
The U.S. economy and the stock market should fare well under a politically divided federal government, particularly once the 2020 election 
outcome is settled, City National Bank’s investment leaders said Thursday.

The investment managers, relying on data from multiple sources, said they were working under the presumption that Democrat Joe Biden 
will become the next president in January, while the Republican and Democratic parties maintain control, respectively, of the Senate and 
House.

Divided government under that scenario likely means no big corporate or personal income tax increases - or other major legislative 
initiatives - beyond economic stimulus and infrastructure measures, according to Tom Galvin, chief investment officer for City National 
Rochdale, the bank’s investment advisory organization.

“Having split government is not such a bad thing. Gridlock can be good,” Galvin said during the team’s market update two days after the 
election and while the final results still hung in the balance.

Rochdale managers already had positioned client portfolios for a split-government outcome, and even a Donald Trump win would result in 
continued divided government, he noted.

Keep reading for your weekly market update.

A HEALTHY BALANCE

“Divided government is good for the economy,” added Paul Single, Rochdale managing director and senior portfolio manager, noting that 
U.S. elections have produced divided government 70 percent of the time over the past half century. He cited U.S. Federal Reserve data 
showing that GDP grew an average of 2.8 percent annually when Democrats and Republicans shared control.

“We think the outlook is quite good for the U.S. economy,” Single said.
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Similarly, the S&P 500 has produced its highest average annual returns — 10.4 percent — when Congress is divided, compared with returns 
when government is unified or Congress operates under one party and the White House under the other, Galvin said, citing FactSet data.

“The market got what it wanted in the split-Congress outlook,” Galvin said.

City National Rochdale CEO Garrett D’Alessandro sees a good outlook for equity returns over the next few years, assuming a politically 
divided Congress.

Rochdale forecasts 30 percent S&P 500 earnings growth for 2021 under Biden as president and a Republican-controlled Senate, driven by 
GDP growth and strong margins and revenue.
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SETTING EXPECTATIONS

A Biden administration is viewed as likely to be more tactical in its policy decisions, and the stock market wouldn’t be surprised by sudden 
tweets, Single said. At the same time, a Republican-led Senate can block programs that worry Wall Street, such as tax reform, costly health 
policies and tech industry regulation, he added.

Rochdale’s investment leaders, anticipating that interest rates will remain low through 2021, continue to favor U.S. and emerging-market 
Asia equities for capital appreciation, and high-dividend stocks and high-yield bonds for income. And they expect moderate returns across 
asset classes, Galvin said.

Given multiple uncertainties surrounding the coronavirus pandemic, economic stimulus legislation and election challenges, portfolio 
managers also continue to maintain a modest cash buffer, Galvin said.

“We will be ready to go if we see opportunities,” he said.

They expect lawmakers to approve a relatively modest pandemic-relief stimulus package soon, which should lift the economy and 
confidence, Galvin said.

The team hopes the stimulus package will benefit consumers, corporations and state and local governments, provide further unemployment 
benefits, support coronavirus testing and tracing, and address important issues such as evictions, loan forbearance and corporate liability, 
according to Galvin and Single.

THE ECONOMY

Rochdale is maintaining its GDP forecasts, which include a 3.5 percent to 5.5 percent growth projection for 2021 following a 2020 
economy rocked by the pandemic.

Regardless of which party controls the White House and Congress, the U.S. Federal Reserve continues to provide strong economic 
stimulus, preventing the economy from unraveling from the crisis, Galvin said.

Central banks globally have kept economies going during the pandemic, but remaining Fed tools aren’t as strong as those already used, 
such as lowering interest rates, Single said, citing Bloomberg data.

That’s why more stimulus from Congress is so important, Galvin added.
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“The COVID crisis completely changed the dynamics of the elections this cycle,” Galvin said, noting the new emphasis on early and mail-in 
ballots. These changed dynamics, combined with tight races, increase the odds of recounts and lawsuits on both sides of the aisle, he said.

Most election issues should be clarified by mid-December, when the Electoral College casts its votes, but the political environment likely 
will remain contentious in the meantime, he said.

The team is confident there will be a definitive outcome and an orderly transition, Galvin said.

A Biden presidency with split Congress should produce a positive economic impact overall, with potentially new energy and healthcare 
regulations offset by higher infrastructure spending, improved trade policy and Fed support, Single said
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PER INDUSTRY

The tech sector should benefit from the divided government in several ways, Galvin said, noting that it would be difficult to achieve 
meaningful regulatory or tax changes affecting major players or to break up the tech giants, according to Galvin. He said a different trade 
approach to China also should help.

The healthcare, utilities and real estate sectors also should fare well, even with possible new health industry regulations, while the potential 
for increased regulation may hurt the financial and energy sectors, he said.

Rochdale remains underweight in banking and energy stocks. Housing, utilities and durable goods, such as cars and appliances, should be 
boosted by low interest rates, Galvin said.
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Important Disclosures

This material is available to advisory and sub-advised clients of City National Rochdale, LLC, a Registered Investment Advisor and a wholly-owned subsidiary 
of City National Bank.

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 on the date of this document and are subject to change.

Diversification does not ensure a profit or protect against a loss in a declining market.

Past performance is no guarantee of future performance. As with any investment strategy, there is no guarantee that investment objectives will be met, and 
investors may lose money.

Indices are unmanaged and one cannot invest directly in an index. Index returns do not reflect a deduction for fees or expenses.

The Standard and Poor’s 500 Index (S&P 500) is a market capitalization-weighted index of 500 common stocks chosen for market size, liquidity, and industry 
group representation to represent U.S. equity performance.

The S&P 500 Growth Index is a market capitalization weighted index. All the stocks in the underlying parent index are allocated into value or growth. Stocks 
that do not have pure value or pure growth characteristics have their market caps distributed between the value & growth indices. Prior to 12/19/2005 this 
index represented the S&P 500/Barra Growth Index.

This presentation is for general information and education only. City National makes no representations or warranties in respect of this presentation and is 
not responsible for the accuracy, completeness or content of information contained in this presentation. City National is not responsible for, and expressly 
disclaims all liability for, damages of any kind arising out of use, reference to, or reliance on any information contained in or from the site. The information in 
this presentation should not be used to obtain credit or for any other commercial purpose nor should it be construed as tax, accounting, regulatory or legal 
advice. Rules in the areas of law, tax and accounting are subject to change and open to varying interpretations and you should seek professional advice from 
your advisor. Nothing in this presentation should be construed as an offer, or solicitation of an offer, to buy or sell any financial instrument. It should not 
be relied upon as specific investment advice directed to the viewer’s specific investment objectives. Any financial instrument discussed in this presentation 
may not be suitable for the viewer. Each viewer must make his or her own investment decision, using an independent advisor if prudent, based on his or her 
own investment objective and financial situation. Prices and availability of financial instruments are subject to change without notice. Financial instruments 
denominated in a foreign currency are subject to exchange rate risk in addition to the risk of the investment. City National Bank (and its clients or associated 
persons) may, at times, engage in transactions in a manner inconsistent with this presentation and, with respect to particular securities and financial instruments 
discussed, may buy from or sell to clients or others on a principal basis. Past performance is not necessarily an indication of future results.

The material contains forward-looking statements regarding intent, beliefs, or current expectations which are used for informational purposes only. Readers 
are cautioned that such forward-looking statements are not a guarantee of future performance, involve risks and uncertainties, and actual results may differ 
materially from those statements as a result of various factors. The views expressed are also subject to change based on market and other conditions. 
Furthermore, the opinions and information presented do not involve the rendering of personalized investment, financial, legal, or tax advice. 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 on the date of this 
document and are subject to change. This material represents an assessment of the market environment at a specific point in time and is not intended to be 
a forecast of future events or a guarantee of future results.

City National Bank provides investment management services through its wholly owned subsidiary City National Rochdale, LLC, a registered investment 
advisor. Content from the November 5, 2020 presentation, “Post-Election Outlook,” is reprinted by permission from City National Rochdale.

City National (and its clients or associated persons) may, at times, engage in transactions in a manner inconsistent with this article and, with respect to particular 
securities and financial instruments discussed, may buy from or sell to clients or others on a principal basis. Past performance is not necessarily an indication 
of future results. This article may not be reproduced, distributed or further published by any person without the written consent of City National. Please cite 
source when quoting.

In this election season and always, City National Bank and its investment advisory organization, City National Rochdale, remain committed 
to delivering objective, non-partisan market analysis and investment guidance, with the goal of helping our clients make informed financial 
decisions.

In these turbulent times, City National encourages you to review your investment portfolio with your advisor. Contact our financial 
professionals today to ask questions and receive help with your wealth planning needs.

You are encouraged to keep up-to-date with the latest economic perspectives and shifting global markets during the pandemic by signing 
up for City National Bank’s newsletters here. Delivered biweekly, straight to your inbox.
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