Weekend.

Sincerely,

Gregory Bork Jr. AIF®
LPL Registered Principal

1: 270towin.com – 2016 Senate Election
2: Time Magazine – How the Election Will Really Affect Your Investments
3: EPFR Global Data 
4: LPL Mid Year Outlook, Dow Jones Industrial Average Performance

Investing involves risks, including the loss of principal. There is no guarantee that a diversified portfolio 
will enhance overall returns or outperform a non-diversified portfolio. Diversification does not protect 
against market risk. Because of their narrow focus, sector investing will be subject to greater volatility 
than investing more broadly across many sectors and companies. The economic forecasts mentioned 
may not develop as predicted and there can be no guarantee that strategies promoted will be successful. 
The opinions voiced in this material are for general information only and are not intended to provide 
specific advice or recommendations for any individual. All performance referenced is historical and is no 
guarantee of future results. All indices are unmanaged and may not be invested into directly.


