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The U.S. election season is in full swing, and the implications for economic growth prospects and market returns
are more elusive and more profound than any market moves in the early days of November may imply.

Economic and social policies can improve or undermine our economy and society, and their effects cumulate over
many years. This explains why we observe little direct correlation between a presidency and contemporaneous
economic or market performance.

Many of the forces that will likely impact market performance next year and beyond are already in play.
How Did Prior Elections Affect Market Direction and Returns?

It is difficult to attribute any part of lasting market trends to either politics or the policies of a particular
administration. Public equities—as measured by S&P 500 Index—returned 12.4% annualized under Barack
Obama’s administration and 13.9% under Donald Trump’s administration.

Meanwhile, S&P 500 Index sector leadership was comparable between the Obama and Trump administrations.
Under both presidents, the top-performing sectors were consumer discretionary, technology, and healthcare; the
worst-performing sectors were financials and energy.

Many expected the industrials sector to thrive under Trump, with his promises to “make America great again,” to
bring manufacturing jobs home, and to impose tariffs on foreign competition. Yet, the industrials sector finished in
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sixth place, just as under Obama.

Energy returns during the Obama years were barely positive. In the Trump years, energy was the only sector to
deliver negative returns. This is an unexpected outcome under a Republican administration, especially one that
aggressively reduced the regulatory burdens for energy extractors.

Indeed, we can see little, if any, direct impact of elections on market returns and economic growth when we
broaden the time frame to most of the 20th century. Presidential records over the past 100-plus years suggest that
gross domestic product (GDP) growth, corporate profits, and S&P 500 Index returns can thrive or languish under
either party.
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Impact of Elections on Economy and Markets

5&P 500 Index Total Real Average Annual Return Real Corporate Profit Growth

200%  [EITUNNEEE s
16.7% 17.7%
16.1% 9.2%
cliton % [EEEESTEL 8.8%
13.9% 7.3%
Obama % EEEREL 6.6%
10.7% 4.4%
9.4% 4.2%
[FRoosevelt 9 | 8.8% 2.3%
T e 8.2% 2.1%
R 4% 1.9%
Johnson g | 6.7% L1%
4.0% 0.1%
¥ | 2.1% 0.0%

ELwison % ST

~4.5% -2.3%

-5.5% ~9.5%

~1.6% -17.4%

-19.2% -21.3%
so% [N 10.1%
Harding 6.3% Wilson ey 8.1%
Johnson » 43% 6.2%
& 2.4% 6.2%

26 I -ﬁ 5.2%
25% 41%
25% 41%
20% 29%
TN ohson % YT
15% 2.6%
14% 2%
Obama % RO T rooseeit & 20%
0% [ 7%
01% 15%
05% 15%
Truman < 0.3% 11%
Wikon % Y 02%
-4.0% -23%
PPN oo & T

Sources: Morgan Housel, Robert Shiller.

Even claims of fiscal conservatism or profligacy do not stand up to scrutiny. A review of the U.S. national budget
position over the past 70 years suggests that every Republican administration either maintained or worsened the
U.S. fiscal position.
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U.S. Surplus or Deficit as a Percentage of GDP
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sources: Office of Management and Budget and U.5. Department of Treasury. 2020 deficit is current estimate.

Why, Then, Do Elections Really Matter?

The effects of policies accumulate over many years, much longer than a presidential term or even two.

Consider a proposal to improve access and quality of early education. Its impacts won’t be felt for at least two

decades. We will be able to assess its influence on economic growth only when the first affected cohort of five-year-
old children reaches their mid-20s and enters the workforce.

More generally, policies take a while to design and implement. Only then do they change economic conditions on

the ground. Companies respond to these changes; new entrants emerge; some incumbents embark on new
strategies. Eventually, a change in course shows up in equity market returns.
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Some policies, such as tax reductions, produce more direct effects in a relatively short order. That is one reason
they are a favorite among politicians of all stripes. Unfortunately, short-term policies do not often cumulate to
sustainable economic growth.

Economic and social policies, then, should be assessed based on how well they are likely to address current
challenges and whether they improve or undermine the sustainability of our economy and way of life.

Returning to Markets, Can We Identify Drivers of 2021 Returns Before the U.S. Election?

Many drivers of market returns in 2021 and beyond are already in play, irrespective of the next White House
occupant. We believe investors should consider the following.

First, we could see yield-curve steepening driven by economic recovery and significant new bond issuance. Even if
the 10-year U.S. Treasury yield doubles from current levels, it will remain below its early 2020 levels.

Second, technological advances suggest that a dramatic shift away from internal combustion engines toward
electric vehicles may be only a handful of years away. This new-economy growth is likely to increase the demand
for some of the commodities used in production of electric vehicle and other batteries, most notably high-grade
nickel.

Then there is the regulatory agenda.

Corporate taxes have long become a pan-national issue, and the Organisation for Economic Co-operation and
Development (OECD) tabled a set of proposals for the Group of Twenty (G20) to consider earlier this year.

Big-tech regulation is being driven by a bipartisan effort in the House Judiciary Committee Antitrust Report, and
Facebook CEO Mark Zuckerberg is endorsing Section 230 changes.

Lastly, there is China: even if it achieves less than 50% of its next five-year plan, China’s rise will have been
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meteoric.

How the next U.S. administration manages these developments will have profound consequences for our
economy and society for decades to come.

Olga Bitel, partner, is a global strategist on William Blair’s Global Equity team.

Index performance is provided for illustrative purposes only. Indices are unmanaged and do not incur fees or
expenses. A direct investment in an unmanaged index is not possible. Past performance is not indicative of future
returns.

The S&P 500 Index is a market capitalization-weighted index designed to measure large capitalization U.S. equity
market performance.
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Disclosure:

This content is for informational and educational purposes only and not intended as investment advice or a
recommendation to buy or sell any security. Investment advice and recommendations can be provided only after
careful consideration of an investor’s objectives, guidelines, and restrictions.

Information and opinions expressed are those of the authors and may not reflect the opinions of other investment
teams within William Blair Investment Management, LLC, or affiliates. Factual information has been taken from
sources we believe to be reliable, but its accuracy, completeness or interpretation cannot be guaranteed.
Information is current as of the date appearing in this material only and subject to change without notice.
Statements concerning financial market trends are based on current market conditions, which will fluctuate. This
material may include estimates, outlooks, projections, and other forward-looking statements. Due to a variety of
factors, actual events may differ significantly from those presented.

Investing involves risks, including the possible loss of principal. Equity securities may decline in value due to both
real and perceived general market, economic, and industry conditions. The securities of smaller companies may
be more volatile and less liquid than securities of larger companies. Investing in foreign denominated and/or
domiciled securities may involve heightened risk due to currency fluctuations, and economic and political risks.
These risks may be enhanced in emerging markets. Different investment styles may shift in and out of favor
depending on market conditions. Individual securities may not perform as expected or a strategy used by the
Adviser may fail to produce its intended result.

Investing in the bond market is subject to certain risks including market, interest rate, issuer, credit, and inflation
risk. Rising interest rates generally cause bond prices to fall. High-yield, lower-rated, securities involve greater risk
than higher-rated securities. Sovereign debt securities are subject to the risk that an entity may delay or refuse to
pay interest or principal on its sovereign debt because of cash flow problems, insufficient foreign reserves, or
political or other considerations. Derivatives may involve certain risks such as counterparty, liquidity, interest rate,
market, credit, management, and the risk that a position could not be closed when most advantageous. Currency
transactions are affected by fluctuations in exchange rates; currency exchange rates may fluctuate significantly
over short periods of time. Diversification does not ensure against loss.

There can be no assurance that investment objectives will be met. Any investment or strategy mentioned herein
may not be appropriate for every investor. References to specific companies are for illustrative purposes only and
should not be construed as investment advice or a recommendation to buy or sell any security. Past performance
is not indicative of future returns.

Copyright © 2020 William Blair & Company, L.L.C. "William Blair” is a registered trademark of William Blair &
Company, L.L.C. No part of this material may be reproduced in any form, or referred to in any other publication,
without express written consent.





