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Legendary Fidelity portfoho manager Peter Lynch famously said that “if you spend more
than 13 minutes analyzmg economic and market forecasts,
you’ve wasted 10 minutes.”

We have always taken exception to that statement.
However, if you were to replace the phrase “economic
and market forecasts” with the words “politics and
elections”, we would most enthusiastically endorse Mr.
Lynch’s perspective.

That enthusiasm is supported by the lessons from history,
which suggest that investment markets largely tend to be

: politically indifferent, and that attempts to make tactical
changes to one’s portfoho in response to the latest poll results or some comment by a
candidate on social media is normally a recipe for frustration and underperformance. It is
not that politics are entirely irrelevant, it is just that other factors, such as inflation, economic
growth rates, monetary policy by the Federal Reserve and corporate profits (as examples)
have historically proven to be much more impactful.

If there is a direct relationship between politics and the markets, history suggests it is that
investors are happiest when the president is generally unpopular and government is so
dysfunctional that it cannot accomplish anything (i.e., potentially make things worse).

The current powerful bull market in Markets performed best when presidents weren’t so popular
equities helps to Validate that perspective, S&P 500 Index return by presidential approval rating (1961 - Jan. 2024)

as it is hard to imagine a much more
dysfunctional political environment than

the present, while Trump and Biden have o2
tied each other as the least popular = - -
Presidents since at least 1960, with average -

job approval ratings of only 41%. '
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Ironically, relatively unpopular presidential
administrations have generally been

-15%
201035 351050 Qver 50

associated with higher equity market sosraiming
returns. AS 18 ﬂluStrated n the above Chart Sources: Bloomberg, L.P. and Gallup, 1/31/24. The presidential approval ratings were introduced to gauge public
of Gallup approval ratings, the Standard A R

results.

and Poors 500 Index has historically
produced its best returns when the sitting pres1dent has approval ratings of between 35%
and 50%. Our premise is that it means that the markets dont want things to be so bad that
the economy is in recession and the country is in disarray (likely reflected in approval ratings
below 35), but also don’t want a popular president with approval ratings above 50% who has
the political capital to get things done (i.e., potentially make things worse). Importantly,
investors generally hate uncertainty, and political change adds to uncertainty:.
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If you buy our premise that markets celebrate ineffective and dysfunctional government,

then you should not be in the least bit surprised to learn that the stock market has actually

performed much better under divided government than under single-party government,
Partisan Control, Avg. Annual S&P Performance (1933-2023) where the same party controls

7% the White House and both
an branches of Congress.

Indeed, if you look at the data
= going all of the way back to
1933, the best equity returns
I have occurred with Democrats
in control of the White House
- I and Senate and Republicans in
] - control of the House. The

second-best returns have
P ks s e et it occurred with Republicans in

control of the White House
and Senate and Democrats in charge of the House, while the third best average returns have
occurred with a Democratic president and Republicans in charge of both houses of
Congress.

16%

According to Schroders, “since the 1948 presidential election, US. equities have posted an
average total return of 14.3% when a president has had to deal with a divided Congtress,
compared with a more modest increase of 13.0% with a unified government. Democratic
presidents have posted gains of 18.8% with a divided Congress, versus 12.0% for their
Republican counterparts.”

Another arguably counterintuitive lesson from history is that, when you remove the
congressional make-up from the picture, the equity markets have surprisingly performed
notably better under Democratic presidencies than Republican ones.

According to data from Morningstar, $10,000 invested in the Ibbotson U.S. Large Stock
Index from January 2™ of 1961 through the end of 2023, but only invested during
Republican presidencies

would have grown to Stay invested
$102,293, while the same Growth of $10,000 (1961-2023)
sum invested only during $6,000,000 e
Democratic presidencies $5,000,000 it
would have grown to over $4,000,000
four times that amount or $3,000,000
$500,476. $2,000,000

i $102,203 %
HOWCVCf, as is pointed out ¥ Investing only under Investing only under Staying
in that same report, to a Republican a Democrat invested

draw the conclusion that
one should overweight
stocks during Democratic
administrations and underweight stocks during Republican administrations would miss the
point entirely, as the $10,000 would have grown to a stunning $5,119,520, if it had remained
fully invested through both Republican and Democratic administrations.

Source: Schwab Center for Financial Research with data provided by Morningstar, Inc.
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The lesson from history is that investors should largely ignore the political environment and
stay invested (or at least not modify a portfolio allocation for purely political reasons).

That is not to suggest that there are no idiosyncratic relationships between the political cycle
and markets. For example, we previously noted that investors tend to hate uncertainty, and

Investors have tended to be more cautious leading up to elections . . .
Average net fund flows by year of presidential term (1992-2023) there 1s httle doubt that CICCUOH

52508 years introduce a whole new level
Money market

funds Sty funds of uncertainty into the investing

$195 $202

200 environment, which helps to

explain why investors have

150 historically poured money into the

Money market

funds safety of money market funds
458 during election years, while greatly

“ g v reducing new investment into the
! equity markets.
G —1 | —— @20 0 90 |
Presidential election year Year after an election

However, once election-year
uncertainty is replaced by post-
election clarity, investors have historically reversed course and shifted their investment flows
from the safety of money market funds to the greater upside potential of stocks.

Sources: Capital Group, Morningstar. Values based on USD. Funds include mutual funds and ETFs. Equity funds indlude funds within Morningstar's International Equity and U.S. Equity
categories. Money market funds include funds within Morningstar's Money Market category. As of December 31, 2023

There is also a prevalent fallacy about the Federal Reserve during election years that we
would like to address, as it could be of great importance this election year, when the Federal
Reserve has made very clear their : ) .
expectations that they will start Monetary policy changes in an election year

lowering rates sometime in 2024. Net change in federal funds rate, %
g g

The Federal Reserve operates as an 200 F————
independent agency of the Federal B Democrat elected
Government, and this independence
is broadly accepted as being
requisite for them to be able to
effectively do their job.

This independence is granted to
them by Congress. As such, the Fed
has a long history of going to great
lengths to avoid even the slightest
suggestion of partisanship, which
has led to a broadly held perception
that the Federal Reserve will avoid making changes to monetary policy as we approach the
elections, so to avoid any perception that they are trying to influence the outcome.

-4.00%

5%
1980 1984 1988 1992 1996 2000 2004 2008 2012 2016 2020

Source: Bloomberg, Federal Reserve, J.P. Morgan Asset Management. Data are as of March 1, 2024.

While this perception certainly makes sense, it is not borne out by history. As is shown in
the above chart of monetary policy changes during election years, the Fed has sometimes
been very active during election years, including two years (1980 and 2008) when they
changed rates almost 80% as much as they did during the 2022-2023 period, which was the
most aggressive rate hiking cycle in 40 years. The point being that Fed policy is likely to be
driven by inflation, unemployment and economic growth rates, and not by the election
calendar.
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Having two former presidents running against each other is novel, to say the least, and it
does provide a unique opportunity to
compare the economy and markets
during their respective terms. In this
instance, this comparison is greatly
complicated by the COVID pandemic,
Trump Presidency, years 1-3 siden presicency,years1a Which caused a forced shut-down of the
- il economy and massive fiscal and
monetary policy stimulus that was far
more impactful than any other policies
coming out of either White House.

Real GDP Growth

s cnaBim ol ars ssesccdiivadimmsd Nonetheless, Barrons Magazine made

Souroe: Bureau of Economic Analysis an interesting attempt at lessening the

influence of the pandemic by removing
the February 2020 through December 2020 period from their calculations.
Pay and work

Doing so revealed that “real GDP, / Teump / Biden
adjusted for inflation, averaged 2.6% Real wages, change from a year earlier Jobs created, cumulative
during Trump’ first three years in office”. = =
In contrast, “from Biden’s inauguration in
January 2021 through the end of last year,
real GDP grew by an average of about = =

/ /

~
]

3.4% ayear” Job creation was also much
stronger under Biden. ?

° L
That said, equity market returns were / VV\/
much stronger under Trump. According , .
to that same Barron’s article, “from 16 11 16 21 26 31 36 1 6 1 16 21 26 31 36
Trump’ inauguration in January 2017 Months into term Months into term
through the end of 2019, the S&P 500 U —

rose by 42.2%...[while]... Biden oversaw a
jump of 23.8% in the S&P 500 from his inauguration through the end of 2023.”

Inflation was much higher during the
Year-over-year percent change in the Consumer Price Index Blden Premdency’ but th?t was due .

primarily to the pandemic, the war in
Ukraine, and the Fed being slow in its
response to the surge in prices. Even so,
it has had an indelible impact on the
perception of Biden’s presidency and
may be what ultimately cost him
reelection.

Inflation

Trump Presidency,
years 1-3

Biden Presidency,
years 1-3

wvmmom e m s 22 I regard to the national debt, while
both administrations were prolific
spenders, Trump was by far the biggest
offender. According to Barron’, “Biden added $3.8 trillion to the national bill [while]
Trump added $8.4 trillion to the debt... [Further, Trump’s] 2017 tax cuts are expected to add
[an additional] $2.2 trillion in debt over a 10-year period.” *

Source: Bureau of Labor Statistics
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Importantly, this is an election that could push the bounds of historic precedent as, until
fairly recently, Democrats were generally just left of center and most Republicans were just
right of center. However, a combination of redistricting, gerrymandering, and the
remarkable power of social media to add credibility to falsehoods and half truths has
changed that dynamic in its entirety and, as a result, the more extreme elements of both
parties are progressively driving their respective party agendas further and further away from
the generally more centrist preferences and beliefs of the average American.

Similarly, the two presidential candidates have geometrically opposed platforms that are at
least partially designed to appeal to these more extreme elements. As this presidential
contest is anything but a choice between left-of-center and right-of-center, historic precedent
Figure 2. Polarization in Congress could be less relevant than usual,
—— POLARIZATIONINTHESENATE e POLARIZATION IN THE HOUSE and the outcome and consequences
of this presidential cycle may be
anything but normal or predictable.

President Biden’s proposed $7.3
o trillion 2025 budget is full of new
services and tax breaks for
households earning less than
$400,000, all paid for by new taxes
on corporations and the wealthy. It
includes a minimum tax on
S e e e e oy e s lzmnsey ™ billionaires, that features a very
DS RSN T8 or e/ S RS Tas S0 orcesezOReperts/MansbrdgeTE-Frelorft problematic 25% tax on unrealized
capital gains. For those making more than $1 million, all capital gains would be taxed at the
much higher income tax rates (39.6% versus 20%) and wealthy taxpayers would also pay
higher social security taxes.

Average difference on party conflict scale

0.2

1878 1894 1910 1926 1942 1958 1974 1990 2006

The top corporate tax rate would jump from 21% to 28%, companies valued at $1 billion or
more would pay a minimum tax rate of 21% and the tax that companies pay to do stock
buybacks would quadruple. > Biden’s budget also calls for increasing the taxes that U.S.
companies owe on foreign earnings to 21%, doubling the 10.5% rate in Trump’s tax law. °

It would also eliminate the stepped-up cost basis on asset values when someone dies and
would eliminate the 1031 exchange provision that allows for tax-free, like-kind exchanges
between real estate properties. Biden’s proposal provides monthly tax credits to offset high
mortgage rates and additional subsidies for childcare, while using the government’s
negotiating power to lower the cost of prescription drugs.

Of course, as is the case with recent Republican proposals, just because the above changes
are being proposed does not necessarily mean that they would pass through Congress.

A Biden reelection would also likely signal the expiration (sunsetting) of many of the
provisions of Trump’s Tax Cuts and Jobs Act (TCJA) of 2017, which “lowered individual
tax rates by restructuring the tax brackets, almost doubled the standard deduction from
$13,000 to $24,000, decoupled the income threshold for capital gains taxes from ordinary
income tax brackets to benefit higher-income taxpayers and effectively doubled the lifetime
gift and estate tax exemption (from $5.6 million to $11.2 million)”.’
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In sharp contrast, former President Trump has promised the “biggest tax cuts” ever * and
the proposed Republican budget makes the provisions of the 2017 Tax Cuts and Jobs Act
permanent, while indexing capital gains, and repealing the estate tax outright. * While great
for wealthy taxpayers, such a lack of fiscal discipline would likely further exacerbate the
deficit at a time when Fed Chairman Powell has already proclaimed that “the US. is on an
unsustainable fiscal path”. '

U.S. government debt is projected to soar in the years ahead In addition, Trump has already
US.federal debt as 2 % of GOP stated that he would be
- replacing Fed Chairman Powell
at the end of Powell’s term, and
all indications are that Trump
would sacrifice the Fed’s

160

140

Congressional Budget

% Office projections, independence by replacing him

2023-2053 .
with someone who would take

directions from the White
House.

0
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When you throw in Trump’s promise to impose “a baseline 10% tariff on all U.S. imports
and a levy of 60% or higher on imported Chinese products”, " it introduces a new risk that
the resulting surge in inflation could reverse much of the Fed’s recent progress, and even

force them into making additional rate increases.

As was just noted by research firm Capital Economics, “his tariff proposals would probably
trigger a rebound in inflation which could persuade the FOMC [i.e., the Fed’s Federal Open
Market Committee| to raise interest rates. So, while the source of the inflation impulse would
be different (tariffs rather than concerns over expansionary fiscal policy), we think that a win
for Trump would once again push up Treasury yields...Such an increase in ‘risk-free’
discount rates would weigh on equity valuations, all else equal. What’s more, we think the
proposed tariffs could subtract up to 1.5% from US GDP, weighing on corporate earnings
expectations.” 2

J.P. Morgan chief market strategist Marko Kolanovic recently offered a similarly cautious
view of the upcoming elections: “Our view is that there is likely no market upside related to
November’s election; the outcome is either status quo (incumbent party stays in power), or
increased uncertainty related to global trade and geopolitical or domestic tensions.” '?

While neither of the presumed candidates for president is particularly compelling when
viewed purely from the perspective of an investor, we take some comfort from our overall
premise that the political environment, at least from a historical perspective, has been much
less impactful on the performance of the capital markets than many other factors.

In addition, we think that the odds are high that the election will once again produce an
outcome of divided government, a president with low approval ratings, and that political
dysfunction is likely a foregone conclusion. In the current environment of resilient
economic growth, generally declining inflation, and improving corporate profits, political
inefficacy might be all that stocks need to sustain the current uptrend into the new year. In
general, we think that portfolio values should continue their post-COVID recovery for as
long as political dysfunction persists and keeps whoever we elect in November from
working together and potentially “making things worse”.
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Disclosures

Advisory services offered through Per Stirling Capital Management, LLC. Securities offered through B. B.
Graham & Co., Inc., member FINRA /SIPC. Per Stitling Capital Management, LLC, DBA Per Stirling Private
Wealth and B. B. Graham & Co., Inc., are separate and otherwise unrelated companies.

This material represents an assessment of the market and economic environment at a specific pointin time and
is notintended to be a forecast of future events, or a guarantee of future results. Forward -looking statements
are subject to certain risks and uncertainties. Actual results, performance, or achievements may differ materially
from those expressed or implied. Information is based on data gathered from what we believe are reliable
sources. It is not guaranteed as to accuracy, does not purport to be complete and is not intended to be used as
a primary basis for investment decisions. It should also not be construed as advice meeting the particular
investment needs of any investor.

Nothing contained hereinis to be considered a solicitation, research material, an investment recommendation
or advice of any kind. The information contained herein may contain information that is subject to change
without notice. Any investments or strategies referenced herein do not take into account the investment
objectives, financial situation or particular needs of any specific person. Product suitability must be
independently determined for each individual investor.

This document may contain forward-looking statements based on Per Stirling Capital Management, LLC’s
(hereafter PSCM) expectations and projections about the methods by which it expects to invest. Those

> 2 <«

statements are sometimes indicated by words such as “expects,” “believes,” “will” and similar expressions. In
addition, any statements that refer to expectations, projections or characterizations of future events or
circumstances, including any underlying assumptions, are forward-looking statements. Such statements are not
guarantying future performance and are subject to certain risks, uncertainties and assumptions that are difficult
to predict. Therefore, actual returns could differ materially and adversely from those expressed or implied in
any forward-looking statements as a result of various factors. The views and opinions expressed in this article
are those of the authors and do not necessarily reflect the views of PSCM’s Investment Advisor

Representatives.

Neither asset allocation nor diversification guarantee a profit or protect against a loss in a declining market.
They are methods that can be used to help manage investment risk.

Past performance is no guarantee of future results. The investment return and principal value of an investment
will fluctuate so that an investor's shares, when redeemed, may be worth more or less than their original cost.
Current performance may be lower or higher than the performance quoted.

Definitions

The Standard & Poot's 500 (S&P 500) is a market-capitalization-weighted index of the 500 largest publicly-
traded companies in the U.S with each stock's weight in the index propottionate to its market. It is not an exact
list of the top 500 U.S. companies by market capitalization because there are other criteria to be included in the
index.

Real gross domestic product (GDP) is a comprehensive measure of U.S. economic activity. GDP measures the
value of the final goods and services produced in the United States (without double counting the intermediate
goods and services used up to produce them). Changes in GDP are the most popular indicator of the nation's
overall economic health.

The Consumer Price Index (CPI), which is produced by the Bureau of Labor Statistics, is a measure of the
average change over time in the prices paid by urban consumers for a market basket of consumer goods and
services. Indexes are available for the U.S. and various geographic areas. Average price data for select utility,
automotive fuel, and food items are also available.
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