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IN A WORD: 

The much anticipated US election is quickly approaching on November 3rd. Much ink has 
been spilled on this topic analyzing the politics. While it is no doubt a big political event, it 
is debatable how big of an economic event it may be. The key is to separate Politics from 
Policy. Clearly, policy is what matters for financial markets. 

Update On Current Election Polls 

Biden is leading national polls by roughly by circa 7-8%. What is interesting is his overall 
polling numbers have been relatively steady, unlike Hillary Clinton in 2016.  Furthermore, 
26% of voters were undecided in 2016, while the number of undecided voters this time 
around is only estimated to be around 10-15%. Important to know in 2016, polls narrowed 
to within the margin of error in the final weeks of the election and that was enough for the 
key swing states to move in Trump’s favor.  
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Source: Real Clear Politics, Bloomberg, BNP Paribas (WM) as of 7 Oct 2020 

 

Currently, Biden leads relative to Hilary Clinton in 2016 in the key swing states. For the 
elections to be close, a narrowing of the polls ahead of the election is required, particularly 
in these swing states. Otherwise, there is possibility of not only a Biden win, but also a 
recapturing of the Senate and a sweeping of the congress or a “Blue Wave”. This will be a 
key area to monitor in the final weeks of the campaign. Of course, there has also been 
questions raised regarding the accuracy of the polls, especially given the last elections in 
2016 where the margin of error was a defining factor. 

 

What Happens If It Is A Contested Election? 

Mail-in votes have been rising in prior elections from 7.8% in 1996 to 20.9% in 2016, and 
will increase further for this coming election. Each state sets its own rules with regards to 
when the mail-in votes are counted. Some swing states such as Florida start counting 
mail-in votes before the election, and do not allow mail-in votes after election day. Other 
states may allow mail-in votes to arrive for up to several weeks after election day. Hence, 
if the election is close, recounts, legal cases, and delays could occur and this is not 
unprecedented. The Bush/Gore election in 2000 delays/legal cases lasted 34 days after 
election day, with Al Gore conceding only after losing a Supreme Court decision. The S&P 
500 dropped a moderate 4% over the course of five weeks.  

 

Nonetheless, the expectation this time round is already for some chance of a contested 
election. Some or all of this may already be priced in, evident from the heightened implied 
volatility shown till January. Volatility will likely drop after a clear indication of a result, 
and hence this provides an opportunity to use volatility instruments before the election. 
Should the result be definitive, instead of contested, markets could rally given the 
cautiousness already factored in. 

 

How Do Equities React In An Election Year? What Is Difference In Performance Over Time 
Between Parties?  

On average, the equity market is up during an election year, and also crucially after the 
election, regardless of which party wins. However, there are instances where the market is 
down during election year. An example is 2008, where the performance was negative due 
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to the great financial crisis. Clearly, the business/economic cycle has a much bigger impact 
on the financial markets compared to elections in general.  

 

 

Source: Morningstar, Bloomberg, BNP Paribas (WM) as of 2 Oct 2020.  

Stock market represented by S&P 500, US Bonds by BBG Barclays US Aggregate Bond Index 

 

How Markets Performed 
With Different 
Administration 

No. of Years 
S&P 500 Index Annual 

Average Return 

Unified Republican 13 Years 14.5% 

Unified Democrat 34 Years 14.5% 

Divided with Republican 
President 

33 Years 7.0% 

Divided with Democratic 
President 

14 Years 15.9% 

Source: McLean, Bloomberg, BNP Paribas (WM) as of 2 Oct 2020 

 

Looking back at history, ironically, the performance of the stock market under a 
Republican or Democratic administration controlling both chambers of Congress is similar 
at 14.5%.  Furthermore, with a divided Congress, Democratic presidents seem to have 
outperformed. However, as highlighted above, the ruling party can affect the economic 
cycle but is definitely not in control of it. Inevitably, the incumbent gets lauded  or blamed 
for the economy, although this often can be correlation without causation.  

 

2020 has been an unusual year so far with the black swan event, the Covid-19 pandemic. 
This has led to a global recession, which was the key driver of a sharp but quick market 
downturn earlier in the year. Stock markets have since recovered given the massive 
amount of monetary and fiscal stimulus, along with an increase in vaccine news flow. 
Nonetheless, the economy recovery remains tepid and not entirely out of the woods yet. 
With this in mind, it is interesting to note that a recession usually negatively impacts the 
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incumbent, as only 2 out of 7 incumbents returned to office with recession prior to re-
election thus far. In short, it is Biden’s election to lose. 

 

What Are The Potential Winning/Losing Sectors In This Election? 

Mr. Biden will push to make the US carbon neutral by 2050. This is a $2 trillion 
infrastructure program , including zero-emissions public transport, upgrading 4 million 
buildings for energy efficiency, and weatherizing 2 million homes. Hence, sectors such as 
utilities, industrials, renewable energy, selected autos, cyclicals and materials in general 
will stand to benefit. Traditional / dirty energies would of course suffer. These projects will 
be funded through an increase in the corporate tax rate from 21% back up to 28%.  

 

Biden's policies would also relatively favour workers and individuals, with the example of 
raising the minimum wage to $15/hour. These policies of providing better salaries to low 
skilled workers would support consumption and could be modestly reflationary. Policies 
on technology and banks will be closely watched, but they are expected to be evolutionary 
not revolutionary. 

 

On the other hand, if President Trump wins the upcoming election, he has no ability to 
recapture the House. Hence, from a policy perspective, further tax cuts look unlikely. Items 
not requiring congressional approval such as deregulation and trade tariffs are expected to 
continue. The overall low tax and business friendly environment would remain as well. 
Republicans also traditionally favour sectors such as defence and (traditional) energy. Like 
Biden, President Trump also favours infrastructure spending. 

 

What Is The Impact On The Dollar And Bond Yields? 

If Biden wins the election and the Democrats secure a majority in the Senate, a larger 
fiscal stimulus could be passed assuming one is not passed before the election. Especially 
in the case of a Democratic sweep, the yield curve could steepen somewhat on 
expectations of larger public spending. Our 12-month forecast for the US 10-year treasury 
yield is 1.25%.  

 

Furthermore, given the end of the uncertainty of the election, the dollar could weaken 
moderately. In the case of a Democratic sweep, there is the potential for the greenback to 
weaken even more given higher deficits and fiscal stimulus. Should President Trump get 
re-elected, dollar weakness will likely be less pronounced although we should still see 
moderate weakening.   

 

How Does The US Election Impact The US – China Trade War? 

Clearly, China relations will remain an issue no matter the administration. However, in the 
case of a Biden victory, it can become more predictable and less unilateral. The US may re-
engage China on market opening by returning to lower tariffs or removing it entirely. 
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Nonetheless, human rights, market access, intellectual properties and key technologies 
will remain crucial issues. Regardless, the feel good factor and the positive sentiment 
could boost Asian currencies and selected equity sectors. We remain overweight Asian 
equities including: China, Taiwan, South Korea, as well as Singapore, India, Indonesia. 

 

If Trump is re-elected, (with a divided Congress), trade is one of the few areas he is free to 
invoke executive actions and tariff measures. Hence, expect tensions to remain with a 
focus on the agreements to fulfil the phase one trade deal. This is also likely be the new 
normal and the market would remain sensitive to trade tensions in the second term. 

 

Summary Of Potential Implications On Asset Classes 

Scenarios 
Key Policy 

Implications 
Sectors FX - USD 

Biden Sweeps 

Blue Wave 

Expect Larger Fiscal 
Spending 

Infrastructure, 
Industrial, Materials, 

Consumer 

Dollar Negative 

Downtrend Continues 

Biden Wins, 

Congress Divided 

No Sweep 

Moderate Fiscal 
Spending Likely 

Infrastructure, 
Selected Cyclicals 

S-Term Neutral; 

But Expect Dollar 
Downtrend 

Trump Wins, 

Congress Divided 

Status Quo 

Trade Tensions 
Continue or Worsen 

Infrastructure 

Defense 

Energy 

S-Term Small bounce 
in Dollar Before 
Declining Again 

Source: BNP Paribas (WM) as of 2 Oct 2020 

Conclusion 

In summary, the election provides some selected policy risk and creates opportunity 
overall as volatility increases. Volatility, which is already at high levels even before the US 
election, will likely drop with a confirmed result. The most important question to ask post-
election is “where are we in the economic cycle?”. We see continued economic recovery 
next year with better earnings. The focus then will shift to the quantum of fiscal stimulus, 
vaccine developments, and ongoing robust liquidity. We had previously forecasted a 
market pullback from overbought levels in August, and advocated a “barbell” strategy. We 
continue to recommend the “barbell” approach going forward – to get invested with 
exposure to risk assets and buy on dips on one hand, and to hedge with defensive 
strategies such as gold, dividend stocks and quality corporate bonds on the other hand. 
Don’t let the election paralyze your portfolio strategy. Embrace the opportunities that 
uncertainties create. 
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This document is for informational purposes only and does not 
constitute an offer or solicitation in any State or jurisdiction in 
which such offer or solicitation is not authorised, or with 
persons in respect of whom such offer, solicitation or sale is 
unlawful. It is not, and should under no circumstances be 
considered as a  prospectus. The information provided has been 
obtained from public or non-public sources that can be 
considered to be reliable, and although all reasonable 
precautions have been taken to prepare this document, and, in 
the event of any reasonable precautions, the accuracy or 
omission of the document shall not be recognised. BNP Paribas 
does not certify and guarantees any planned or expected 
success, profit, return, performance, effect, effect or profit 
(whether from a legal, regulatory, tax, financial, accounting or 
other point of view) or the product or investment. Investors 
should not give excessive confidence in theoretical historical 
information relating to theoretical historical performance. This 
document may refer to historical performance; Past 
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The information contained in this document has been drafted 
without taking into account your personal situation, including 

your financial situation, risk profile and investment objectives. 
Before investing in a product, the investor must fully 
understand the risks, including any market risk associated with 
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products and consult its own legal, tax, financial and 
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The investor should remember that the value of an investment 
as well as the income from them may fall as well as rise and 
that past performance is not a guide to future performance. Any 
investment in a product described is subject to prior reading 
and to an understanding of the product documentation, in 
particular that which describes in detail the rights and duties 
of the investors and the risks inherent in an investment in that 
product. In the absence of any written provision, BNP Paribas 
does not act as an investor's financial adviser for its 
transactions. 
 
The information, opinions or estimates contained in this 
document reflect the author's judgement on the day of his 
drafting; they must not be considered as authority or be 
substituted by anyone in the exercise of his or her own 
judgement and subject to change without notice. Neither BNP 
Paribas nor any BNP Paribas Group entity will be liable for any 
consequences that may arise from the use of the information, 
opinions or estimates contained in this document. 
 
As a distributor of the products presented in this document, 
BNP Paribas may receive distribution fees on which you can 
obtain further information on specific request. BNP Paribas, its 
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