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OVERVIEW

Despite the prospects for litigation, recounts related to the battle for the White 
House and runoff elections to finalize voting in the Senate, we believe the 2020 
election is largely behind us. Our view is that when a new government is in 
place at the end of January, we will have a continuation of divided government 
consisting of a new Biden presidency, a Republican Senate and a Democrat-
controlled House of Representatives. While it appears there will be some changes 
in governmental control, we continue to be optimistic regarding the outlook for 
the economy and financial markets. Our analysis is intended to be non-partisan 
and focused on potential implications for investors. 

KEY POINTS

• The pace of economic growth is unlikely to change meaningfully as a result of 
the election. Progress on controlling the COVID-19 pandemic, development 
of an effective vaccine and continued policy support remain the critical 
drivers of the recovery.

• Our current portfolio positioning is already calibrated for a divided 
government outcome. Expected results for asset classes are likely to remain 
modest, highlighting the need for active management.

• Likely no increase in corporate or individual taxes — a positive for earnings 
growth.

• Interest rates should remain lower for longer — supportive of equity 
valuations.

• Continue to favor U.S. equities over other regions for capital appreciation.

• Continue to favor high yield bonds and high dividend stocks for income.

• Currently maintaining modest cash buffer with several sources of uncertainty 
ahead (election challenges, fiscal stimulus negotiations and timing, path of 
COVID-19 and risk of lockdown measures, vaccine trials).
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ECONOMIC  IMPLICATIONS

Major drivers of near-term growth: Over the long-term, history shows the economy can do well regardless of the 
particular political alignment of government. While policy changes can have an impact on growth, in the near term we 
expect the path of the economic recovery will continue to be driven largely by the combined effects of the COVID-19 
pandemic and the level of monetary and fiscal policy response. 

No major legislative initiatives in the first two years: Republican control of the Senate is expected to limit the ability 
of the Biden administration to implement a variety of policy changes proposed during the campaign, including higher 
taxes. Even if we are wrong on the Senate outcome, and Democrats win a narrow majority, they will likely be forced 
to contend with divisions within their own party on some of the biggest policy items, reducing the chances of any 
significant legislation without wide bipartisan support.  

More fiscal stimulus still likely, but less so: One issue, though, where we do expect to see a degree of bipartisan 
cooperation is on additional fiscal spending relief related to the pandemic. Although the size of any such bill will likely 
be smaller (approximately $1 trillion) under a divided government, there are significant areas of agreement between 
both parties, including further aid to help consumers, state and local government, and corporations, as well as the 
need to address risks to the economic recovery in areas like corporate liability, evictions of consumers and small 
businesses, and loan forbearance.

Regulations, trade provide offsetting impacts: The Biden administration is expected to increase regulation, particularly 
in the financial services and energy industries, while also potentially taking action on various issues, such as antitrust 
and privacy, in the technology sectors. While this less friendly regulatory environment is likely a negative for growth, 
we also expect a Biden administration to pursue more multilateralism in trade policy, a positive for growth. 

Net effect is positive: Though new policies will certainly have differing impacts across industries and sectors, overall 
we expect somewhat higher federal spending in areas like infrastructure under a Biden administration, as well as the 
continuation of current tax levels, to be supportive for the economic outlook. 

EXHIBIT 1
Real GDP (Y/Y %)

Source: Bureau of Economic Analysis, CNR Research.
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Political Control Average Median High Low % Time
Divided Government 2.8% 2.9% 7.2% 1.8% 72%
Democrat 2.5% 3.0% 5.5% -2.5% 16%
Republican 3.1% 2.9% 3.8% 2.3% 12%
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MARKET IMPLICATIONS

Markets and corporate earnings have done well under all combinations of political control, and we suspect that will 
continue. History shows that over time, market performance is driven principally by fundamentals, not elections. 
Trends in economic conditions, profit growth and interest rates have been the more powerful and lasting guide 
for investment values. Early indications are that investors have welcomed prospects of a divided Congress all but 
eliminating the likelihood of significant tax increases and sweeping regulatory reform. Importantly, regardless of the 
election results, we expect fiscal and monetary policy to remain exceptionally supportive, and the economic recovery 
from the pandemic, along with improving prospects for an effective vaccine, to be the main driving force for markets 
over the coming year.

EXHIBIT 3
Stock Performance Under Different Congressional Control

(S&P 500 Annual Returns 1950 – 2019)

Source: S&P 500.
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EXHIBIT 2
Potential Policy Impact: Biden Presidency/Divided Congress

Source: CNR Research. Green = Positive; Yellow = Neutral; Red = Negative.
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EQUITIES

Moderate returns expected, regardless of election outcome: With relatively high equity valuations and moderating 
long-term economic growth, we continue to believe that investors should expect moderate returns going forward. 
History has shown that after an initial adjustment period in stock prices, the market does well regardless of the 
composition of U.S. government, as there are other critical differentiators that are impactful in corporate earnings 
growth and stock returns. 

No major policy changes expected, limited impact: A divided Congress will greatly inhibit the ability of a Biden 
administration to accomplish many of its goals. As a result, we do not expect the continuation of divided government 
to produce significant policy shifts that would have a material impact on the equity markets relative to the current 
trajectory. The reduced likelihood of significant tax increases, for example, is expected to offset investor’s hope for 
higher federal spending under full Democrat control.

Modest sector-specific effects: One area where President Biden will be able to advance some parts of his agenda is 
executive action and regulation. Policy changes here would impact companies and industries differently, and there 
are likely to be both positive and negative effects. For certain industries, such as those affected by trade, executive 
actions could provide opportunities for growth. Conversely, greater regulation could pose as headwinds for sectors 
like Financials and Energy. Increased rigorous analysis of each company’s business model will be required to fully 
assess the net impact of policy change, highlighting the importance of active management for investors.  

FIXED INCOME

Continued low interest rates: Monetary policy is expected to keep short-term interest rates low for years to come, 
while relatively smaller increases to fiscal spending will likely have a moderating impact on inflation and growth 
expectations, keeping long-term interest rates relatively low as well. Prospects of relatively smaller fiscal spending 
will also keep the Federal Reserve active with its balance sheet and its support for financial market stability. We 
expect the shock from COVID-19 to create a high hurdle for monetary policy to downshift from its heavily supportive 
position.  

EXHIBIT 4
Sector Implications: Biden Presidency/Divided Congress

Source: CNR Research. Green = Positive; Yellow = Neutral; Red = Negative.

Sector Key Issues Policy Impact

Technology Lower risk from tax and regulatory changes.

Healthcare Stable fundamental backdrop.

Consumer Discretionary Modest fiscal stimulus and low interest rates supportive.

Financials Likely increased regulation, low interest rates hurt.

Industrials Modest infrastructure investment likely, clean energy.

Utilities Low rate environment, limited new adverse regulation.

Energy Likely increase in regulations on shale energy.

Real Estate Stable economic and tax environment.
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Less support for the municipal bond market: While we continue to recommend tax-exempt bonds for clients in 
need of higher income, the likely inability of a Biden administration to increase taxes does reduce their relative 
attractiveness somewhat. A Republican Senate is also less likely to approve a high level of federal support for state 
and local governments, which is negative for municipal credit. 

Environment favors opportunistic fixed income: Continued economic growth is positive for the outlook of corporate 
credit broadly.  Given the high probability of an additional fiscal package amid very low interest rates, the search for 
yield will continue to provide foundational support for opportunistic fixed income segments, especially in the U.S.

EXHIBIT 5

Source: CNR Research. Green = Positive; Yellow = Neutral.

EXHIBIT 6

Source: CNR Research. Green = Positive; Yellow = Neutral.

EXHIBIT 7

Source: CNR Research. Green = Positive; Yellow = Neutral.

Market Medium-Term Outlook Yield

Investment Grade Corporate Bonds 2.0%

High Yield Corporate Bonds 5.7%

High Yield Emerging Market Bonds 7.2%

Structured Credit 7.4%

Municipal Bonds Medium-Term Outlook

Rates

IG Credit Trends

HY Credit Trends

Relative Value vs. Taxable Bonds

Return Drivers Medium Term Outlook

Interest Rates
Fed keeps short rates low and longer rates stay range-bound 
on smaller expected stimulus and fiscal gridlock, 10-year 
central tendency moves a bit higher to 0.90-1.00%

Credit Lack of incremental government spending negative for 
municipal and corporate credit

Taxes Federal tax policy unlikely to change; states more likely to 
raise taxes in response to lack of government support
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Index Definitions

S&P 500 Index (S&P500) is a stock market index that tracks the 500 most widely held stocks on the New York Stock Exchange or NASDAQ. It seeks to 
represent the entire stock market by reflecting the risk and return of all large-cap companies.

Important Disclosures

The information presented does not involve the rendering of personalized investment, financial, legal, or tax advice. This presentation is not an offer to buy 
or sell, or a solicitation of any offer to buy or sell, any of the securities mentioned herein.

Certain statements contained herein may constitute projections, forecasts, and other forward-looking statements, which do not reflect actual results and are 
based primarily upon a hypothetical set of assumptions applied to certain historical financial information. Certain information has been provided by third-party 
sources, and although believed to be reliable, it has not been independently verified, and its accuracy or completeness cannot be guaranteed.

Any opinions, projections, forecasts, and forward-looking statements presented herein are valid as of the date of this document and are subject to change.

All investing is subject to risk, including the possible loss of the money you invest. Past performance is no guarantee of future results. 

Investment management services provided by City National Bank through its wholly owned subsidiary City National Rochdale, LLC, a registered investment 
advisor. 

CNR is free from any political affiliation and does not support any political party or group over another.


