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The announcement that Joe Biden has won the presidency removes one significant 

unknown for financial markets, but many other unknowns remain, the most 

important being the trajectory of the current third wave of the pandemic along with 

the timing of an effective vaccine for COVID-19. There is also uncertainty 

surrounding the future direction of fiscal policy and timing of the passage of a badly 

needed spending bill.  

 

There are also numerous political unknowns: What will be the main priorities of the 

Biden administration; how will he govern; and what will be the working relationship 

between the executive and legislative branches? This Special Report provides a 

timely update of current critical issues faced by investors.  

 

▪ Although Joe Biden has been declared the 46th president of the US, it will not 

be official until the electors of the individual states officially meet on 

December 14. Similarly, Republican control of the Senate will not be official 

until after the two runoff elections in Georgia scheduled for January 5. 

 

▪ Interpreting the message of any election can be challenging, but two 

conclusions seem warranted: (1) Republican candidates significantly 

outperformed the polls up and down the ballot — in the US Senate and 

House, state governorships, and state legislatures — suggesting that 

conservative principles were not repudiated and that there exists little 

appetite for an extremely liberal political agenda; and (2) At the presidential 

level, the vote amounted to a referendum on Donald Trump.  

 

▪ On a preliminary basis, it seems reasonable to conclude that the election 

results will be friendly to financial markets. Divided government — a 

Democratic executive branch and a Republican Senate — greatly reduces the 

odds of increased taxes, at least through 2022. Moreover, the absence of a 

clear voter mandate also reduces the odds of an extreme progressive agenda 

by the Biden administration. Democratic party hopes for a blue wave simply 

did not materialize.  
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▪ At the same time, financial markets will benefit from greater stability and 

predictability in presidential policies and pronouncements. The country is 

almost certain to benefit from a clear and cohesive national strategy for 

dealing more effectively with the COVID-19 pandemic. And while Biden is 

likely to pursue a tough policy toward China, a destructive open-ended tariff 

war with Beijing is unlikely. 

 

▪ In the negative column, the absence of single-party control of government 

creates some uncertainty with respect to the path of fiscal policy in the short 

term. Another large government spending package similar to the CARES Act 

is needed to support households, businesses, and state and local 

governments until there is a decisive scientific solution to the pandemic.  

 

▪ With respect to fiscal policy, the most likely scenario is passage of a spending 

bill in February of next year, authorizing up to $2 trillion in federal 

expenditures to support the economy. Passage of smaller targeted spending 

initiatives in the lame duck session — such as grants for small businesses, 

unemployed workers, and the airline industry — is possible but not likely.  

 

▪ Media headlines in coming weeks are likely to focus on issues pertaining to 

the election, but the key issue for investors is the trajectory of the global 

economy. A sustained uptrend in stock prices and bond yields is not likely 

until there is concrete evidence that a self-perpetuating economic recovery is 

firmly in place. 

 

▪ Recent economic data have been generally positive, with numerous upside 

surprises. Retail sales, auto and truck sales, factory orders, and housing 

construction all point to a gradually improving economy. The problem is that 

these favorable trends are vulnerable to a reversal as the pandemic worsens 

over the next several months.  

 

▪ The economy faces its first broadly based nationwide outbreak since the onset 

of the pandemic. As has proven to be the case, spending and output respond 

to the rise and fall of new infections, with a lag of one to two months. The 

current surge in new infections and hospitalizations that began in very early 

October is virtually assured of dampening economic activity during the winter 

months. 

 

▪ While European-style lockdowns appear unlikely, targeted restrictions at the 

state and local levels are likely. In addition to mandated restrictions, self-

imposed and voluntary behavioral shifts by consumers and workers could 

further undermine economic activity. Another temporary economic contraction 

in the next one or two quarters is possible, but not likely.  
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▪ Monday’s announcement that Pfizer and Germany’s BioNTech have developed 

a vaccine with more than 90% effectiveness is a game changer.  

The companies will seek FDA approval for an emergency-use authorization, 

which could begin in early December. The companies expect to ramp up 

production, with enough doses to treat 25 million people before yearend and 

more than 650 million in 2021.   

 

▪ The broad outline of my economic forecast can be summarized as a loss of 

momentum over the next several months as public health conditions 

deteriorate, followed by a moderate acceleration in growth beginning around 

the middle of next year. Economic growth could rapidly accelerate in 2022.  

 

▪ Primary drivers of growth in 2021 include continued ultra-accommodative 

monetary conditions, new fiscal spending initiatives, massive pent-up demand 

on the part of households and businesses, and ultimately a reopening of the 

economy. A burst of growth over the next two years would be fully consistent 

with business cycle theory. 

 

▪ As a reminder, the US economy is in the early phase of a traditional economic 

expansion cycle that began in May. The long history of business cycles shows 

that the first several years of the recovery are the most dynamic, with GDP 

expanding at its most rapid pace. My forecast assumes real GDP growth of 

3.5% in 2021 followed by growth of 5% in 2022, the fastest pace since the 

1990s.  

 

▪ The outlook for corporate earnings is encouraging. Third quarter earnings for 

the companies in the S&P 500 exceeded Wall Street estimates by a record 

margin, and are likely to decline by less than 10%, well below earlier 

projections. Following a small decline in Q4, earnings growth appears likely to 

accelerate during the four quarters of next year. My forecast assumes earnings 

growth of 20% to 25% in both 2021 and 2022, the fastest pace since 2018. 

 

▪ Financial markets remain dependent upon the direction of the coronavirus 

pandemic. The equity market is likely to remain range-bound and in a 

consolidation phase until there is greater evidence that a self-reinforcing 

economic expansion is underway. Signs of a more durable and robust 

economic recovery will be the catalyst for a sustained rise in both stock prices 

and bond yields. It should also be the signal for a shift in equity market 

leadership from growth to value stocks.       
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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. 
 
The financial indices referenced herein are provided for informational purposes only. You cannot invest directly in an index. The statistical data regarding 
such indices has been obtained from sources believed to be reliable but has not been independently verified. 
 
S&P 500® Index: Measures the performance of 500 widely held stocks in US equity market. Standard and Poor's chooses member companies for the index 
based on market size, liquidity and industry group representation. Included are the stocks of industrial, financial, utility, and transportation companies. Since 
mid-1989, this composition has been more flexible and the number of issues in each sector has varied. It is market capitalization-weighted. 
 

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. 
 
 

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. 


