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From COVID to a Contentious Election
• Party Platform to Portfolio Positioning

• As election season heats up, investors should consider the impact a 
change in regime may have on their portfolios

• Nearing the Earnings Season Finish Line
• As the pandemic’s effect on earnings becomes clearer, investors are 

beginning to visualize greener pastures ahead 

• Short-Term Stimulus – Fiscal; Long-Term Stimulus – Vaccine
• A refreshed effort at fiscal stimulus will help bide time until a vaccine/cure 

becomes widely available
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Party Platform to Portfolio Positioning

• Race for the White House Heats Up. The 2020 election season is kicking into high
gear, with speculation that presumptive Democratic nominee Joe Biden plans to
announce his selection for vice president this week. Predictions markets such as
PredictIt currently place ~60% odds that Biden emerges victorious in the election
and Democrats gain control of both chambers of Congress. As a result, investors
should consider the impact a change in regime may have on their portfolios.

• Reviewing Tax Proposals. The Tax Cuts and Jobs Act was a boon for equity investors,
reducing the effective corporate tax rate in the U.S. from 26.2% to 14.1%. However, a
few of the provisions in the law are scheduled to be phased out by 2027, which
would raise them to 17.5% if Congress were to do nothing. Biden is not running on a
platform of doing nothing – his tax plan would essentially return the effective tax rate
paid by corporations to its previous high. However, this occurrence is far from a
certainty – much would have to fall into place politically for such changes to occur.

• Small-Cap Quality Bias Reduces Biotech/Pharma Risks. Biotech/pharmaceuticals
face significant risks this election season due to scrutiny on drug pricing. The typical
benchmark in small-cap equities is the Russell 2000, which currently has a 12% weight
in biotech/pharma. In comparison, the S&P 600, which places a profitability screen
on its constituents and filters out non-earners (like many biotech stocks), currently
has a 3% weight in those industries. As a result, maintaining a quality bias in small-
caps can help investors hedge against the risk on punitive regulation in healthcare.

Chart of the Week:
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As election season heats up, investors should consider the 
impact a change in regime may have on their portfolios

Biden’s Plan Would Return Effective Tax Rates to Prior Highs



Short-Term Stimulus – Fiscal; Long-Term Stimulus – Vaccine

• The Vaccine Race Picks up Pace. There are currently six major candidates in the
race for a COVID-19 vaccine. To help speed up the development and testing
process, the U.S. government’s Operation Warp Speed has provided over $5B in
funding for Moderna, Pfizer, AstraZeneca and other organizations. The goal is to
have 300 million doses of a safe and effective vaccine by January 2021, which will
be particularly important for investors given how crucial a cure is to the return of a
more normal economic environment.

• Anticipating Fiscal Resolution. Debate among government officials regarding the
size and scope of a new economic recovery package continues this week. The
differences between the bill passed by the Democratically-controlled House (~$3T)
and the Senate GOP (~$1T) have proved difficult to reconcile. The clock is ticking,
as provisions for enhanced unemployment benefits lapsed last week. Cornerstone
Macro’s Andy Laperriere believes the two sides will meet somewhere in the middle
over the next few weeks, on a package around the $1.5T - $1.8T range.

• Encouraging Jobs Report. The labor market continues to climb its way out of the hole
created by COVID-19, with the unemployment rate in the U.S. dropping to 10.2% in
July. While this is a meaningful improvement from only a few months ago when the
unemployment rate at 14.7%, it still remains well-higher than the sub-4% pre-crisis
lows. This highlights the importance of ongoing fiscal stimulus, to help stabilize the
demand-side of the economy amid the ongoing pandemic.
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• In the Late Stages of Q2 Earnings Season. With 89% of companies reporting so far,
the blended year-over-year earnings growth estimate for the S&P 500, which
combines actual results with consensus estimates for companies that have yet to
report, currently sits at -33.7%. 83% of companies have beaten consensus earnings
expectations, which if it holds through the end of earnings seasons, would be the
best frequency of outperformance since 2008.

• Clear COVID-19 Winners & Losers. The S&P 500’s information technology, health care
and consumer staples sectors have been relatively well-insulated during the COVID-
19 pandemic, posting Q2 revenue gains of 5.0%, 3.6% and -0.4% Y/Y, respectively, as
demand for their products proved durable in a socially-distanced environment.
However, sectors with higher leverage to the business cycle fared relatively poorly,
with the energy, industrials and consumer discretionary sectors posting -54%, -24%
and -21% Y/Y revenue declines.

• Brighter Results on the Horizon? As it stands now, Q2 is likely to bear the brunt of the
earnings impact due to COVID-19 with a potentially brighter outlook for ensuing
quarters. For example, throughout the month on July, analysts marked their
expectations for Q3 earnings steadily higher for six of the eleven sectors, particularly
those that have struggled during the pandemic such as the energy and consumer
discretionary sectors.

As the pandemic’s effect on earnings becomes clearer, 
investors are beginning to visualize greener pastures ahead 

A refreshed effort at fiscal stimulus will help bide time until a 
vaccine/cure becomes widely available
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