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Summary and Major Conclusions: 

 
▪ There is a popular cliché asserting that elections have consequences, and the 2020 election 

is unlikely to be an exception. The election resulted in a divided government, suggesting that 

political gridlock is likely to characterize the direction of economic policy over the next two 

years.  

 

▪ The split nature of power distribution in Washington between the two political parties also 

suggests that the economic and financial consequences are likely to be less dramatic and 

impactful than appeared likely prior to the election.  

 

▪ In the end, the election outcome of a divided government signaled broad popular support for 

moderation and compromise. Centrist politics and policies were the winners at the expense of 

extreme conservative or liberal political agendas, both of which were repudiated by voters.  

 

▪ All of this strongly suggests that President-elect Biden will need to throttle back his policy 

agenda and govern from the center. The election produced no clear mandate from the 

electorate, implying a moderate outcome to most of the key economic policy and legislative 

issues in 2021 and 2022. 

 

▪ The election results imply a much smaller and less activist role by the federal government 

than was assumed prior to the election, when there were widespread expectations of a blue 

wave.  

 

▪ With respect to the economic and equity market outlooks, tax policy is of greatest relevance. 

Biden’s plan to increase taxes on wealthy individuals, corporations, and investors appears 

unlikely to pass until 2023, at the earliest. 

 

▪ The status quo on tax policy implies a forecast of stronger economic growth in 2021 and 

2022 than would otherwise be the case under a higher tax scenario. In addition, net income 

for corporations will be higher in both years in the absence of an increase in the corporate tax 

rate. 

 

▪ Federal Reserve policy will be unaffected by the election results. The independent Fed is 

committed to providing maximum monetary stimulus to the economy and financial system 

until business conditions are on a much firmer footing. 

 

▪ The current gridlock in Congress puts the economy at great risk of progressive weakness in 

coming weeks in the context of growing restrictions on mobility resulting from the surge in 

new coronavirus infections. Failure of Congress to pass a COVID relief package during the 

interim lame duck session would accentuate economic weakness.  

 

 

 

 

 

Investors should view the 

outcome of the 2020 

election as an optimal 

combination of power 

distribution in Washington. 

Financial markets have 

shown a preference for 

divided government over the 

course of history. Perhaps 

most importantly, the 

combination of a GOP 

Senate and Democratic 

executive branch greatly 

diminishes the odds of tax 

increases during the next 

two years. Financial markets 

should also benefit from 

greater stability, 

consistency, credibility, and 

predictability out of the 

White House.  
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▪ Economic growth should accelerate in 2021 and 2022, assuming a smooth rollout of 

vaccines to the broad population, augmented by fiscal policy relief following the inauguration 

of Joe Biden.    

 

▪ Sectors most impacted by the election include health care, technology, energy, and financial 

services. The common denominator is that each sector is likely to be sheltered from large-

scale progressive reforms by a Republican Senate.  

 

▪ The combination of a lame-duck president and a Republican Senate means that business 

conditions will likely weaken in December and January, accompanied by rising 

unemployment, but they should strengthen during the course of 2021.  

 

▪ Accelerating economic growth in 2021 and 2022 will result from a smooth rollout of 

vaccines to the broad population, along with fiscal policy relief early in the new year. These 

are the two crucial catalysts needed to unleash the large amount of pent-up demand within 

the US economy. 

 

 

 

 

 

There is a well-known cliché asserting that elections have consequences, and the 

2020 election is unlikely to be an exception. The election has resulted in a divided 

government, suggesting that political gridlock is likely to be the dominant force in 

determining the direction of government policy. The split nature of power distribution 

in government between the two political parties also suggests that the consequences 

are likely to be less dramatic and impactful than appeared likely prior to the election.  

 

The final outcome of the presidential election will not be official until certified by the 

Electoral College on Monday December 14, as prescribed in the US Constitution, but 

the current electoral vote count of 306 for Joe Biden (versus 232 for Trump) appears 

secure. According to the Department of Homeland Security’s Cybersecurity Agency, 

the 2020 election was “the most secure election in American history.”  

 

President-elect Biden pledged a number of key policy initiatives during the campaign, 

most notably tax policy, health care, climate change, and infrastructure. This week’s 

Economic Perspective provides answers to questions regarding the ramifications of the 

2020 election. 

   

WHAT WAS THE PRIMARY MESSAGE OF THE ELECTION? 

 

The election outcome of a split government signaled broad popular support for 

moderation and compromise. The resulting divided government strongly implies a 

scenario of heated negotiations within Congress with respect to the political agenda 

over the next two years, but with minimal landmark legislation. Centrist politics and 

policies were the winners at the expense of extreme conservative or liberal political 

agendas, both of which were repudiated by voters.  
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All of this strongly suggests that President-elect Biden will need to moderate his policy 

agenda and govern from the center. In short, the election produced no clear mandate 

from the electorate and implies a moderate outcome to most of the key policy and 

legislative issues in 2021 and 2022. A clear liberal advantage might not emerge until 

the 2022 midterm elections. 

 
WHAT ARE THE IMPLICATIONS WITH RESPECT TO CONCRETE POLICY ACTIONS? 

 

The primary practical consequence of the election is a divided government, resulting 

in gridlock in Washington, and with power evenly distributed between the two parties 

(assuming at least one Republican victory in the two Georgia Senate runoff elections 

on January 5.) In particular, it seems reasonable to assume that much of President-

elect Biden’s progressive agenda will be blocked by Senate Republicans.  

 

The election results imply a much smaller and less activist role of the federal 

government than was assumed prior to the election, when there were widespread 

expectations of a blue wave. It also implies less government intervention into the 

economy, only a moderate rollback in the deregulation initiatives of Donald Trump, a 

smaller increase in government spending, and a low likelihood of tax increases, at 

least until after the 2022 midterm elections.  

 
WHAT ARE THE IMMEDIATE GOALS OF A BIDEN ADMINISTRATION? 

 

The two top priorities of the Biden administration are the following: (1) A coordinated 

plan to address the current public health crisis; and (2) A COVID-relief spending 

package to serve as a bridge for the economy until vaccines are rolled out in mass 

quantities, possibly beginning in the spring. Each of these actions are desperately 

needed but each has become hostage to partisan politics from both the Trump White 

House and the Republican Senate. These serious issues will eventually be addressed 

with full force — with irreparable damage to human life and the economy — but not 

until after the inauguration. 

 

WHICH SPECIFIC INITIATIVES HAVE BEEN MOST AFFECTED BY THE ELECTION? 

 

With respect to the economic and equity market outlooks, tax policy is of greatest 

significance. Biden’s agenda includes an increase in taxes on wealthy individuals; an 

increase in the corporate tax rate from 21% to 28%; and an increase in tax rates on 

long-term capital gains. These are unlikely to be implemented in either 2021 or 2022 

for two reasons: (1) A Republican Senate is almost certain to block any attempts to 

roll back the 2017 Trump tax cuts; and (2) Continued economic weakness and high 

unemployment are likely to dissuade Congress from raising taxes in the medium term.  
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The implications are clear: (1) Economic growth in 2021 and 2022 is likely to be 

somewhat stronger than would otherwise be the case under a higher tax scenario; and 

(2) After-tax corporate earnings will be higher in both years, absent an increase in the 

corporate tax rate. For 2021, Wall Street analysts had estimated that a rise in the 

corporate tax rate would reduce overall company earnings by 6% to 8% over a 12-

month period.     
 

WHAT ARE THE IMPLICATIONS FOR MONETARY POLICY? 
 

Federal Reserve policy will be unaffected by the election results. The independent Fed 

is committed to providing maximum monetary stimulus to the economy and financial 

system until business conditions are on a much firmer footing. The Federal Reserve is 

also likely to receive less criticism from the White House under President Biden 

relative to the frequent attacks from the Trump Administration, which should provide 

the Fed with greater latitude in conducting policy. Finally, the status of Fed Chairman 

Jerome Powell will not be an issue, since his four-year term does not expire until 

February 2022.  
 

WHAT SHOULD INVESTORS ASSUME WITH RESPECT TO FISCAL POLICY? 
 

Because of Republican control of the Senate, the future path of fiscal policy has 

become a wild card in the outlook, both in the short and long term. A COVID relief 

package is desperately needed before yearend since many key programs contained in 

the original CARES Act expire on December 31. According to the Joint Committee on 

Taxation, these include emergency unemployment relief, the eviction moratorium, 

home mortgage forbearance, student loan forbearance, small business debt relief, and 

the payroll tax deferral. The US economy could be vulnerable to another economic 

downturn in the first quarter of next year if these programs are not extended.  
 

WHAT ARE YOUR ASSUMPTIONS WITH RESPECT TO FISCAL POLICY?   
 

I assume that a COVID-relief spending package will be passed within the next three or 

four months. However, it appears that passage of an interim spending package in the 

lame duck session is becoming increasingly unlikely, which in turn increases 

economic risks in the short term. I also assume that the amount of spending 

authorized in a COVID relief package early next year is likely to be smaller in size and 

scope than would be the case under a Democratic Senate. 
 

Consequently, the timing of each of these critical actions is in doubt. At risk is the 

health of Americans and potentially severe damage to the economy in the form of 

further layoffs, lost output, rising bankruptcies, and evictions of renters in the midst of 

an already fragile economy. The key point is that any delays could be catastrophic in 

the midst of the current public health and economic crises.  
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LOOKING BEYOND THE SHORT TERM, WHAT ARE THE BROAD ECONOMIC 

IMPLICATIONS FOR THE NEXT TWO YEARS? 

The US economy should prosper in the next two years, as a classic business expansion 

cycle takes shape. The economy should begin to strengthen by the middle of next 

year, and gather considerable momentum by yearend and during all of 2022. 

Accelerating economic growth in 2021 and 2022 will result from three independent 

factors: (1) A steady rollout of vaccines to the broad population; (2) A large fiscal 

spending package passed by Congress in February; and (3) Massive pent-up demand 

in the household and business sectors, gradually unleashed as public health 

conditions improve.   

WHICH SECTORS OF THE ECONOMY COULD BE MOST IMPACTED BY THE 

ELECTION? 

 

In theory, the sectors most impacted by the election include health care, technology, 

energy, and financial services. The common denominator is that each of these sectors 

is likely to be protected from massive progressive reforms by a Republican Senate. 

 

The best example is health care. Big changes in health care policy are unlikely over 

the next two years. Biden’s top priority has been a public option insurance plan, which 

is unlikely to be enacted by a divided Congress. Price controls on drugs cannot be 

ruled out but are also likely to face some resistance in a split Congress. Finally, 

investor fears of a single-payer system should be allayed by the election outcome.  

 

It appears likely that the Affordable Care Act (ACA) will be broadly upheld by the 

Supreme Court, although specific provisions could be altered. If so, Biden is likely to 

seek opportunities to strengthen the law over the next two years, with a possible 

objective of providing Medicare for all. However, these efforts are likely to fall short of 

his goals until Democrats are able to secure control of the Senate in future elections. 

 

HOW WILL THE FINANCIAL SERVICES SECTOR FARE IN THE NEW GOVERNMENT? 

 

President-elect Biden is unlikely to significantly influence financial regulation during 

the next two years. A Republican-controlled Senate minimizes the potential for 

confirmation of liberal nominees as heads of key agencies governing the industry. In 

addition, many of Trump’s appointees have terms that will not expire until 2022. The 

strong health of the banking industry also diminishes the need for any radical action. 

Biden’s focus will be on strengthening consumer protection agencies and addressing 

the issue of unfair lending practices.  
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WHAT ARE THE RISKS TO THE TECHNOLOGY SECTOR? 

 

The tech sector is a beneficiary of the election. A divided government ensures that 

increased government oversight of the dominant tech/media companies will proceed 

at a slow pace. Even if Biden decides to pursue the anti-trust investigations launched 

during the Trump administration, the process will play out slowly over many years. 

With respect to technology issues pertaining to China, Biden is likely to maintain a 

firm posture.  

 

Disputes over intellectual property and forced technology transfers for US companies 

doing business in China will remain a focus of US foreign policy. Similarly, Biden will 

likely maintain a tough policy toward trade with China, but will differ from that of 

Trump in his reluctance to use tariffs as a weapon. He will also employ a multilateral 

approach in dealing with foreign policy issues, in contrast to the unilateralism and 

independence of the Trump administration.   

 

WHAT ARE THE BROAD INVESTMENT IMPLICATIONS? 

 

The outcome of the 2020 election should be favorable for financial markets, which 

have shown a preference for a split government over the course of history. Perhaps 

most importantly, the combination of a Republican Senate and Democratic executive 

branch greatly diminishes the odds of tax increases during the next two years. The 

odds of large social spending programs — such as an aggressive expansion of the 

ACA and legislation to address climate change — are also reduced.  

 

Financial markets should also benefit from greater stability, consistency, credibility, 

and predictability within the White House. Just as President Trump’s actions and 

speech resulted in extreme polarization — often detrimental to both financial markets 

and business confidence — there is hope that Joe Biden will become increasingly 

perceived by financial markets as a unifying president, so crucial to investor 

confidence. 
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