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Strategas – a Baird Company provides market strategy and perspective 

to help you better understand what is happening in the world today and 

how it impacts your portfolio and plans. Exclusive to Baird, these premier 

market, macroeconomic, and policy insights complement the planning and 

investment strategy work of your Financial Advisor. 

 

ECONOMY AND ELECTION Q&A WITH STRATEGAS EXPERTS 

Could you explain the apparent divergence between the economy and the stock market? 

It’s largely a matter of composition. Using GDP, consumption is almost 70% of the economy but the S&P 500 is quite 

different. Some of its biggest weights are Technology, Healthcare, Financials, and Communications. You can get to ~60% 

of market cap before even discussing consumption. The US economy is much more consumer-spending-oriented and the 

S&P 500 more manufacturing-oriented. The economy is more domestic and S&P 500 is more international. 

What are market indicators predicting about the election? Are they in line with polling projections? 

Due to some issues with traditional polling, we've looked at non-traditional indicators to analyze an election that is now just 

days ahead. While none of these are perfect, and they could change in the coming days, we like these alternative indicators 

a lot. A few key ones: 

• The S&P 500: The S&P has predicted every presidential election winner since 1984 (and 87% of winners since 1928). 

The formula is simple—if stocks are higher in the 3 months before the election, the party in power wins; if stocks are 

lower in that period, the opposition wins. That clock started on August 3rd, and for most of the late summer and early 

fall, stocks were higher. Recently, however, the S&P 500 crossed below that level and is now down since August 3.. 

Still, this year there are more factors than just the election driving stocks (e.g. fiscal stimulus, vaccine news, the path 

of COVID-19).  

• The US Dollar: The dollar has predicted 7 of the last 8 elections. If the dollar is lower in the 3 months before the 

election, the party in power has won, and if the dollar is higher in that period, the opposition has won. Same as above, 

the US dollar recently moved positive for the period—another sign that Joe Biden may win the presidency.  

• Strategas’ Trump/Biden Portfolios: we build baskets of stocks levered to outperform under each administration to 

see how the market is pricing the election. This strategy was much more accurate than traditional polling in 2016. 

This year, our Biden portfolio (filled with renewable energy, infrastructure, and foreign-revenue exposure) has handily 

outperformed our Trump portfolio (filled with financials, oil & gas, defense, and for-profit companies). 

• Strategas’ Economic Election Model: This puts stocks, the dollar, US GDP, and the President's approval rating into 

one formula, which has been very predictive in the past. Right now, the model is telling us that the race will be much 

closer than the polls suggest, but that Biden is starting to become the favorite down the stretch.  

These indicators have been at odds with the polling for most of this election cycle but as we've gotten to the final week 

we've started to see a convergence.  
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Can you talk us through your Bull Market Top checklist? 

Essentially, we track nine items that might indicate market froth, and the only one giving us some indication that we're close 

to a bull market top would be IPO activity. We want to get nervous when others are greedy (and vice versa), and IPO activity 

is probably showing that there is a little greed right now. But most of our indicators don’t show that, and in fact, some display 

the opposite. In our opinion, you don't have the type of euphoria that is normally associated with a big bull market top. 

What’s your outlook for a stimulus package under the various election outcome scenarios?  

Early rounds of fiscal stimulus were very beneficial to the economy (as reflected in record Q3 GDP), but the next round of 

stimulus has faced many more challenges. The big question is what's the next round of fiscal stimulus going to look like and 

how does the election play into that. We see three possible outcomes: 

1. Democratic Sweep: You’ll likely see a stimulus bill that will look a lot like the House’s $2.4T proposal from October, 

though timing is up for debate. This would likely include more money for state and local governments, Medicaid, 

unemployment insurance, small businesses (via the PPP), and COVID-19 (e.g. testing, contact-tracing, healthcare 

providers). It would also include another round of ~$1,200 checks. 

2. Status Quo Election (i.e. everything stays the same): We’re actually fairly optimistic that an agreement could be 

reached before year-end in this scenario. It would be hard-fought, but there is a recent precedent—tax code reform 

following President Obama’s reelection in 2012. 

3. Biden wins, Republicans keep Senate: Harder to find some sort of resolution in the two months following the 

election, so it would likely get kicked out until January. But given the rapid increase in cases and hospitalizations, we 

believe there still is need for additional fiscal stimulus before a vaccine comes online in 2021, and we anticipate it is 

coming—the only lingering questions is how much and what’s included. 

Could you address market concentration and big tech antitrust backlash? 

Facebook, Microsoft, Apple, Amazon, and Google make up about 23% of the S&P 500. We’d argue that if most invest in an 

index to diversify risk, and just five stocks make up a quarter of that index, you may be taking on a bit more risk than you 

think. So active management could make sense for some. There also a growing political risk among big tech, as well, with 

the federal government taking a more active stance on antitrust at some of these companies. Our view is that you generally 

don't want to be in the crosshairs of the government. Nothing good really comes from that - even if you win, you tend to lose 

because you have to shift focus away from the job at hand. 

What is the tax outlook for a Democratic Sweep? What aspects of the market might be impacted positively or 

negatively? 

To level-set: If President Trump wins reelection, you're likely to see tax cuts in 2021. If Joe Biden wins and the Republicans 

keep the Senate, you're likely to see neither increases nor cuts. If the Democrats sweep, you’re likely to see tax increases 

in 2021.  

In the event of a Democratic sweep, tax increases would likely be targeted to the upper end of the income spectrum—

increases on the top marginal income rate, increases on capital gains/dividends, and increases to the Estate tax (though 

some of this would be offset by the reinstatement of the SALT deduction). In fact, Joe Biden just released a proposal for 

sweeping Estate tax reform. While it may be difficult to pass in current form, it demonstrates that the Democrats are very 

focused on taxing wealth to address income inequality. These taxes would likely crimp some consumption—the top 20% of 

income-earners are responsible for 40% of US consumption. 

There's also likely to be a corporate tax rate increase, though it is important to keep in mind that the Biden campaign has 

said this tax increase may not go into effect until 2022, and would be phased in over time. This delay would be critical for 

near-term S&P 500 earnings, which would receive a boost by not paying the extra tax. Elsewhere, higher capital gains taxes 

may lead to a surge in merger activity special dividends before the increase. 
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IMPORTANT DISCLOSURES 

This communication was prepared by Strategas Securities, LLC (“we” or “us”). Recipients of this communication may not 

distribute it to others without our express prior consent. This communication is provided for informational purposes only and 

is not an offer, recommendation or solicitation to buy or sell any security. This communication does not constitute, nor should 

it be regarded as, investment research or a research report or securities recommendation and it does not provide information 

reasonably sufficient upon which to base an investment decision. This is not a complete analysis of every material fact 

regarding any company, industry or security. Additional analysis would be required to make an investment decision. This 

communication is not based on the investment objectives, strategies, goals, financial circumstances, needs or risk tolerance 

of any particular client and is not presented as suitable to any other particular client; therefore, this communication should 

be treated as impersonal investment advice. The intended recipients of this communication are presumed to be capable of 

conducting their own analysis, risk evaluation, and decision-making regarding their investments.  

For investors subject to MiFID II (European Directive 2014/65/EU and related Delegated Directives): We classify the 

intended recipients of this communication as “professional clients” or “eligible counterparties” with the meaning of MiFID II 

and the rules of the UK Financial Conduct Authority. The contents of this report are not provided on an independent basis 

and are not “investment advice” or “personal recommendations” within the meaning of MiFID II and the rules of the UK 

Financial Conduct Authority.  

The information in this communication has been obtained from sources we consider to be reliable, but we cannot guarantee 

its accuracy. The information is current only as of the date of this communication and we do not undertake to update or 

revise such information following such date. To the extent that any securities or their issuers are included in this 

communication, we do not undertake to provide any information about such securities or their issuers in the future. We do 

not follow, cover or provide any fundamental or technical analyses, investment ratings, price targets, financial models or 

other guidance on any particular securities or companies. Further, to the extent that any securities or their issuers are 

included in this communication, each person responsible for the content included in this communication certifies that any 

views expressed with respect to such securities or their issuers accurately reflect his or her personal views about the same 

and that no part of his or her compensation was, is, or will be directly or indirectly related to the specific recommendations 

or views contained in this communication. This communication is provided on a “where is, as is” basis, and we expressly 

disclaim any liability for any losses or other consequences of any person’s use of or reliance on the information contained 

in this communication.  

Strategas Securities, LLC is a registered broker-dealer and FINRA member firm, as well as an SEC-registered investment 

adviser. It is affiliated with Strategas Asset Management, LLC, an SEC-registered investment adviser. Strategas Securities, 

LLC is also affiliated with and wholly owned by Robert W. Baird & Co. Incorporated (“Baird”), a broker-dealer and FINRA 

member firm, although the two firms conduct separate and distinct businesses.  

A complete listing of all applicable disclosures pertaining to Baird with respect to any individual companies mentioned in 

this communication can be accessed at http://www.rwbaird.com/research-insights/research/coverage/thirdpartyresearch-

disclosures.aspx.  

You can also call 1-800-792-2473 or write: Robert W. Baird & Co., PWM Research & Analytics, 777 E. Wisconsin Avenue, 

Milwaukee, WI 53202. 
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