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THE 2020 ELECTION AND THE ECONOMY 

 
 
 

by Robert F. DeLucia, CFA 

Consulting Economist 

 

Summary and Major Conclusions: 

 
▪ There are major philosophical differences between President Trump and former Vice President 

Biden with respect to management of the economy. Democratic and Republican presidential 

candidates always differ in their economic priorities, but the contrast between these two 

candidates is especially pronounced. 

 

▪ An analysis of stock market data beginning in 1871 reveals that the S&P 500 has performed best 

under Democratic presidents, with a median annual return of 10%, versus only 4.5% during 

Republican administrations.  

 

▪ Contrary to popular perceptions, the equity market has not performed best under a split Congress. 

The S&P 500 performed best under Democratic control of both the White House and Congress, 

with a median price return of 11%, compared with only 7.3% under total Republican control.  

 

▪ Despite these definitive findings, my overall bias with respect to the outlook is to place less 

emphasis on politics and party leadership and greater emphasis on underlying economic 

conditions. This is especially true during the onset of a classic business cycle expansion. 

  

▪ As a broad generalization, the differences between the two candidates can best be described 

using textbook economic policy labels: Whereas Joe Biden is an advocate of classic Keynesian 

economics, Donald Trump’s policies fall under the category of supply-side economics. 

 

▪ The two candidates also differ radically with respect to their philosophies regarding the general 

role of government in the economy. Whereas Biden favors a prominent and activist federal 

government role in economic affairs, Trump espouses less government intervention and 

regulation.  

 

▪ Although the overarching priority of each candidate is to restore the US economy to a strong and 

sustained growth path in 2021 and 2022, the specific policies of each candidate could differ 

markedly. Investors should expect very large fiscal policy stimulus in early 2021, but with a 

different emphasis on spending priorities.   

 

▪ Biden is likely to propose a program of spending initiatives that is larger in size than that of 

Trump. More importantly, whereas Trump’s spending priorities would be directed toward the 

defense and business sectors, Biden’s would focus on various social spending initiatives, 

including education, healthcare, affordable housing, infrastructure, and clean energy.   

 

▪ The two candidates differ markedly with respect to tax policy. President Trump will try to make 

his 2017 tax cuts permanent while Vice President Biden will seek to drastically reform the tax 

code by raising rates on corporations, wealthy individuals, and investors.  

 

 

 

 

 

 

Which candidate would 

be most beneficial for 

the economy? The 

answer depends upon 

time horizon. In the 

medium term, the US 

economy would likely 

benefit most from 

Democratic demand-side 

stimulus, given the 

enormous slump in 

aggregate demand. The 

US economy is suffering 

from a massive demand 

shock because of the 

coronavirus pandemic, 

which has resulted in 

widespread 

underutilization of 

resources and a very 

large output gap.  
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▪ The adverse economic impact of the Biden tax plan has been exaggerated. First, Biden’s tax hikes 

are likely to be deferred: It seems implausible to expect Congress to raise taxes next year with the 

economy in a slump and the unemployment rate at recessionary levels. 

 

▪ Even with an eventual increase in tax rates, Biden’s fiscal policy will likely provide significant 

stimulus to the US economy. Spending increases are likely to outweigh tax increases by a ratio of 

two to one.  

 

▪ In the medium term, Democratic demand-side stimulus would likely generate the fastest 

economic growth. The US economy is currently suffering from a massive demand shock because 

of the pandemic, resulting in widespread underutilization of resources and a very large demand 

gap. 

 

▪ The Republican agenda would most likely maximize economic growth in the long term through 

policies that create incentives to expand the economy’s growth potential. Keynesian policies are 

focused on sparking an immediate boost in consumer spending; beyond that point, stimulus from 

demand-side measures quickly fades.  

 

▪ With respect to investment implications, my assumption is that the differences between the two 

candidates could be offsetting such that the equity market performance during 2021 and 2022 

would be roughly similar under either candidate.  

 

▪ Looking ahead to the period beginning in 2023, it is difficult to imagine how my negative long-

term outlook could be altered by the election outcome. The forces likely to shape the economy 

over the next five years have already been established, and strongly suggest a difficult investment 

environment irrespective of the president and the composition of Congress.  

 

 

 

 

This week’s Economic Perspective explores the economic and investment 

implications of next week’s election. The central question for investors involves 

the vastly different policies of the two presidential candidates and how each 

could affect the economy and financial markets in coming years.  

 

Economic Philosophies: There are major philosophical differences between 

President Trump and former Vice President Biden with respect to management of 

the economy. Democratic and Republican presidential candidates have always 

differed in their economic priorities, but the contrast between these two 

candidates is especially pronounced. The differences can be best described 

using textbook economic policy labels: Whereas Joe Biden is an advocate of 

classic Keynesian economics, Donald Trump’s policies fall under the category of 

supply-side economics. 

 

Keynesian Economics: The policies proposed by John Maynard Keynes to combat 

The Great Depression in the 1930s were focused on demand-side management 

and directed toward addressing a massive deficiency in aggregate demand. The 

principal tool of Keynesian economics is government deficit spending.  
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▪ Deficit Spending is a combination of increased federal government 

spending and lower taxes, resulting in a higher budget deficit, which in 

turn provides a boost to overall economic growth. Vice President Biden’s 

economic plan calls for large increases in federal expenditures that are only 

partially offset by higher taxes. The end result of these two policies would 

be large increases in the budget deficit.  

 

Supply-Side Economics: Supply-side economics is directed toward increasing an 

economy’s potential to grow in the long term. By providing incentives for private 

investment and employment, these initiatives expand the supply side of the 

economy in the form of growth in capital, labor participation, and 

entrepreneurship. Structural increases in aggregate supply can best be 

accomplished through a systematic reduction in regulation and taxes.  

 

Activist Government: Aside from major differences pertaining to the thrust of 

fiscal policy, the two candidates differ radically with respect to their philosophies 

regarding the general role of government in the economy. Whereas Biden favors a 

prominent and activist role of the federal government in economic affairs, Trump 

espouses less government regulation. These differences are consistent with 

traditional and Republican Democratic philosophies.  

 

TAX POLICY 
 

There are two powerful but unrelated macroeconomic forces constraining tax 

policy for each candidate. In the case of Biden, there are strong arguments 

against raising taxes when the economy is in the midst of an economic slump 

accompanied by very high unemployment. In the case of Trump, an escalating 

federal budget deficit argues against further tax cuts. These constraints lead to 

two conclusions:  

 

▪ There is a high likelihood that federal spending will increase massively in 

2021, irrespective of who is president. 
 

▪ It is possible that there are no changes in taxes in 2021: Biden’s tax plan 

could be deferred until 2022 because of perilous economic conditions, 

while further Trump tax cuts are not practical given bulging budget 

deficits.  
 

Biden Tax Plan: The primary features of the Biden tax plan include the following:  

 

▪ An increase in the statutory corporate tax rate from 21% to 28% 
 

▪ An increase in taxes on all individuals with incomes above $400,000. The 

top tax rate on individuals would be raised from 35% to 39.6% 
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▪ An increase in the capital gains tax rate to 39.6% for individuals earning 

more than $1 million 
 

▪ A minimum tax of 15% on corporate income  

 

Taxes and the Economy: Will the Biden tax plan kill the economic recovery?  

The adverse effects of higher taxes on economic growth should be small, for 

several reasons:  

 

▪ There is small likelihood that tax increases would go into effect until the 

economy is on a firmer footing 
 

▪ Any increase in taxes would be significantly offset by large increases in 

federal spending, wherein the budget deficit widens rather than narrows 
 

▪ The focus of tax increases on high-income individuals should be less 

contractionary because of the much smaller propensity to consume (higher 

propensity to save) for wealthy individuals 
 

▪ The loss in after-tax income for all individuals is estimated to be a 

cumulative 1.7% in 2030 
 

▪ The Tax Foundation’s General Equilibrium Model concludes that US GDP 

would be approximately 1.5% lower by 2030 under the Biden tax plan 

 

Budget Deficits: The federal budget deficits is expected to remain at a record 

high for the next five years, irrespective of who sits in the White House. In simple 

terms, while tax receipts should benefit from a strengthening economy, growth in 

federal outlays will keep pace with rising tax revenues. Following a deficit of $3 

trillion in the fiscal year ending September 30, the federal budget deficit is 

unlikely to fall below the $2 trillion mark within the next five years.  

 

ENERGY POLICY 

 

The two candidates have offered sharply contrasting policies with respect to 

energy and climate: While Trump would maintain the status quo and provide 

initiatives to benefit fossil fuel industries, Biden would invest heavily in clean 

energy and renewable energy technologies. Biden’s vision is to position the 

domestic economy on a path to achieve net zero carbon emissions by 2050. 

There are three broad components of the Biden clean energy plan:  

 

▪ Eliminate carbon emissions by 2035 by providing generous tax credits for 

installation of solar panels and wind turbines 
 

▪ Retrofit four million commercial buildings and 1.5 million new homes with 

energy efficient technologies 
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▪ Encourage production of electric vehicles through increased research on 

battery technologies along with incentives for purchases of fuel-efficient 

cars and trucks  

 

ELECTIONS AND THE ECONOMY 

 

Which candidate would be most beneficial for the economy? The answer depends 

upon time horizon. In the medium term, Democratic demand-side stimulus would 

produce the best results, given the enormous slump in aggregate demand. The 

US economy is suffering from a massive demand shock because of the 

coronavirus pandemic, which has resulted in widespread underutilization of 

resources and a very large output gap. With inflationary risks very low, large 

government spending programs as proposed by Joe Biden would boost spending 

over the next two years without triggering a rise in inflation.  

 
Long-Term Growth: Conversely, the Republican economic agenda would most 

likely maximize economic growth in the long term through policies that create 

incentives to expand the economy’s potential for growth. Supply-side economic 

policies are purposely designed to expand an economy’s capacity for sustained 

long-term growth and low inflation by promoting faster growth in output, 

investment, entrepreneurship, and labor market participation.   

 
▪ Growth Potential: Let’s assume that the US economy’s current long-term 

economic growth potential is 2% annually. Further incentives for expanding 

growth in supply during a second Trump administration could 

hypothetically increase that growth potential over time to (say) 2.5%. 

Lower taxes on capital and reduced regulation would encourage both 

increased labor market participation and business investment in plant and 

equipment, lifting the economy’s capacity for the long term.  

 

▪ Medium-Term Growth: Conversely, fiscal stimulus during a Biden 

administration would provide a powerful boost to spending over the next 

two years, but would have no positive effect on long-term growth. 

Keynesian demand-side stimulus is short-lived and finite. In fact, to the 

extent that higher taxes on capital and a sharp increase in regulation would 

trigger a reduction in incentives for long-term investment, the long-term 

growth potential of the US could actually decline to (say) 1.5%. (The 

numbers used in this example are meant to delineate the potential 

differences in policy and are purely hypothetical.)   
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INVESTMENT IMPLICATIONS 

 

The outlook for fixed-income markets is grim under all political scenarios. Market 

interest rates are almost certain to rise in either a Trump or Biden administration, 

resulting in a steady downward trend in bond prices. There is no change in my 

conclusion that bond investors should expect negative rates of return over the 

next several years as both market interest rates and inflation drift higher.  

 

The Equity Market: The outlook for the stock market is more complex because of 

the numerous offsetting factors pertaining to the specific policies of both Trump 

and Biden. As a generalization, my forecast assumes that the equity market will 

perform well in both 2021 and 2022, irrespective of government. This 

assumption is based upon a favorable scenario of medical breakthroughs, a full 

reopening of the economy, and rapid growth in corporate earnings. 

Hypothetically, under a Biden victory, the equity market could do even better if 

the Biden tax program were to be postponed until 2022. 

 

Crosscurrents: Equity investors could become spooked by a vast Biden agenda of 

big social spending programs. However, these fears could be offset by general 

market perceptions of more rational, consistent, and predictable leadership. A 

return to a more traditional foreign policy with an emphasis on historic alliances 

and institutions could also lift investor confidence. A President Biden would 

almost certainly restore relations with NATO and the WHO, the Trans-Pacific 

Partnership trade agreement, and the Paris Climate Agreement, thereby 

reestablishing US leadership in the world community.   

 

Election History: Investment firm MRB Partners in Montreal has compiled data 

beginning in 1871 that relate equity market performance with political power in 

Washington. The principal findings are counter to popular beliefs and are 

summarized as follows:  

 

▪ The S&P 500 has performed best under Democratic presidents, with a 

median annual return of 10%, versus only 4.5% during Republican 

administrations (price appreciation only). 

 

▪ Contrary to popular perceptions, the equity market has not performed well 

under a split Congress, often referred to as gridlock. Median market returns 

have been less than 3% when the House and Senate were under different 

leadership. 

 

▪ The S&P 500 performed best under Democratic control of both the White 

House and Congress. The median price return under Democratic control 

was 11%, compared with only 7.3% under Republican total control. 
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It is important to understand that these data are based upon pure averages and 

do not take into account the specific economic, financial, and policy backdrop. I 

will reiterate my central conclusion: The outlook for the equity market over the 

next several years will be driven by traditional business cycle forces and the path 

of the coronavirus pandemic. 

 

Long-Term Outlook: Looking ahead to the period beginning in 2023, it is difficult 

to imagine how my negative long-term investment outlook could be altered by the 

election outcome. The forces likely to shape the economic outlook over the next 

five years have already been established, in my judgment, and strongly suggest a 

difficult investing environment. My negative long-term outlook for the economy 

and financial markets can be summarized as follows:  

 

▪ A sharp slowdown in economic growth after 2022 following the strong 

cyclical rebound as the contractionary effects of the coronavirus pandemic 

are alleviated 

 

▪ The need for fiscal restraint in order to reduce the burgeoning federal 

budget deficits expected at that time 

 

▪ A reversal in Federal Reserve policy following the unprecedented monetary 

ease of the past year 

 

▪ The likelihood of a sustained period of rising interest rates and inflation 

beginning in 2022 and 2023 

 

The key point is that these underlying structural forces are likely to dominate the 

direction of the economy in the long run, irrespective of the president and 

composition of the Congress. 

 

 

 
 

 

 

 

 

 

 

 
 

 

 

 

 

 

Robert F. DeLucia, CFA, was formerly Senior 

Economist and Portfolio Manager for Prudential 

Retirement. Prior to that role, he spent 25 years at 

CIGNA Investment Management, most recently serving 

as Chief Economist and Senior Portfolio Manager.  

He currently serves as the Consulting Economist for 

Prudential Retirement. Bob has 45 years of 

investment experience. 



 

1001317-00137-00 
 

8 

October 26, 2020 

 

 

 

 
 
This material is intended to provide information only. This material is not intended as advice or recommendation about investing or managing your retirement 
savings. By sharing this information, Prudential Retirement® is not acting as your fiduciary as defined by the Department of Labor or otherwise. If you need 
investment advice, please consult with a qualified professional. 
 
The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as 
recommendations of particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made regarding 
the suitability of any securities, financial instruments or strategies for particular clients or prospects. For any securities or financial instruments mentioned 
herein, the recipient(s) of this report must make its own independent decisions. 
 
Certain information contained herein may constitute “forward-looking statements,” (including observations about markets and industry and regulatory 
trends as of the original date of this document). Due to various risks and uncertainties, actual events or results may differ materially from those reflected or 
contemplated in such forward-looking statements. As a result, you should not rely on such forward-looking statements in making any decisions. No 
representation or warranty is made as to future performance or such forward-looking statements. 
 
These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial 
instrument or any investment management services and should not be used as the basis for any investment decision. Past performance is 
not a guarantee or reliable indicator of future results. 

The information provided is not intended to provide investment advice and should not be construed as an investment recommendation by Prudential 
Financial or any of its subsidiaries.         
 
©2020 Prudential Financial, Inc. and its related entities. Prudential, the Prudential logo, the Rock symbol and Bring Your Challenges are service marks of 
Prudential Financial, Inc., and its related entities, registered in many jurisdictions worldwide. 
 
 


