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Chess Like Politics, Controlling The Center Is Key 
Next week, we’ll be publishing our 2021 Outlook.  

In that report, we outline several potential geopolitical risks to the trajectory of the U.S. economy and capital 
markets in 2021 and beyond. Chief among them is the spread of COVID, speedbumps impacting vaccine distribution, 
more variant strains and the unwillingness of citizens to get vaccinated. However, we also note that growing income 
inequality is becoming a global phenomenon, which could carry broader and longer-lasting consequences as 
emerging and developing economies have been disproportionally impacted by COVID. Along the same lines, civil 
unrest may erupt again if meaningful reforms are not implemented and accepted across communities. In addition, 
there is the evolving concern that the unprecedented 
level of monetary and fiscal stimulus utilized to combat 
COVID-19, may fan the flames of inflation.  And we 
cannot discount the desires of competing economic and 
military super-powers. Russia continues to push the 
limits of diplomacy, from hacking elections, to rebutting 
allegations of state sponsored assassination. China 
remains in a full-court press in all facets of international 
relations with the U.S. including trade, technology, and 
dogma. How all these risks impact our economy and 
capital markets is still developing. But a significant piece 
of the puzzle is the make-up of the U.S. government.  

In chess, there are phrases like “control the center,” so 
that a player has greater mobility of pieces, a greater 
influence over the board, and restricts the mobility of 
enemy pieces. We think politics is very much the same. 
We believe the more “centrist” both parties can 
become, the more predictable economic and capital market outcomes will be. However, given the chasm between 
our two political parties, we looked historically to see if “elections have consequenses” for markets. 

At this point, we know the seat of power in Washington will lie firmly with the Democrats, with VPOTUS Harris 
being called upon to break any potential ties in the Senate. So we conducted an analysis identifying what type of 
government is historically most favorable to equity market returns. To do this, we analyzed the political make-up of 
the House, Senate and Executive, by term, and compared that to the corresponding annual return for the S&P 500. 
We present our results in Exhibit 1.   

Based on our analysis, the two best governing outcomes for equity market returns was when there was a 
Democratic President, and either: 1) a Democratic Senate and Republican controlled House, or 2) an entirely 
Republican Congress.  However, these scenarios occurred historically only 14 times out of 93 instances: only 4 times 
in the former case (D/D/R), and 10 times in the latter case (D/R/R). One party controlled the Executive and 
Legislative branches of government on 44 occasions. Thirty-three times by Democrats (the most frequent outcome 
dating back to 1928), resulting in an average return for the S&P 500 of 8.3% per year, and eleven times by 
Republicans, resulting in an average S&P return of 9.2% per year. So fearing “one-party” rule may be somewhat of an 
over reaction, and that maybe the lack of division, will actually allow “centrist” policies to prevail. 

We’d love to hear your thoughts. 

Exhibit 1: Dems, the GOP and S&P  

 

Source: NEPCG and FactSet 

-18.2%

4.8%

6.7%

8.3%

9.2%

13.0%

13.6%

-25% -15% -5% 5% 15%

Pres(R)/Senate(D)/House(R)

Pres(R)/Senate(R)/House(D)

Pres(R)/Senate(D)/House(D)

Democratic Gov't

Republican Gov't

Pres(D)/Senate(R)/House(R)

Pres(D)/Senate(D)/House(R)



PCG Capital Market Chronicle  
January 15, 2021 

 

 
 

  
2 of 2 

 

 

 

 

 

 

 

 

 

 

Disclosure: The information in this publication and references to specific securities, asset classes and financial markets are provided for illustrative purposes 
and do not constitute an offer to sell, or solicitation of an offer to purchase, any securities, nor does they constitute an endorsement with respect to any 
investment area or vehicle. This material serves to provide general information to clients and is not meant to be legal or tax advice for any particular investor, 
which can only be provided by qualified tax and legal counsel. Certain information contained herein is based on outside sources believed to be reliable, but its 
accuracy is not guaranteed. Investment products (other than deposit products) referenced in this material are not insured by the FDIC (or any other state or 
federal agency), are not deposits of or guaranteed by Northeast Private Client Group, and are subject to investment risk, including the loss of principal amount 
invested. Portfolios are subject to investment risks, including possible loss of the principal amount invested. In addition, foreign investments may be less liquid, 
more volatile and less subject to governmental supervision than in the United States. The values of foreign securities can be affected by changes in currency 
rates, application of foreign tax laws, changes in governmental administration and economic and monetary policy. Investors should consider the investment 
objectives, risks, charges, and expenses of ETFs carefully before investing. This and other information are contained in the fund’s prospectus, which may be 
obtained from your investment professional. Please read it before you invest. Investments in ETFs are subject to risk, including possible loss of the principal 
amount invested. This information is being provided to current Northeast Private Client Group clients and should not be further distributed without Northeast 
Private Client Group’s approval. S&P 500 Index is a market index generally considered representative of the stock market as a whole. The index focuses on the 
large-cap segment of the U.S. equities market. Dow Jones Industrial Average is a widely used indicator of the overall condition of the stock market, a price-
weighted average of 30 actively traded blue chip stocks, primarily industrials, but also includes financial, leisure and other service-oriented firms. Russell 2000 
Index measures the performance of the smallest 2,000 companies in the Russell 3000 Index of the 3,000 largest U.S. companies in terms of market 
capitalization. NASDAQ Composite Index is a market value-weighted index that measures all NASDAQ domestic and non-U.S. based common stocks listed on 
the NASDAQ stock market. Each company's security affects the index in proportion to its market value This commentary contains forward-looking statements 
and projections. Actual results may differ from current expectations based on a number of factors including but not limited to changing market conditions, 
leverage and underlying asset performance. Northeast Private Client Group makes no representation or warranty, express or implied that this information 
shall be relied upon as a promise or representation regarding past or future performance. This material contains the current opinions of the author but not 
necessarily those of Guardian or its subsidiaries and such opinions are subject to change without notice. Past performance is not a guarantee of future results. 
Indices are unmanaged, and one cannot invest directly in an index. Data and rates used were indicative of market conditions as of the date shown. Opinions, 
estimates, forecasts, and statements of financial market trends are based on current market conditions and are subject to change without notice. Securities 
products and advisory services offered through Park Avenue Securities LLC (PAS), member FINRA, SIPC. OSJ: 200 Broadhollow Road Suite 405, Melville, NY 
11747, 631-589-5400. PAS is a wholly-owned subsidiary of The Guardian Life Insurance Company of America® (Guardian), New York, NY. Northeast Private 
Client Group is not an affiliate or subsidiary of PAS or Guardian. 2021-114813 Exp. 4/21 

 


