A\ FIDUCIENT

Advisors

In Focus
Investment Insights into Current Events

Markets Rally on Early Election Results

by Paula Romanchuk, CFA, Consultant November 2020

Key Observations

Global pandemic, unprecedented government stimulus, record low GDP report, booming technology
stocks and a red-hot IPO market — 2020 has been quite the year — and it is not over! A closely
contested U.S. presidential election with record turnout appears to be the final drama that will play
out as we head into the holiday season. The anticipated blue wave did not materialize to the extent
that pollsters predicted, and as of now, it appears that we may have a split Congress with
Republicans keeping the Senate and Democrats controlling the House. That balance of power
suggests a lower probability of sweeping legislation, which could be beneficial for financial assets, at
least in the short-term. Markets like certainty, and with the potential for legislative gridlock, the

status quo is oftentimes the base case scenario.

Election Results

Ballots are still being counted and possibly recounted in several races, and the official results will certainly have
implications for future policymaking. Over the weekend, the major news outlets called the presidential race for Joe

Biden and Kamala Harris, and investors are now evaluating what that might mean for markets going forward.

Instead of speculating on outcomes, we would like to highlight a couple notable ballot initiatives that have been
decided, but perhaps are not receiving as much attention. There were 120 total measures nationwide on the ballots
this week, and the top ten represented around 75 percent of all campaign spending for all 120 initiatives. Two of the

major ones included:
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e California: Proposition 22 ($220 million spent) — voters approved allowing app-based driving
companies (e.g. Uber, Lyft) to continue classifying drivers as independent contractors meaning the

employers are not required to pay benefits that full-time employees typically receive.

e Illinois: Fair Tax ($120 million spent) — voters rejected moving from a flat to a graduated state income

tax.

Voter turnout was very high as expected
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Another noteworthy story from this week was the incredible voter turnout. Despite the pandemic and other
challenges that Americans faced, over 160 million people either mailed in ballots or voted in person on November 3.
Compared to recent history, this was a record in terms of both the number of people voting as well as the percentage

of the population that voted.

Market Reaction

As is typical leading up to elections and other major events, volatility picked up in late October and
remained elevated through election day. On Tuesday evening, investors realized the election was
significantly closer than most polls indicated just days before. As results came in, it became increasingly
more likely that Republicans would retain control of the Senate, and Congress would remain split.
Markets rallied on the news, recognizing that it is significantly more challenging to enact meaningful
policy change without party control of both the executive and legislative branches. U.S. equity volatility
gradually fell over the ensuing days, and U.S. equities generated very strong returns. U.S. Treasury yields

fell, most notably further out the curve, amid lower inflation expectations.
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. . U.S. equity markets rallied, and the Treasury curve
\‘{?Iatlllty rose then declined after polls closed flattened (November 4, 2020 — November 6, 2020)
0 Election Week Moves
Wed 11/4 through Friday 11/6
35 S&P 500 +4.2%
NASDAQ +6.6%
30 Russell 2000 Growth +4.0%
25 Russell 2000 Value -0.4%
——VIX (S&P 500 Implied Volatility) 2-Year Treasury Yield -2 bps
20 10-Year Treasury Yield -8 bps
Oct23 Oct 28 Nov 2 Nov 5
Source: Bloomberg. VIX = CBOE Volatility Index Source: Bloomberg.

While it did not garner as much attention as usual, we would be remiss to not mention the Federal
Reserve’s announcement to leave interest rates and asset purchases unchanged, which was in-line with
expectations. Following the announcement on Thursday afternoon, Chairman Powell conducted a press
conference, highlighting the positives of the recovery witnessed since March, but cautioning about the
forward-looking prospects, particularly in light of the recent spike in COVID cases that could spur more
government-mandated shutdowns. Powell refrained from commenting on the election and emphasized
the role of the Fed — to maintain stable prices and achieve maximum employment. Powell has consistently
noted that it is Congress’ responsibility to handle fiscal policy and the Fed will not play a direct role in

those programs.

Once the election results are behind us, it is possible that a fiscal stimulus package will pass before year-
end. We will be closely monitoring that development, which would likely have a positive effect on financial
assets and support the continued recovery. We encourage investors to remain patient with asset

allocations and avoid reacting on emotions in this volatile time. As outlined in our recent paper, What the

Election Means for My Portfolio, according to history, presidential party is not a good predictor of future
market outcomes. Rather, we advocate for following a structured process that helps manage behavioral

biases that may encourage portfolio changes at inopportune times.

For more information, please contact any of the professionals at Fiducient Advisors.
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