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Election Day is fast approaching, and with that comes increased attention around what might transpire come
November 3. In order to ensure you are well-positioned to navigate the associated headlines, this piece
highlights the key information investors need to know about the upcoming election. It also focuses around
important lessons that investors can glean from past election cycles.

A look at the candidates and polls

It was confirmed in August that former Vice President Joe Biden would be the Democratic nominee contesting Trump and
the Republican Party. Polls continue to put Biden moderately ahead, and his lead expanded after the first presidential
debate. Biden’s market-assessed odds of victory improved from just over 55% to around 65%.

Biden leads Trump, gap widened after first debate
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Election models continue to be even bolder in their assessment. The FiveThirtyEight model shows an 81% chance of
victory for Biden, while The Economist magazine calculates an 89% chance. Our sense is that the truth may lie in the
middle — Biden is more likely to win than the market thinks, but perhaps not quite as certain as these models claim. In
turn, the most likely Congressional orientation is a Democratic Party sweep of both the House of Representatives and the
Senate, though the latter should be close.

Moving forward, there are an unusual number of X-factors during this year’s election. Indeed, there could potentially still
be more on the way given ongoing protests over racial injustice, a Supreme Court nominee battle, and the prospect of
unprecedented mail-in balloting. All of this combines with the general uncertainty of holding an election during an
economic and health crisis.

Could the election results be delayed?

It probably isn’t realistic to expect the official election results on November 3. The prospect of delay is largely a function of the
complexities associated with mail-in balloting, and the risk of a contested election. While the election results could be contested in a
legal sense, it is less likely to be in genuine doubt from an economic or financial market perspective. If Biden maintains his
significant lead in the polls and betting markets, it would be hard for a few closely fought states to matter enough to do anything
other than delay the inevitable.
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The implications of a Biden presidency

Biden’s comfortable lead warrants some discussion on the implications of his presidency, particularly given markedly
different policy visions compared to Trump. Biden’s platform proposes substantial changes to the relatively status quo
Trump plan that could affect economic growth in various manners.

Biden platform and implications
e Negative initiatives for the economy.
Biden is expected to deliver higher taxes,
increased regulations, and take a stronger Stricter COVID-19 controls _ +
stance on taming COVID-19.

e Positive initiatives for the economy. Tax increases — -
Biden is expected to deliver larger fiscal
stimulus for the economy. He is seen as Fiscal stimulus - + + +
less protectionist, and favours more
immigration. In addition, the
aforementioned virus control policies

represent a potential economic positive
over the medium term. Overall + +

Trade/Immigration
Regulations — —

— +

Note: As at 9/24/2020. Source: REC GAM

Overall, we remain of the opinion that a Biden
presidency might be modestly positive for the economy. However, the prospect of higher corporate taxes could weigh on
investor sentiment. In addition, this better growth profile, higher public debt and a reduced need for monetary support
could combine to induce slightly higher bond yields.

Should investors fear an October surprise?

In U.S. politics, the term October surprise relates to a startling news event in the lead-up to an election which could
influence the outcome. History provides countless examples of such events, and indeed, the news that Trump tested
positive for COVID-19 broke in the early hours of October 2.

While October surprises tend to dominate news cycles, history suggests they offer little concern for investors. Looking at
the historical performance of the S&P 500 from October 1 to Election Day during the past 23 elections, markets were
positive nearly 74% of the time, enjoying median gains of 1.6%.

The only two notable downside events that occurred in the immediate lead-up to an election were in the midst of the Great
Depression and Global Financial Crisis. As this suggests, the events that occur outside the political sphere matter most
for investors.
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Gauging the post-election market response

Traditionally, markets see the business-friendly policies of the Republican Party as the preferential outcome. However,
analyzing the historical performance of U.S. equity markets under various forms of government would indicate that the
government regime doesn’t matter nearly as much as the headlines would suggest.

Returns based on government control )
S&P 500 median returns Projected results:

m Democratic President * The 2020 U.S. presidential
mRepublican President election will likely form either a
unified government under

*

13% Democratic control or a split

Congress, which could occur with
either a Trump or Biden
presidency. While American
voters are heavily vested in these
matters, investors should take
comfort as each scenario has
historically led to strong returns.
It’s important not to put too much
emphasis on these figures given
the small sample sizes involved.

Sweep Opposing Congress Split Congress

Source: RBC GAM, Bloomberg. S&P 500 return (USD) November 6, 1928 to October 6, 2020. Returns attributed to governments immediately after election
and accounts for changes in government control following mid-term elections. Sweep accounts for period where president’s party controls congress. Opposing
Congress accounts for period where the opposing party of the president controls congress. Split congress accounts for periods where Democrats and
Republicans each have control of one of the House of Representatives or the Senate.

Key takeaway: New governments bring with them their own political agendas. However, assuming this will drastically
impact the direction of stock prices oversimplifies the complexities of the market which largely hinge on corporate revenue
and earnings. In this regard, it's the executives running companies, making decisions on what projects and investments to
make, that have a larger impact on investment returns than who is in the White House. Simply put, the president is not the
stock market.

Financial markets dislike uncertainty — political uncertainty is no exception. While we may experience some eye-catching
headlines and elevated levels of volatility in the weeks ahead, history provides compelling evidence that long-term
investors shouldn’t concern themselves with the outcome of any one election. While the candidates and hot-button
election issues will always be different, the long-term performance of the market is remarkably similar.
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