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The US Election season is now well underway, with Congressional and Presidential elections set for  

3 November. Their outcome has the potential to shape the policies of the world’s largest economy,  

with a knock-on impact for financial markets.

As things stand, the result is far from certain, and may ultimately depend on a few “swing states” that  

together decide the election. Voter participation levels, particularly in light of the COVID-19 pandemic,  

may also play a key role.

What is certain is that stock markets dislike uncertainty, and that’s one of the reasons why they have  

become more volatile recently. Markets also fear higher taxes and increased regulation - arguably  

most likely in the event of a Democrat “clean sweep” (with the party gaining both the Presidency and  

the Senate, while retaining control of the House). However, it’s unclear how probable this scenario is.

Until the result is confirmed, we think the prudent course is to position one’s portfolio for short-term  

volatility. In particular, that means diversifying across asset classes, including high quality bonds and  

gold.

Once the elections are over, we expect equities and credit markets to be buoyed by the ongoing  

economic recovery, as well as by support measures from central banks and fiscal authorities. We’re  

therefore maintaining our tactical overweight position on global equities, investment grade bonds and  

EM hard currency bonds, all with a 3-6 month horizon.

Special Coverage:

22 Oct – Scheduled third US presidential  
debate

3 Nov – US presidential and
congressional elections

14 Dec – Electoral college representatives  
formally cast votes to elect the  
US President

20 Jan – Inauguration Day: President-elect  
formally sworn into office

Key dates
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The US Elections: three things to look out for

1. Polls currently give Biden a substantial  

lead over President Trump. However, voter  

attitudes vary and shift, and it’s important to

note that a candidate needs to achieve amajority  

of the Electoral College vote, rather than of the  

popular vote. These two measures often differ,  

with many smaller rural states receiving more

Electoral College votes per inhabitant than the larger  

coastal states. This often creates an advantage for  

the Republican party.

2. The election may be decided by the “swing  

states”. In many states, there is a clear majority  

for one of the two candidates. In others,however,

the result may depend on just a few thousand votes  

swinging to one side. Because of this, the results

in Florida, Pennsylvania and Wisconsin could well  

decide the election. The outcome in these states  

and others will largely be a function of voter turnout  

(especially among Latino and Black populations),  

as well as the state of the job market, the evolving  

COVID-19 situation, and how the country reacts to  

President Trump’s own illness.

3. Unlike previous elections, the result may not be  

decided on election night. This is because many  

ballotsare likely tobe sentby post, which takes time to  

process. Meanwhile, in some states the result may be  

extremely close, creating a chance that the overall US  

Election result might becontested.

Why does the electionmatter?

In the short term, the election causes uncertainty  

about future policy direction. Markets don’t like  

uncertainty, so expect continued volatility in the run-up  

to the vote. This may even continue for a few days after  

the election if authorities need more time to determine  

the final result. Should the result be contested – a  

possibility if the numbers are close – then volatility

may linger even longer while the relevant appeals take  

place.

In the longer term, the election outcome will affect  

policy in the world’s largest economy, with financial  

implications for several US industry sectors (more detail  

on this in the next section).

Three potentialoutcomes

Realistically, we believe there are three possible  

outcomes. The fourth, a Republican sweep, is  

considered highly unlikely as Democrats are expected  

to keep control of the House.

1. Status quo: Victory for President Trump, with a  

split Congress. In this scenario, everything remains  

the same. This would be the most positive outcome  

for financial markets, simply because it provides the  

most continuity and clarity around policy.

2. A Biden victory with a split Congress. Expect a  

small negative impact for markets short-term. Biden  

is an advocate for higher taxes and greaterregulation  

of key sectors like technology so markets may react  

negatively immediately. But fiscal stimulus may also  

increase, boosting the economy and helping markets  

recover. Moreover, if Republicans keep control ofthe

Senate,manyofBiden’scurrentproposalsmaynotbe  

approved by Congress. This “gridlock” could ironically  

be good for markets in the months following the US  

Elections, since Biden’s planned changes to the tax  

and regulatory environment would be more restricted  

and markets can focus instead on a strengthening  

economy supported by fiscal and monetarymeasures.

3. Democratic Clean Sweep: a Biden Presidency  

with a Democrat-controlled Congress. This would  

initially be negative for financial markets,

but they could soon rebound (after an initial bout  

of volatility) if spending is raised to stimulate

the economy.

The investment implications of eachscenario

1. Trump victory: positive for US domestic stocks, the  

energy sector and high yield bonds.

2. Biden victory: positive for European stocks and  

green investment themes.

3. Technology stocks: we are optimistic about tech  

stocks in either scenario. Even with a Biden victory,  

we think regulation will take time to materialise, while  

the accelerated digital adoption among businesses  

and consumers continues to make technology  

companies attractive. Overall, tech stocks have  been 

volatile in recent weeks but we see recent  profit-

taking as temporary.
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The situation is fluid, but likely outcomes include:

A Democratic win: Expect markets to react negatively in the short-term because of expected tax  

hikes and more stringent regulation. How ever, a bounce back may happen relatively quickly as  

authorities w ill be focused on stimulating grow th to continue the recovery.

Biden Victory; Split Congress Democratic Clean Sweep

Overall risk sentiment • Small & temporary negative impact  

for markets short-term but markets to

recover on basis of economic recovery

• Mild pickup in volatility

• Negative for markets initially but  

could recover if more government  

stimulus is introduced

• Pickup in volatility (at least  

temporarily)

Tax • Tax hikes w ould be negative for risk appetite, though not easy to implement amid  

an already vulnerable economy or a split Congress

Sector impact • Despite possible tougher regulation, the structural grow th of the technology and  

healthcare sectors is expected to remain

• Biden w ants to spend $1.7trn on green tech in the next 10 years and reach  

net zero emissions by 2050 – a positive for green investment themes, and a  

negative for the oil sector

USD • USD is most likely “range bound” • USD could see a partial reversal of

its recent w eakening due to risk-off

mode

“Safe-haven” investments • Risk-off sentiment w ould be positive for these assets

Credit • Minimal change expected

• Risk-off sentiment could mean a minor sell-off leading to slightly higher yields

• A Democratic victory could lead to more regulation for f inancials and a w idening  

in US HY spreads, led by the energy sector

Status Quo: President Trump Victory; Split Congress

Overall risk sentiment • Positive for risk appetite

• No large change in volatility

Tax • Tax cuts w ould be positive for risk appetite, though not easy to implement  

w ith a split Congress

Sector impact • Technology should benefit from a reversal of recent rotation and profit taking

• The healthcare sector should benefit from continued structural grow th

USD • USD is most likely “range bound”

“Safe-haven” investments • Risk-on sentiment w ould be slightly negative but any sell-off in US Treasuries, for  

example, should be supported by central bank support

• How ever, central bank support should limit any sell-off in the Treasury market

Credit • Minimal change expected

• High yield bonds up (possible) due to risk-on sentiment and oil sector support

A Republican win: US equities should respond positively if the status quo prevails at the White House,  

although risk-on sentiment could be negative for gold and US Treasuries.
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Stay positive and stay invested:  

It’s all about the economy

The 2000 and 2016 US Elections taught us that short-

term volatility around the elections is probably inevitable.  

It’s still important to look through the noise however,  

because it’s ultimately the longer-term strength of the  

economy that will drive market performance.

AlthoughCOVID-19 has stifled economicactivity so far
this year (ourglobalGDP forecast for2020is-4.1%),we’re  

expecting a4.7% reboundin2021.Ifconsumerconfidence  

picks up thanks to a viable treatment or vaccine, growth  

could push even higher. With consumption currently weak,  

analysts’ expectations still remain low, giving rise to the  

potential for positive surprises.

Meanwhile, continued low interest rates, along with  

a willingness among governments to stimulatetheir

economies through fiscal policy, encourage us to stay  

positive on riskier assets like equities, investment grade  

bonds and EM hard currency bonds. This, of course,  

assumes that clients can look beyond the expected  

short-term volatility.

In our opinion, clients shouldn’t try to “trade” the US  

Elections by guessing the election outcome. Why?  

Because most of the time, timing the marketcorrectly  

is virtually impossible. Our preference is to remain  

invested and position your portfolio for the range of  

potential policy outcomes, while managing short-term  

volatility through diversification.

This document or video is prepared by The Hongkong and Shanghai Banking Corporation  

Limited (‘HBAP’), 1 Queen’s Road Central, Hong Kong. HBAP is incorporated in Hong Kong  

and is part of the HSBC Group. This document or video is distributed and/or made available  

by HSBC Bank Canada (including one or more of its subsidiaries HSBC Investment Funds  

(Canada) Inc. (‘HIFC’), HSBC Private Wealth Services (Canada) Inc. (‘HPWS’), HSBC  

InvestDirect division of HSBC Securities (Canada) Inc. (‘HIDC’)), HSBC Bank (China)  

Company Limited, HSBC Continental Europe, HBAP, HSBC Bank (Singapore) Limited, HSBC 

Bank  Middle East Limited (UAE), HSBC UK Bank Plc, HSBC Bank Malaysia Berhad 

(127776-V)/  HSBC Amanah Malaysia Berhad (807705-X), HSBC Bank (Taiwan) Limited, 

HSBC Bank plc,  Jersey Branch, HSBC Bank plc, Guernsey Branch, HSBC Bank plc in the 

Isle of Man, HSBC  Continental Europe, Greece, and The Hongkong and Shanghai Banking 

Corporation Limited, India  (HSBC India) (collectively, the “Distributors”) to their respective 

clients. This document or  video is for general circulation and information purposes only.

The contents of this document or video may not be reproduced or further distributed to any  

person or entity, whether in whole or in part, for any purpose. This document or video must  

not be distributed in any jurisdiction where its distribution is unlawful. All non-authorised  

reproduction or use of this document or video will be the responsibility of the user and

may lead to legal proceedings. The material contained in this document or video is for  

general information purposes only and does not constitute investment research or advice  

or a recommendation to buy or sell investments. Some of the statements contained in  

this document or video may be considered forward looking statements which provide  

current expectations or forecasts of future events. Such forward looking statementsare

not guarantees of future performance or events and involve risks and uncertainties. Actual  

results may differ materially from those described in such forward-looking statementsas

a result of various factors. HBAP and the Distributors do not undertake any obligation to  

update the forward-looking statements contained herein, or to update the reasons why actual  

results could differ from those projected in the forward-looking statements. This document

or video has no contractual value and is not by any means intended as a solicitation, nor  

a recommendation for the purchase or sale of any financial instrument in any jurisdiction  

in which such an offer is not lawful. The views and opinions expressed herein have been  

sourced from HSBC Global Asset Management at the time of preparation, and are subject  

to change at any time. These views may not necessarily indicate HSBC Global Asset

Management‘s current portfolios’ composition. Individual portfolios managed by HSBC Global  

Asset Management primarily reflect individual clients’ objectives, risk preferences, time  

horizon, and market liquidity.

The value of investments and the income from them can go down as well as up and  

investors may not get back the amount originally invested. Past performance contained in  

this document or video is not a reliable indicator of future performance whilst any forecasts,  

projections and simulations contained herein should not be relied upon as an indication of  

future results. Where overseas investments are held the rate of currency exchange may  
cause the value of such investments to go down as well as up. Investments in emerging  

markets are by their nature higher risk and potentially more volatile than those inherent in  

some established markets. Economies in emerging markets generally are heavily dependent  

upon international trade and, accordingly, have been and may continue to be affected  

adversely by trade barriers, exchange controls, managed adjustments in relative currency  

values and other protectionist measures imposed or negotiated by the countries with which  

they trade. These economies also have been and may continue to be affected adversely by  

economic conditions in the countries in which they trade. Investments are subject to market  

risks, read all investment related documents carefully.

This document or video provides a high level overview of the recent economic environment  

and has been prepared for information purposes only. The views presented are those

of HBAP and are based on HBAP’s global views and may not necessarily align with the  

distributors’ local views. It has not been prepared in accordance with legal requirements

designed to promote the independence of investment research and is not subject to any  

prohibition on dealing ahead of its dissemination. It is not intended to provide and should not  

be relied on for accounting, legal or tax advice. Before you make any investment decision,  

you may wish to consult a financial adviser. In the event that you choose not to seek advice  

from a financial adviser, you should carefully consider whether the investment product is  

suitable for you. You are advised to obtain appropriate professional advice where necessary.

We accept no responsibility for the accuracy and/or completeness of any third party  

information obtained from sources we believe to be reliable but which have not been  

independently verified.

Important Information about HSBC Global Asset Management (Canada)Limited  

(“AMCA”)

HSBC Global Asset Management is a group of companies that are engaged in investment  

advisory and fund management activities, which are ultimately owned by HSBC Holdings plc.  

AMCA is a wholly owned subsidiary of, but separate entity from, HSBC BankCanada.

Important Information about HSBC Investment Funds (Canada) Inc. (“HIFC”)

HIFC is the principal distributor of the HSBC Mutual Funds and offers the HSBC Pooled  

Funds through the HSBC World Selection Portfolio service. HIFC is a subsidiary of AMCA,  

and indirect subsidiary of HSBC Bank Canada, and provides its products and services in all  

provinces of Canada except Prince Edward Island. Mutual fund investments are subject to  

risks. Please read the Fund Facts before investing.

Important Information about HSBC Private Wealth Services (Canada) Inc. (“HPWS”)

HPWS is a direct subsidiary of HSBC Bank Canada and provides services in all provinces  

of Canada except Prince Edward Island. The Private Investment Management service is  

a discretionary portfolio management service offered by HPWS. Under this discretionary  

service, assets of participating clients will be invested by HPWS or its delegatedportfolio

manager in securities, including but not limited to, stocks, bonds, pooled funds, mutual funds  

and derivatives.

Important Information about HSBC InvestDirect (HIDC)

HIDC is a division of HSBC Securities (Canada) Inc., a direct subsidiary of, but separate  

entity from, HSBC Bank Canada. HIDC is an order execution only service. HIDC will not  

conduct suitability assessments of client account holdings or of the orders submitted by  

clients or from anyone authorized to trade on the client’s behalf. Clients have the sole  

responsibility for their investment decisions and securities transactions.

We accept no responsibility for the accuracy and/or completeness of any third party  

information obtained from sources we believe to be reliable but which have not been  

independently verified.

THE CONTENTS OF THIS DOCUMENT OR VIDEO HAVE NOT BEEN REVIEWED BY ANY  

REGULATORY AUTHORITY IN HONG KONG ORANY OTHER JURISDICTION.

YOU ARE ADVISED TO EXERCISE CAUTION IN RELATION TO THE INVESTMENT  

AND THIS DOCUMENT OR VIDEO. IF YOU ARE IN DOUBT ABOUT ANY OF THE  

CONTENTS OF THIS DOCUMENT OR VIDEO, YOU SHOULD OBTAININDEPENDENT  

PROFESSIONALADVICE.
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transmitted, on any form or by any means, electronic, mechanical, photocopying, recording  

or otherwise, without the prior written permission of The Hongkong and Shanghai Banking  
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