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October 26th, 2020 

How to (not) invest in the election 
 
Profits, not politics, drive markets 
Every four years, the entire country goes into a frenzy over who is going to win the election and what the 
implications will be, and the investing community is no exception. Our inboxes are filled with election-
related investment primers, scenario baskets and countless invitations for conference calls with Washington 
policy experts and pollsters. As is usually the case in financial markets, when all eyes are on a single event, 
that event is rarely what ends up being the main driver of lasting returns. One of my favorite charts from 
Bank of America shows that — in contrast to corporate profit growth, which has historically had a very 
strong relationship with market performance — the political party in the White House has not had a large 
statistical impact on whether the stock market goes up or down (see Chart 1). 

Even with perfect foresight, trading based on politics seems questionable at best 
Never mind that investors too often overlook the importance of the make-up of Congress or the compromises 
required in order to follow through on the ambitious campaign promises. Even if you could predict the election 
and policy outcomes with absolute certainty, investing based on those outcomes would have still had a very 
dubious track record. The biggest market gainers and losers over the course of an administration are often the 
complete opposite of what “the experts” had predicted, even after the election results were known. 

In 2016, Donald Trump ran on deregulation and protecting American manufacturing, so it was no surprise that 
in the month following the election, the best performing sectors were Financials (+19%) and Energy (+9%), two 
of the most highly regulated sectors. The next-best performing sectors were Industrials and Materials — 
symbols of traditional American manufacturing — which also returned 9%. Regardless of political affiliation, it 
seems difficult to deny that President Trump did indeed follow through on those campaign promises. Energy 
and Financials have both seen meaningful deregulation, and much of the tensions with China are directly tied to 
the president’s efforts to support domestic manufacturing. Yet if you look past the knee-jerk market reactions, 
it is painfully clear that the underlying fundamentals of those sectors have overwhelmed any benefit from the 
administration’s policy support. Since the initial gains, Energy and Financials have been the worst performing 
sectors, and all four of those initial market leaders have underperformed the S&P 500® by over 25ppt (Chart 2). 
Similarly, after initially outperforming China by 7ppt in the first month, the S&P 500® has since underperformed 
by 17ppt. This is not a political statement on the policies, but a clear example of why investors are better served 
staying focused on fundamentals and keeping politics out of their portfolios. 

Chart 1: % of positive yearly returns based on political 
party and the S&P 500® profits cycle: 1928-2018 

 Chart 2: S&P 500® sector returns in the one month after 2016 
presidential election vs. subsequent performance through 10/23/2020 

 

 

 
Note: based on price returns before 1936; total returns since 
Source: S&P, FactSet, Bank of America 

 Source: Richard Bernstein Advisors LLC, Bloomberg, S&P 

11/8/16-12/8/16 12/8/16-10/23/20 11/8/16-12/8/16 12/8/16-10/23/20

Financials 19% 16% +13ppt -51ppt

Energy 9% -53% +4ppt -119ppt

Industrials 9% 35% +4ppt -31ppt

Materials 9% 40% +4ppt -27ppt

Communications 8% 36% +3ppt -30ppt

Discretionary 7% 97% +2ppt +31ppt

Info Tech 1% 172% -4ppt +105ppt

Real Estate 1% 33% -4ppt -34ppt

Health Care -1% 71% -6ppt +5ppt

Staples -3% 43% -8ppt -23ppt

Utilities -3% 57% -9ppt -10ppt

S&P 500® 5% 66%

Absolute Return Relative Return
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Dan Suzuki, CFA 
Deputy Chief Investment Officer 
 
Please feel free to contact your regional portfolio specialist with any questions: 
Phone: 212 692 4088 
Email: sales@rbadvisors.com 
 

 

For more information About Dan Suzuki, please click here. 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Dan Suzuki is registered with Foreside Fund Services, LLC which is not affiliated with Richard Bernstein Advisors LLC or its affiliates. 

 

Nothing contained herein constitutes tax, legal, insurance or investment advice, or the recommendation of or an offer to sell, or the solicitation of an offer 

to buy or invest in any investment product, vehicle, service or instrument. Such an offer or solicitation may only be made by delivery to a prospective 

investor of formal  offering materials, including subscription or account documents or forms, which include detailed discussions  of the terms of the 

respective product, vehicle, service or instrument, including the principal risk factors that  might impact such a purchase or investment, and which should be 

reviewed carefully by any such investor  before making the decision to invest. RBA information may include statements concerning financial market trends 

and/or individual stocks, and are based on current market conditions, which will fluctuate and may be superseded by subsequent market events or for other 

reasons. Historic market trends are not reliable indicators of actual future market behavior or future performance of any particular investment which may 

differ materially, and should not be relied upon as such. The investment strategy and broad themes discussed herein may be inappropriate for investors 

depending on their specific investment objectives and financial situation. Information contained in the material has been obtained from sources believed to 

be reliable, but not guaranteed. You should note that the materials are provided "as is" without any express or implied warranties.  Past performance is not 

a guarantee of future results. All investments involve a degree of risk, including the risk of loss. No part of RBA’s materials may be reproduced in any form, 

or referred to in any other publication, without express written permission from RBA. Links to appearances and articles by Richard  Bernstein, whether in 

the press, on television or otherwise, are provided for informational purposes only and  in no way should be considered a recommendation of any particular 

investment product, vehicle, service or  instrument or the rendering of investment advice, which must always be evaluated by a prospective investor  in 

consultation with his or her own financial adviser and in light of his or her own circumstances, including the  investor's investment horizon, appetite for risk, 

and ability to withstand a potential loss of some or all of an  investment's value. Investing is subject to market risks. Investors acknowledge and accept the 

potential loss of some or all of an investment's value. Views represented are subject to change at the sole discretion of Richard Bernstein Advisors LLC. 

Richard Bernstein Advisors LLC does not undertake to advise you of any changes in the views expressed herein. 
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