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SEEING THE ELECTION PICTURE 

 

Source: Morningstar and Ibbotson Research. Chart Courtesy of First Trust Advisors 

On and around election day there is often anxiety about how a president’s 4-year 
term might impact the stock market. The chart from Morningstar (above) examines 
the yearly performance of the S&P 500 index during each election cycle since 1929.  

Over the past 92 years, the yearly performance of the S&P 500 Index has been 
positive 67 of the 92 years (73%). Since 1929, performance has averaged a yearly 
total return of 11.39%. The average total return for a 4-year presidential term was 
45.55%.  While there may be some short term fall out, momentum should resume.  
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IT DOESN’T SEEM TO MATTER IN THE LONG RUN  

We will repeat the story we have been telling clients about the elections right now. 
The two parties clearly have different agendas that will affect how they approach 
healthcare, climate change, taxes, and the business environment, but it appears 
the Republican Senate will likely retain the stopper to many of the Democratic 
initiatives. However, there’s one thing that will be a virtual guarantee: more debt.  

The longer-term agenda will certainly focus on these issues, but more fiscal 
stimulus will be the expectation in order to combat the COVID virus. That could 
provide a boost to risk assets (stocks, high yield bonds, etc.) in the short-term, but 
raise inflation risk in the long-term.  

 

Small-cap stocks are starting to outperform, as indicated by the 
chart above. 

Investors have spent recent months pushing the stock market back to record highs, 
seemingly undeterred by the contentious elections; the worst pandemic in a 
century; and the enormous toll it has taken on the United States economy. 

It’s been getting more difficult to get an accurate read on what the U.S. markets 
are telling us right now. That’s usually a cautious sign when asset price movements 
are telling conflicting stories. While small caps continue to outperform, there are 
defensive areas of the market that continue to perform well also. 

Treasury yields are threatening to move to their highest levels in about five 
months, which is usually considered a bullish development for stocks. Over the past 
several days, however, they’ve started moving in the same direction as stocks, a 
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curious if not menacing signal that could be indicating economic stresses building in 
the markets. 

A reckoning will surely eventually come to correct for the mountain of debt that the 

U.S. is accumulating. The subsequent spike in interest rates that would likely 

materialize in such a scenario could crater Treasury prices and lead to a crash 

scenario. Given the mixed intermarket signals we’re seeing right now, it’s tough to 

get a read on the short-term direction of asset prices, but long-term pressures do 

appear to be growing here. 

 

The trend in other developed markets worldwide is about the same--performance 

overall has been lagging. Asian markets are outperforming those from Europe as 

this chart indicates.  

Great Britain and Germany have instituted new lockdowns and plan on keeping 

them in place at least through November. They’ll target restaurants, bars, theaters, 

gyms, and other businesses deemed non-essential. Austria, Italy, Belgium, France, 

and Greece are also announcing new measures and it could become just the start of 

a wider scale economic shutdown in the region.  If the lockdowns are lifted after a 

month, these economies may be able to avoid significant damage to their Q4 GDP 

readings.  

But it seems unlikely they’ll be able to turn around the COVID curve in such a short 

period of time. These restrictions may be remaining in place into 2021, which 



 

4 Proactive Capital Management, Inc.    November 20, 2020 

means they’re probably also looking at a fairly significant GDP contraction again in 

Q4. 

Observers are keeping an eye on the two big central banks - the European Central 

Bank and the Bank of Japan - for indications during their recent meetings that 

they’re preparing to unleash new rounds of stimulus to get ahead of the latest 

shutdowns. That mostly failed to materialize.  

The Bank of Japan indicated that it’s willing to stand pat for the time being and wait 

to see how things play out. The ECB signaled that another round of stimulus would 

be forthcoming, but provided little clarity on when or what form it would be coming 

in. 

It’s likely they will have to continue adding billions of dollars in both sovereign and 

corporate bonds to their balance sheets in order to keep liquidity flowing, but 

they’re also running the risk of letting the negative impact of the coronavirus on 

their respective economies begin spiraling out of control before they take action. 

 

Emerging markets equities continue to perform comparatively well on the world 

stage, although the past few days have featured a return to U.S. stocks.  

With the election being the primary focus of investors in the United States and the 

growth of COVID outbreaks, the focus of investors over in Europe, foreign markets 

have been able to fly under the radar over the past few weeks. During the month of 
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October, emerging markets outperformed the S&P 500 by 4% and developed 

foreign markets by 5%. It seems like investors may be using emerging markets as 

almost a safe haven to avoid some of the current economic and political risks in the 

U.S. 

China continues to drive the returns in these markets with Indonesia and Mexico 

also delivering above average gains. If the data coming out of China is to be 

believed, the COVID pandemic remains under control within the country, which 

would make China look comparatively more attractive than other markets.  

If we look a little further out into the future to a time when the coronavirus is back 

under control and the world opens up fully for business again, emerging markets 

could look especially attractive given already above average growth prospects and 

much lower valuations than American stocks. The short-term environment could be 

choppy until we see the tail end of the pandemic. We’ll continue to use our charts 

to get a read of when to add more emerging markets into our portfolios in 

comparison to our domestic stock market. 

Divergence Sounds a Warning  

 
Source: Lance Roberts—Real Investment Advice newsletter. 
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Here, we refer you to Bloomberg's Smart Money Flow Index which is a technical 

indicator which tries to gauge what “smart money” is doing. It was popularized by 

Don Hayes in the 1990’s and seeks to understand what the “smart money” is doing 

relative to “dumb money”. It is based on the concept that “dumb money” trades at 

the start of the day since they’re emotionally reacting to the overnight or early 

morning news. “Smart money” trades during the last hour of each trading day since 

they spend the day evaluating the market’s price action. It is calculated by taking 

the previous day’s index value, subtracting the gain/loss of the first half hour of 

trading, and adding the gain/loss of the last hour of trading. Over the last ten 

years, the S&P 500 and the Smart Index have a correlation of .65.  

As shown above, the Smart Index and the S&P 500 were well correlated through 

2019 until December of that year and then they began to diverge. The circle 

highlights the divergence in January and February as the smart money correctly 

sensed problems just ahead of the lightning quick, major pull back in February and 

March. 

Then, smart money began moving upward in sync with the S&P 500 throughout the 

2nd and 3rd quarter.  However, they began a SHARP divergence in this 4th quarter 

as indicated by the red arrow. It’s when the correlation diverges (as it is doing now) 

that asset managers are put on alert. 

It May Be Time to Be Contrarian 

While reducing risk currently may seem a bit premature, some other signs of 

divergence suggest that markets are well ahead of themselves. Some corporate 

insiders are knowledgeable investors, particularly in their own companies.  "Insider 

selling" has recently reached some important extremes with the ratio of insider 

sales to buys reaching nearly 60. This typically coincides with short-term market 

corrections. 
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Source: Lance Roberts—Real Investment Advice newsletter. 

As portfolio managers, we manage the risk of capital loss against the potential for 

reward. No one knows with certainty what the future holds, which is why we must 

manage portfolio risk accordingly and be prepared to react when conditions change. 

Coronavirus Headlines 

Wired, a popular tech magazine reports that if it is approved by the FDA, Pfizer’s 

coronavirus shot will be the first ‘genetic’ vaccine for humans. 

Pfizer announced that its Covid-19 vaccine is likely 95 percent effective. They 

submitted for emergency use authorization to the FDA on Friday, November 20th. 

It’s the first of many game-changing gene-based biotech products being developed 

for all kinds of diseases. 

Pfizer’s vaccine must be stored and transported at ultra-low temperatures. The 

freezing requirement could make distribution difficult, especially to places without 

advanced medical facilities. Rather than injecting people with a small quantity of 

the pathogen so they can build up immunity, Pfizer’s vaccine conditions a patient’s 

cells to build benign proteins that guide the patient’s immune system to effectively 

respond to SARS-CoV-2. This is a huge scientific development if it works. 

Moderna plans to file for an emergency authorization on its vaccine by the end of 

the month as well, after posting nearly 95% efficacy in its phase 3 trials. Moderna’s 
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vaccine is also required to be stored at cold temperatures, although it is expected 

to be able to be stored in a common freezer, unlike Pfizer’s which would require 

special freezers usually found in research labs and hospitals. Both vaccines will 

require two doses. 

AstraZeneca announced Monday that its Covid-19 vaccine is effective, according to 

interim analysis of its phase 3 trial. The trial tested two different dosing regimens, 

one of which was 90 percent effective and the other 62 percent effective, making 

the shot’s average efficacy rate 70 percent. Unlike the other two effective vaccines, 

AstraZeneca’s can be stored and transported at normal refrigerator temperatures. 

It is also expected to be far cheaper than its competitors.  

The FDA has scheduled its final review of the Pfizer and Moderna vaccines for 

December 10. If they are granted emergency use authorization, distribution could 

begin within hours. Pharmaceutical companies and other packaging manufacturers 

are working on technical solutions to help transport these vaccines at low 

temperatures, especially the Pfizer vaccine that requires “ultra-cold” temperatures. 

Until a vaccine or cure is distributed, trusted, and effective, the Covid-19 inflicted 

economic pain will continue. It is likely the virus will impact our spending, saving 

habits, psychology, relationships, and our way of life for some time to come. 

In Summary 

The market continues to react positively to vaccine news and the hope for another 

stimulus package from the government and has momentum going into the end of 

the year. We continue to look for areas of the market to add to when appropriate, 

while being aware of the risks and negative divergences that are apparent. While 

we don’t believe this is the time to go all in and take a high amount of risk, we also 

are not going to hide away from this market. We’ll continue to take it day by day 

and use the charts as our guide. 
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DISCLOSURE:  

ProActive Capital Management, Inc. (PCM”) is registered with the Kansas Securities 
Commission. Such registration does not imply a certain level of skill or training.  

The information or position herein may change from time to time without notice, and PCM has 
no obligation to update this material. The information herein has been provided for illustrative 
and informational purposes only and is not intended to serve as investment advice or as a 
recommendation for the purchase or sale of any security. The information herein is not specific 
to any individual's personal circumstances.  

PCM does not provide tax or legal advice. To the extent that any material herein concerns tax or 
legal matters, such information is not intended to be solely relied upon nor used for the purpose 
of making tax and/or legal decisions without first seeking independent advice from a tax and/or 
legal professional.  

All investments involve risk, including loss of principal invested. Past performance does not 
guarantee future performance. This commentary is prepared only for clients whose accounts 
are managed by our tactical management team at PCM. No strategy can guarantee a profit.  All 
investment strategies involve risk, including the risk of principal loss.   

This commentary is designed to enhance our lines of communication and to provide you with 
timely, interesting, and thought-provoking information.  You are invited and encouraged to 
respond with any questions or concerns you may have about your investments or just to keep 
us informed if your goals and objectives change.   

 


