Most of us can agree that 2020 has been a year unlike any that we have ever experienced. From the
pandemic to the shutdowns to the civil unrest to the political division, almost everyone is ready to
celebrate Christmas or Hanukkah and call it a year.
As it relates to the economy and stock market, we have witnessed (in order) the lowest
unemployment rate in more than 50 years, the end of the longest economic expansion and bull
market on record, the shortest bear market ever, the highest unemployment rate since the Great
Depression, the largest quarterly contraction, the fastest bull market recovery, and the greatest
quarterly expansion in modern history (see chart above).
While we can’t predict the future, we can analyze the past. Since 1942, the market has advanced in
62 of the 78 years (inclusive of dividends). The average up year has been +19.3% while the average
down year has been -12.3%. In other words, the market has increased four out of five years with
average annual returns during the positive years much higher than the average annual returns during
negative years. Put it all together and the compound average annual return has been +9.2%.
Based on the above, long-term investors should never fear down days, down weeks, down months,
or even down years. First of all, they come with the territory. Secondly, there have only been two
periods with back-to-back declines since 1942: in 1973 and 1974 and 2000, 2001, and 2002. In both
cases, the S&P 500 bounced back with resounding results (+37.0% in 1975 and +28.4% in 2003).
Some investors are nervous about the pending election and its impact on future returns, especially if
their party is not victorious. Although the polls favor Biden, the stock market results point to a Trump
victory in two weeks. Going back to 1928, stocks have predicted the election results 20 out of 23
times with the incumbent party winning 12 out of 14 times when the market has produced positive
returns during the three months prior to the election (see below). From August 3 to October 20, the
S&P 500 has advanced 4.5%. If the market holds up over the next nine trading days, this indicator
would suggest that Trump is much more likely to win than not.
No matter who wins, it is important to recognize that the market has performed well under
Democratic and Republican administrations. It has also achieved strong returns under Democratic,
Republican, and split Congresses. Politics alone do not make markets. Economic growth, corporate
profits, inflation, interest rates, and tax rates play large roles in affecting the financial markets.
Exogenous events can also be influential. Republicans who let their differences with Obama keep
them out of the market and Democrats who did the same with Trump missed out on huge gains. We
would advise not making the same mistake again.
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