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October 21, 2020 
 
Dear O’Brien Client, 
 
The whirlwind that is 2020 shows no sign of abating as we enter the final quarter of the year.  Yet, despite significant 
uncertainty – and the market pullback in September – the markets delivered another period of strong performance 
during the third quarter with global stocks up 8%, the S&P 500 up 9% and bonds rising slightly as well.  Since the market 
bottom in March, the S&P 500 has now risen almost 50%, global stocks almost 45% and the U.S. Aggregate Bond 
Index almost 7%.  Stock markets are now positive for the year.   
 
Those are incredibly strong returns for any six month period and speak to the continued progress – despite the many 
twists and turns – on the path to recovery.   
 
But at the same time, uncertainty persists.  While the healthcare and economic backdrop are better than they were in 
March, they are by no means “good.”  Nor have they improved as much as the stock market.  This brings up a question 
about whether the market has gotten too far ahead of the economy.   
 
Financial markets outperforming the economy following a recession is not unprecedented.  For example, stocks 
bottomed in March of 2009 during the Global Financial Crisis, while the economy did not exit the recession until June 
that year.  So from that standpoint, seeing stocks performing better than the economy is not that surprising.   
 
The magnitude of outperformance, however, is more surprising.  It took several years for the stock market to make a 
new high after the Global Financial Crisis, versus roughly five months today.  In our opinion, proactive stimulus from the 
Federal Reserve (Fed) and to a lesser extent fiscal stimulus from Washington D.C., are the primary reasons for this 
occurring.     
 
Quantitative easing – the purchasing of treasuries and mortgage-backed securities by the Fed – has shown to have a 
significant impact on asset markets and a relatively insignificant impact on the economy over the past decade.  
Moreover, the Fed has indicated they stand willing to do more if necessary.  As long as that stimulative backdrop, 
coupled with incremental improvements in healthcare and the economy, continues there is probably more room for 
markets to rise.   
 
Beyond the gap in performance between markets and the economy, perhaps the next most front-and-center 
uncertainty surrounds the upcoming elections.  This is clearly a sensitive topic and passions are high, particularly against 
the backdrop of what has been an extremely bifurcated recovery.   
 
As passionately as we may personally feel about this topic, our job as stewards of your assets is to strive to remove 
emotion from the investment process.  As such, we would like to provide you with our objective thoughts on the key 
dynamics to watch – and their potential implications – going into the elections.   
 
Historically, economic backdrops matter more for financial markets than election outcomes. The charts below illustrate 
this point by comparing the annualized return of U.S. large cap stocks (think S&P 500) since 1953 by phase of the 
business cycle versus by political party in the Oval Office.  On average, there has been significantly more variation in 
market returns when the economic backdrop changes than when the political party of the President changes.  
Incidentally, the economy exiting recession (as we believe it is today) has tended to be an extremely positive backdrop 
for stocks.   
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Source: IHS Markit, O’Brien Wealth Partners, as of 01/30/2020. 

 
 
All that said, the election can and likely will influence shorter-term market performance.  As such, we have some 
additional observations about what that impact might look like.   
 
Both current polling and political wagering markets are pricing in a Democratic sweep of the House, Senate and 
Presidency, so we will focus the bulk of our observations there.  However, the historic predictive power of polls this far 
in advance of the election is not perfect.  There is still time for the situation to change between now and the election.   
 
Perhaps the most important question is who ultimately controls the Senate, as that control opens the door for more 
meaningful policy shifts to occur.  The table below summarizes the policies of both candidates.  Proposals in red text are 
changes that could be accomplished via executive order or presidential direction (i.e. without congressional approval) if 
Biden becomes President.  There is more leeway with executive orders, but less ability to make a meaningful change in 
policy.   
 

 
                  Source: JPMorgan, O’Brien Wealth Partners, as of 09/30/2020. 
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Changes in corporate and personal tax rates, universal healthcare legislation, minimum wage changes, infrastructure 
plans and stimulus proposals all require the approval of both chambers of congress and are therefore unlikely to occur 
absent a Democratic sweep.  And even a minimal majority in the Senate is probably not enough to enact the most 
progressive or conservative aspects of policy platforms as there are widespread views on these topics even within 
parties.   
 
Further, even if a meaningful policy change occurs – such as higher corporate taxes – it is unclear whether it would be 
enacted immediately or gradually and even whether the magnitude of the impact would be as bad as investors may fear.  
For example, if a democratic sweep occurs Biden has stated his intention to reverse one-half of the statutory tax rate cut 
for corporations, establish a minimum tax rate, and reduce the deduction for global intangible low-taxed income (aka 
GILTI).  As shown below, JPMorgan estimates these policy changes would reduce expected corporate profitability for 
2021 by $14 per share (red bars) or about 10% if enacted immediately.   
 
 

  
Source: JPMorgan, O’Brien Wealth Partners, as of 09/30/2020.   

 
But at the same time, Biden’s policy platform also suggests he would reduce trade tariffs and enact a large infrastructure 
spending package as part of a broad new fiscal stimulus package, which could result in a boost to earnings of around $10 
per share (green bars).  Put together, the Biden policy platform would probably still be a headwind for the stock market, 
but not nearly as large as the market fears. 
 
If a Democratic sweep does not occur, potential policy shifts become significantly more limited and could be a net boost 
to the markets (specifically if it means higher taxes are off the table).  At the other extreme, a Republican sweep could 
mean further reductions in taxes than have already occurred, which would likely also support asset prices.   
 
A key dynamic to focus on heading into the election is identifying what exactly the market has priced in as a base-case 
expectation.  Looking at hedging markets we can see the market is anticipating above-average volatility the day of the 
election, the week of the election, the month of the election and into 2021.  In other words, the market does not expect 
the results to be known until well after the election.   
 
Pulling all of this together, it is clear to us that uncertainty is not going to change anytime soon.  While the results of the 
election will have a short-term impact on markets – as well as create relative winners and losers – it is unclear whether it 
will be a net headwind or tailwind.   
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We are not short-term investors.  As such, we believe the economic backdrop will remain the key driver of longer-term 
return potential.  As long as that backdrop continues to improve and the Federal Reserve remains stimulative we see the 
potential for markets to continue to move higher over time.   

 
We hope you are all taking care and staying healthy. If you have questions, or would like to talk, please call us at 617-
547-6717.   
 
Your O’Brien Team 
 
 
 
Disclosures: 

1. Registration with the SEC should not be construed as an endorsement or an indicator of investment skill, acumen or experience. 
2. Investments in securities are not insured, protected or guaranteed and may result in loss of income and/or principal.  Diversification does 

not eliminate the risk of market loss and, long-term investment approach cannot guarantee a profit. 
3. This communication may include opinions and forward-looking statements.  All statements other than statements of historical fact are 

opinions and/or forward-looking statements (including words such as “believe,” “estimate,” “anticipate,” “may,” “will,” “should,” and 
“expect”).  Although we believe that the beliefs and expectations reflected in such forward-looking statements are reasonable, we can 
give no assurance that such beliefs and expectations will prove to be correct.  Various factors could cause actual results or performance 
to differ materially from those discussed in such forward-looking statements.  All expressions of opinion are subject to change.  You are 
cautioned not to place undue reliance on these forward-looking statements. Any dated information is published as of its date only. Dated 
and forward-looking statements speak only as of the date on which they are made.  

4. Investment process, strategies, philosophies, portfolio composition and allocations, security selection criteria and other parameters are 
current as of the date indicated and are subject to change without prior notice. 

5. In general, investment in foreign issuer securities entails additional risks such as limited transparency and accounting overview, varying 
frequency, availability and quality of financial information, limited enforcement opportunities by US regulators, and limited shareholder 
rights and/or remedies. 
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