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Election Stock Market Playbook

As Election Day approaches, we discuss potential stock market implications of various possible
outcomes. But before we get into that, we offer our regular public service announcement around
elections and investing. Political views are best expressed at the polls and not in portfolios.

Stocks have fared well under Democrats and Republicans, in unified and divided government, and in
polarizing political environments. Capitalism and corporate profits drive markets more than politics.
Narrow majorities in Congress take out extremes, helping to mitigate the risk that bad economic
policy substantially weakens the U.S. economy. Geopolitical threats are serious, no doubt, and can
disrupt the U.S. economy temporarily, but our economy and financial markets are incredibly resilient.

Policy Differences

Before getting into potential stock market implications of this week’s presidential election, we want to
again lay out some of the policy differences between candidates — some more market-moving than others.
The table below, which is taken from This Time Will Be Different, a recent whitepaper LPL Research
published along with our friends from the LPL Financial Government Relations team, provides helpful

context for the investment discussion that follows.

2024 Election: Summary of Key Policy Items

Continue CHIPS Act implementation, Ukraine
aid, Russian sanctions and Indo Pacific
Economic/Taiwan trade agreements.

Trade and
investment

Continue restricting flow of capital to China.
China Seek cooperation with China to reduce illicit
drug production and Al risks.

Strengthen border security through an
increase in personnel. Maintain current
citizenship requirements.

Immigration

Further regulation of air pollutants. Continue
building regulations around climate risk
management, Toxic Substances Control

Act evaluations.

Climate

Expand offshore wind program, oil & gas
leasing restrictions, and emissions standards
regulations. Continue with implementation
Inflation Reduction Act.

Energy

Source: LPL Research, LPL Financial Government Relations.

A more U.S. centered framework. Use of
tariffs to protect domestic manufacturers.
Potentially enact a universal tariff.

Further curtail investment flows to China.
Larger expansion of tariffs. Review all imports.
Reduce reliance on Chinese goods. Stronger
emphasis on protecting U.S. interests.

Restrict immigration, re-establish “Migrant
Protection Protocols” and resume building
wall on Mexican border. Potentially change
current citizenship requirements.

Rescind many energy regulations. Leave

Paris Climate Accord. Reverse bulk of Inflation
Reduction Act. Reduce carbon capture
utilization and storage funding. Repeal SEC
ESG regulations. Rework climate change and
efficiency standards for appliances.

Increase domestic drilling and speed up
pipeline approvals. Remove EV and clean
energy incentives. Increase size and scope of
drilling auctions. Reorganize DOE. Explore use
of liquefied natural gas exports as a potential
foreign policy trade tool.
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2024 Election: Summary of Key Policy Items (continued)

Tax

Fiscal policy

The Fed
and FOMC

Regulation
and
deregulation

Increase IRS funding and audit capacity.
Subsidize clean energy products. Enforce
certain import tariffs. Align corporate income
tax policy with OECD agreement. Expand
Child Tax Credit and Affordable Care Act

tax credits.

Preserve current Social Security and
Medicare benefit levels. Increase some
individual and corporate alternative
minimum tax rates. Close carried interest
“loophole.” Maintain current spending
levels on foreign aid, climate subsidies, and
immigration. Promote affordable housing.

More likely to reappoint Fed Chair Powell and
push for heavier regulation. Less active public
dialogue regarding Fed policy.

Continue current regulatory agenda use

with a focus on antitrust and merger scrutiny.
Direct regulators to finalize proposed rules.
Artificial intelligence regulation.

Source: LPL Research, LPL Financial Government Relations.

Keep Tax Cuts and Jobs Act (TCJA) and
permanently re-enact individual tax cuts.
Resolve small business pass-through
deductions. Withdraw from international tax
agreement and increase Sec. 232 and 301/201
tariffs. Enforce certain import tariffs.
Potential reforms for Social Security and
Medicare but led by Congress. Extend from
TCJA corporate income tax rate, bonus
depreciation, and immediate R&D expensing.
Withdraw from OECD global tax agreement
and implement countermeasures against
countries who adopt it. Reduce foreign aid
and climate subsidies.

Less likely to reappoint Fed Chair Powell in
2025. More active public dialogue regarding
Fed policy. Potential reform of FRB system.
In conjunction with Congress, bring some
regulatory agencies under presidential
authority. Require Congress to approve major
rule changes before they take effect. Reverse
Biden Administration regulations and limit
regulations overall.

In terms of market-moving policy differences between candidates, we would highlight these three areas:

#1: Trade/Tariffs

Former President Trump would likely be more aggressive with tariffs than Vice President Harris. Higher
tariffs directly impact costs, and therefore the bottom line, for the many U.S. companies that import
materials and finished products from China, Mexico, and elsewhere. Our best guess is that potential new or
higher tariffs would be targeted rather than universal, but we take Trump’s threats to raise tariffs on
Chinese imports seriously. Those “taxes” on imports could hit consumer goods, which the Trump
Administration essentially left untouched in 2017-2020, but industrial materials and products are likely to
absorb the bulk of additional tariffs.

Importantly, a president can take tariff actions without congressional approval, making them a very likely
lever for the White House to pull. While the occupant of the White House will determine how much that lever
is pulled, President Biden extended Trump’s tariffs, and even a Harris Administration could use them
selectively for leverage if U.S.-China tensions escalate, with a particular focus on national security.

Bottom line, more tariffs could hurt profit margins for importing companies (which is most of them) and be
a drag on sales for companies operating in markets outside the U.S., particularly in China, in the event of
retaliation. This risk is broad, as both industrial and consumer goods companies could be affected. Pay
close attention to how markets in China and Mexico react (so watch emerging markets carefully), as they
are likely to be initial targets. A Trump win would likely escalate trade tensions in Europe as well, which
could have an even broader impact. A Trump victory would likely be bullish for the dollar and yields, while a
Harris win could result in a weaker dollar and lower yields.
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Gauging the impact of tariffs and trade policy on corporate profits is difficult, and de-globalization of the
U.S. economy will continue under any election outcome. But at a high level, this risk supports LPL Research’s
preference for U.S.-focused equity and fixed income portfolios and justifies a more modest outlook for
equities and greater volatility in the near term.

#2: Expiration of the Tax Cuts and Jobs Act of 2017

While trade policy is perhaps the most impactful policy factor for markets in the near term, the implications
of this election on tax negotiations when the Tax Cuts and Jobs Act of 2017 expires at the end of 2025 are
perhaps the most interesting.

First, it’s worth pointing out that whatever the election outcome, any majorities in Congress will be narrow.
It’s not as simple as Trump extending all the tax cuts if he wins and Harris extending cuts for those with
incomes below $400,000 and adding child tax credits if she wins. Divided government and small majorities
would act as restraints on how much in tax cuts can be extended. There will be horse trading (though less in
a Republican sweep). And as we wrote about in last week’s Weekly Market Commentary, “What Scares Us
About the Economy and Markets”, the federal deficit will become a bigger problem for the next
administration, so there is a limit to how many more trillions can be added to the U.S. debt pile.

The most impactful element of this negotiation for stocks will likely be the corporate tax rate. In a
Republican sweep, we would expect the current 21% rate to hold, with additional tax cuts for domestic
production to perhaps lower the effective rate slightly from there. We don’t think we can afford the 15% that
Trump has proposed on the campaign trail.

In a Harris victory with a divided government (we do not expect the Democrats to hold the Senate), we
would expect the corporate rate to be raised, potentially to 25%. Corporate profits will take a small hit,
probably no more than a few percentage points. So, we could potentially get a $10-$15 per share reduction
in S&P 500 earnings in 2026 (LPL Research forecasts $260 in S&P 500 earnings per share in 2025 and will roll
out an estimate for 2026 next month). International tax policy can also move the needle, so that’s
something to watch as well.

What does this mean for investors? Well first, lower tax rates could help boost small caps and domestic-
oriented industries like healthcare services, real estate, and utilities. Higher tax rates (and lower tariffs)
could help multi-national, low-tax corporations that make up the industrials and technology sectors. And on
the individual side, higher tax rates on consumers at high-income levels would not likely have much impact
on consumer spending, but more subsidies for lower-income folks under Democratic leadership could help
consumer staples.

#3: Deregulation

Regulation is likely to be tougher under President Harris than President Trump 2.0, which is why the so-
called “Trump trade” often includes banks at the top of traders’ buy lists. We would agree that deregulation
is perhaps most meaningful for banks, but the Federal Reserve (Fed) already watered down bank capital
rules so the benefits may be more muted. Energy is another heavily regulated sector whose fortunes would
be very different under Harris vs. Trump (especially if you believe Harris may be more of a clean
energy/electric vehicles/climate advocate than Biden).

While Trump would likely be better for banks, translating policy to stock performance for the energy sector
is difficult. We may get more oil and gas production under Trump, but that could result in lower prices and
limit gains for energy stocks. And if production and liquid natural gas exports are limited by a Harris
administration, then that may lead to higher prices and help energy stock performance. Also consider
production is at record levels now under Biden-Harris. Bottom line, LPL Research recommends investors


https://www.lpl.com/research/weekly-market-commentary/what-scares-us-about-the-economy-and-markets.html
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underweight the energy sector on the expectation that oil and gas prices remain range bound. We would
temper expectations for energy outperformance in the event of a Trump win, and we would not have
confidence in incremental weakness due to a Harris presidency.

These and other potential election winners and losers are listed below

Winner of U.S. Presidential Election

Donald Trump Kamala Harris
Potential winners: Potential winners:
Banks & financials Medicaid-exposed insurers
Defense Materials/gold
Oil & gas Consumer staples
Small caps Renewable energy/EVs
U.S. steelmakers EM equities/bonds
TIPS TIPS
China Banks& financials
Mexico Oil & gas
Electric vehicles Small caps
Healthcare Healthcare
Renewable energy Medicare-Advantage exposed insurers

Long-term Treasuries

Source: LPL Research, Evercore ISI, 07/30/2024
Disclosure: Forecasts may not materialize as predicted and are subject to change.

How Might the Broad Market React to Election?

The history of stock market performance around elections suggests investors shouldn’t expect much from
stocks over the next month. The “S&P 500 Performance After Election Day” table highlights how the S&P
500 performed after elections historically across various time frames (one week after, one month after,
three months after, and six months after).

On average, the index has traded down marginally in the month after the election and only finished higher
about half the time. Given the lack of volatility around policy implications from the election this time, and
the strong year-to-date gains, we would put the odds of some weakness over the next few weeks as
higher. Three and six months out, the story is a bit better, with gains coming about two-thirds of the time
with average gains of about 2% per quarter.

Looking out longer term, the index has generated an average gain of 6.5% one year after elections, though
with gains only slightly more likely than losses. Given high stock valuations, the potential for the economy
to slow (but land softly), and the possibility of tax increases in 2026, we think double-digit returns in 2025
might be difficult to achieve.
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Stocks Tend to Struggle Some Shortly After Election Day Before Moving Modestly Higher
Several Months Later

S&P 500 Performance After Election Day (1928-2020)
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Source: LPL Research, Bloomberg 10/31/24
Disclosures: Indexes are unmanaged and cannot be invested in directly. Past performance is no guarantee of future results. The modern design of the S&P 500
stock index was first launched in 1957. Performance back to 1950 incorporates the performance of the predecessor index, the S&P 90.

Sell in May Is Behind Us

If volatility does pick up and stocks decline, seasonal trends (and of course, the fact we are in a strong bull
market) suggest investors may want to consider buying the dip. The S&P 500 has wrapped up the widely
discussed “Sell in May” period with an impressive 13.3% gain. For context, this six-month stretch spanning
from May through October has been the weakest for the index, generating an average gain of only 1.7%
since 1950.

History implies upside momentum could continue as stocks entered their best six-month stretch on Friday,
November 1. From November through April, the S&P 500 has historically generated an average gain of 7.2%.
Even during post-election years, returns have been above average at 5.3%. Furthermore, the S&P 500 has
finished higher during this time frame 77% of the time, marking the highest positivity rate across all other
six-month periods. These seasonal patterns don’t always hold, but in a bull market underpinned by a
steadily growing economy, falling inflation, a Fed easing cycle, and solid earnings growth, the odds that
stocks are higher over the next six months are probably higher than that 77%.
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Seasonal Tailwinds Have Arrived
@ Average Six-Month S&P 500 Price Return (1950-YTD, %)

Aug-Janl— 4.65
Sep-Fel | — . 30
Oct-Mar 6.75
Nov-Apr 7.5
Dec-May 5.56
Jan-Jun 4.29
Feb-Jul— 4.37
Mar-Aug I 4. 44
Apr-Sep 275
May-Oct— 1.66
Jun-Nov I 3. 36
Jul-Dec I 482

0.00 1.00 2.00 3.00 4.00 5.00 6.00 7.00 8.00

Source: LPL Research, Bloomberg 10/31/24
Disclosures: Indexes are unmanaged and cannot be invested in directly. Past performance is no guarantee of future results. The modern design of the S&P 500
stock index was first launched in 1957. Performance back to 1950 incorporates the performance of the predecessor index, the S&P 90.

Conclusion

Election Day is here. Expect more volatility, particularly if the wait for a result is a long one or if the
transition of power is not peaceful. Political divisiveness presents a risk to investor sentiment, though having
gone through the “hanging chads” of the Bush vs. Gore election in 2000, legal challenges, recounts, and the
January 6 experience, perhaps markets are battle-tested for election chaos. We can also take some comfort
in history’s lesson that stocks tend to move higher in the months after elections regardless of the outcome.
Most stock price movements over time are driven by earnings, inflation, and interest rates. Policy does
matter, particularly tax and trade policy, but not as much as some might think.

In terms of how investors should position portfolios, we would sit tight, wait for results, and then after the
fact consider some shifts within politically sensitive segments of the market such as banks, energy, small
caps, emerging markets, and bonds. Longer term, we expect the bull market to continue through 2025, but
deficits and potential tax increases may contribute to more market volatility as the year progresses.

Asset Allocation Insights

Election uncertainty raises the possibility of a market sell-off in the short term, especially after the best
start to an election year for stocks since the 1930s (thanks to Bespoke Investment Group for that interesting
nugget). Despite policy uncertainty and rich stock valuations, this bull market continues to enjoy solid
momentum. Economic growth, moderating inflation, and growing corporate profits continue to provide
support. So, while political developments could drive short-term weakness, consider the best seasonal
period of the year is here. And, as in all elections throughout our country’s history, a transition of power will
occur and democracy, which can appear fragile at times, will survive regardless of how the votes come in.

LPL’s Strategic and Tactical Asset Allocation Committee (STAAC) continues to recommend investors stay
fully invested at their targets for both equities and fixed income from a tactical asset allocation perspective
— with potentially a small alternative investments position, funded from cash, to help mitigate potential
volatility for appropriate investors. The Committee maintains a slight preference for growth over value,
recommends keeping allocations across market caps generally in line with benchmarks, favors U.S. equities
over their international and emerging markets counterparts and recommends an up-in-quality approach to
fixed income.
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Important Disclosures

This material is for general information only and is not intended to provide specific advice or
recommendations for any individual. There is no assurance that the views or strategies discussed are
suitable for all investors or will yield positive outcomes. Investing involves risks including possible loss of
principal. Any economic forecasts set forth may not develop as predicted and are subject to change.

References to markets, asset classes, and sectors are generally regarding the corresponding market index.
Indexes are unmanaged statistical composites and cannot be invested into directly. Index performance is
not indicative of the performance of any investment and do not reflect fees, expenses, or sales charges. All
performance referenced is historical and is no guarantee of future results.

Any company names noted herein are for educational purposes only and not an indication of trading intent
or a solicitation of their products or services. LPL Financial doesn’t provide research on individual equities.

All information is believed to be from reliable sources; however, LPL Financial makes no representation as to
its completeness or accuracy.

All investing involves risk, including possible loss of principal.

US Treasuries may be considered “safe haven” investments but do carry some degree of risk including
interest rate, credit, and market risk. Bonds are subject to market and interest rate risk if sold prior to
maturity. Bond values will decline as interest rates rise and bonds are subject to availability and change in
price.

2

The Standard & Poor’s 500 Index (S&P500) is a capitalization-weighted index of 500 stocks designe'd to
measure performance of the broad domestic economy through changes in the aggregate market value of
500 stocks representing all major industries.

The PE ratio (price-to-earnings ratio) is a measure of the price paid for a share relative to the annual net
income or profit earned by the firm per share. It is a financial ratio used for valuation: a higher PE ratio
means that investors are paying more for each unit of net income, so the stock is more expensive compared
to one with lower PE ratio.

Earnings per share (EPS) is the portion of a company’s profit allocated to each outstanding share of
common stock. EPS serves as an indicator of a company’s profitability. Earnings per share is generally
considered to be the single most important variable in determining a share’s price. It is also a major
component used to calculate the price-to-earnings valuation ratio.

All index data from Bloomberg.

This research material has been prepared by LPL Financial LLC.

Securities and advisory services offered through LPL Financial (LPL), a registered investment advisor and broker-dealer (member FINRA/SIPC).
Insurance products are offered through LPL or its licensed affiliates. To the extent you are receiving investment advice from a separately registered
independent investment advisor that is not an LPL affiliate, please note LPL makes no representation with respect to such entity.

Not Insured by FDIC/NCUA or Any £ i Not Bank/Credit Union Deposits
Not Bank/Credit Union Guaranteed o May Lose Value
Other Government Agency or Obligations

For public use.

Member FINRA/SIPC. I . L l
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