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Current Environment & Overview  

,

There are two primary forces currently driving market behavior

The first is economic and fed money policy. With the economy languishing due to the Covid-19 impact, the Fed 
has stepped in and created historic liquidity. This dynamic has become the “only game in town” with investors left 
with little else to either sit on the sidelines or invest in equities. However there is a point at which equities become too 
expensive. Below you will see our thoughts on “current valuations”. 

The second factor is the historic uncertainty that the markets dislike during election season. In recent elections 
the equity markets sold off or paused leading into an election where the election itself was the primary focus. 
The 2004 Bush Reelection over John Kerry, and the 2012 Obama Reelection over Mitt Romney may be the best
examples we can draw from. In both cases an incumbent was running, the economy was not dealing with the 
Tech Wreck (2000) or the Financial Meltdown (2008), and the markets moved in a cautious pattern through the 
summer and fall of those years.  

Not withstanding point number one, the markets are also dealing with other uncertainties than just the election 
right now.  Covid-19, Supreme Court nominee battle, Stimulus Package, not to mention other
risks to be determined as we go, will at a minimum tamp down some of the market momentum. 

In this report, you will also see our thoughts on the mechanics of declaring a presidential election winner, 
and the sequence of events leading up to the Presidential Inauguration Day, January 20, 2021. We are now 44 days
to election day, and 121 days to Inauguration Day. 

Buckle up as we keep an eye on the upcoming uncertainty versus the “only game in town” valuations.  
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Market Support and Valuations  

,

S&P 500  close: 3236 (Sept 23)
CY 21 is $166
P/E is 19.8x

Technically – 3105 is support at the (rising) 200 day moving average.
Technically – 3350 is resistance at the 50 day moving average.
Technically – to regain upward bias - 3410 is the high to take out to, without under cutting 
yesterday’s low, under 3250

Consensus EPS CY 21 is $166 - Valuation wise: 3320 provides an earnings yield at 5% on earnings 
of $166. (5% Earnings Yield vs 0.6% 10 Yr. Yield is 440 bps equity risk premium – seems safe – actually
seems very favorable.) 

Assuming that CY 21 EPS are too optimistic, and building in a 5% haircut, EPS CY 21 falls to $158. 

Assuming $158 EPS – Valuation wise: 3160 provides an earnings yield at 5% on earnings
of $158. (PE =20x)

Potential range is 3160 to 3400 into December assuming manageable chaos and
reasonable earnings reports for Q3. 
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Market Support and Valuations  

,

Longer term backdrop – Rates likely to stay at 0% longer than expected – 2023 or beyond.

•PE at 20x could be ‘base line low’ in a lower for longer environment

•PE can move towards 23 or 24 with 10 Year below 1%
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Market in downtrend prior to election

Review of the 2000 Market versus Election and Florida recount battle

Source: Graph courtesy of StockCharts Inc,

Drifts lower during
Florida recount and 
Court actions

Vote

U.S. Supreme Court resolves 
dispute - rules that Florida 
must certify results as is –
stating recount violated Equal 
Protection Clause.

Ruled on Safe Harbor Day 
allowing Electoral College to 
vote to certify results. 
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November 3, 2020: 
States appoint their electors to the Electoral College, states hold popular elections but 
they are not required to do so by the constitution or federal law

December 8, 2020: 
Electoral College informal meeting known as the ‘Safe Harbor’ - deadline by which 
date states must certify their vote.  

December 14, 2020: 
Electors vote at the Electoral College. If Electoral Collage fails to agree on a winner, 
House of Representatives selects the winner (12th Amendment)

January 6, 2021: 
Electoral College vote is certified by the Vice President, acting as the Senate 
President presiding over a joint session of Congress

January 20, 2021: 
Inauguration Day President is sworn in by the Chief Justice of the Supreme Court. This 
is the only hard deadline spelled out in the constitution.

Timeline of Events leading to Inauguration Day 2021
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Election Scenarios Matrix and Contention Timeline

Diagram for illustrative purposes only

CONGRESS:
Democrat Majority

CONGRESS:
Senate/House Split

CONGRESS:
Republican Majority

BIDEN Wins (1)

TRUMP Wins (2)

BIDEN Wins (5)
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BIDEN Wins (3)
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Multi-state, multi-county lawsuits beginning November 4th.  U.S. Supreme Court rulings 
follow for a period of weeks.  

• Mail-in Voting – delays in counting mail in ballots in multiple states with number of ballots outstanding 
greater than margin of victory – leading to multiple lawsuits. This is a high probability outcome. 

• Claims of voting irregularities – Number of irregularities large, greater than the margin of victory in 
certain states – leading to multiple lawsuits. Reasonable probability outcome. 

U.S. Supreme Court must consolidate and adjudicate multiple state rulings. 
• Court can follow certain aspects of 2000 precedent prior to and until December 8th - Electoral Vote 

Safe Harbor date

Legal maelstrom persists beyond date of Electoral College vote.
• U.S. Supreme Court rules with no precedent to guide decisions, delaying certification timeline.  

Congress and U.S. Supreme Court battle over Electoral College ability to certify 
impeding inauguration timeline.

Risk Considerations for Election Contention Timeline
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Scenario 1: Democratic Congress-Biden Presidency: Represents biggest change with both new 
policies and significant divergence from current path. Impacts vary dramatically by sector - energy, health care, 
infrastructure.  Less pro growth than current admin. Market reaction policy contingent. 

Scenario 2: Democratic Congress-Trump Presidency: Increased political animosity, 
impeachment/removal probability high, subsequent uncertainties.  Market mixed to negative. 

Scenario 3: Congressional Split-Biden Presidency: Similar to status quo and Scenario 4, market 
neutral to positive. 

Scenario 4: Congressional Split-Trump Presidency: The status quo. Represents easiest path for 
market. Minimal legislative compromise. Market neutral to positive.

Scenario 5: Republican Congress-Biden Presidency: Similar to status quo and Scenario 4. 
Legislative compromise possible. Market neutral to positive.  

Scenario 6: Republican Congress-Trump Presidency: Acceleration of trends seen during current 
administration, pro growth agenda.  Sector impacts – mixed for drugs, bad for social media, positive for 
manufacturing.  Market neutral to positive.

Election Outcome - Scenario Assessment 
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Disclosures

• This document is a general communication being provided for informational purposes only. It is educational in 
nature and not designed to be as advice or a recommendation for any specific investment product, strategy, plan 
feature or other use. 

• All examples used are generic, hypothetical and for illustration purposes only. This material does not contain 
sufficient information to support an investment decision and it should not be relied upon by you in evaluating the 
merits of investing in any securities or products.

• All users should make an independent assessment of the legal, regulatory, tax, credit, and accounting implications 
and determine, together with their own professional advisers, if any investment mentioned herein is believed to be 
suitable to their personal goals. 

• Investors should ensure that they obtain all available relevant information before making any investment. Any 
forecasts, figures, opinions or investment techniques and strategies in this document are for information purposes 
only and are based on assumptions and current market conditions and are subject to and will change without prior 
notice. 

• No warranty of accuracy is given and no liability in respect of any error or omission is accepted relating to any 
information within this document. Investment involves risks, the value of investments and the income from them 
may fluctuate in accordance with market conditions. With any investment, investors may not get back the full 
amount invested. Past performance is not indicative of future results. Current yields are not indicative of future 
results.

• Copyright 2020 AK Global Investment Management, LLC dba Boutique CIO. All rights reserved. This document 
may not be printed or reproduced without the written consent of AK Global Investment Management, LLC dba 
Boutique CIO. 


