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“Congress shall make no law respecting an establishment of religion, or prohibiting the free
exercise thereof; or abridging the freedom of speech, or of the press; or the right of the
people peaceably to assemble, and to petition the government for a redress of grievances.”
James Madison wasted no time putting the people on notice. ‘Carry on in your personal life,
the government won’t interject itself into your day to day restricting how you speak or think.’
Overtly, anyway. As much as separation of church and state has been deeply engrained in our
DNA as Americans since the jump, we think the first amendment stands to be, well,
amended. How’s this: “Investors shall make no attempt to mix their partisan affiliation and
their portfolio, especially in an election year.” Separation of party and portfolio has long been
our mantra. With the midterm elections upon us, we’d like to take a second to remind
investors of this once again.

SOURCE: This presentation is solely for informational purposes and should not be taken as investment advice. For  
further information, please contact one of our investment adviser representatives.

LEADERSHIP MATTERS…RIGHT?
It’s natural for investors to see elections as events with significant and material implications for
markets, economies and the societies we live in. While on paper it would seem like a pretty straight
forward arithmetic exercise, but in reality, it’s a bit more nuanced than that. Excuse us for breaking
our own rule about noise for a second. But hopefully you’ll see just how many different ways one can
perceive an issue and there not be a clear cut angle to take.

Midterm elections naturally aren’t significant macro events the way general elections are. They’re a
bit more of a political show from the perspective of investors. (However, we couldn’t stress the
importance of voting enough. If you need help figuring out how, click here.) What’s at stake here is,
will you continue to see a unified governing power in Washington, or will we revert back to a
gridlock split government body, the way we’ve seen the vast majority of the time? In a few hours we’ll
have an answer to that question, and then a laundry list of questions for each possible outcome. But
let’s take a look as to why, historically, investors shouldn’t concern themselves with one result over
another.

VIEWS FROM THE BRICK
FOLLOW THE LEADER
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We spend the majority of the time (61 percent) with a gridlocked governing body1. Even with the
struggle this breeds from a policy standpoint from time to time, equity returns have still historically
been positive, albeit slightly below the long-term average annualized return. Do we think the returns
of equities in these periods are a direct result of the indecision that comes from Capitol Hill?
Obviously not. But we’ll check the box of it not leading to poor U.S. equity returns and move on to the
next point of concern.

Recent media coverage has somewhat successfully delivered the message of the so called “Blue
Wave” potentially spelling disaster for the economic expansion and the markets. The year has seen
no shortage of volatility catalyst, but judging by the evidence beautifully illustrated by J.P. Morgan
above, we don’t really buy the split government a Blue Wave would bring a risk. In fact, the last time
we went through a midterm election cycle (2014) we were in an eerily similar environment. We were
fresh off a post-general election, year-long rally (2013) and were experiencing skirmishes of
volatility. Don’t take our word for it, just look below. Here is the S&P 500 in 2014 leading up to and
through the mid-terms vs the S&P YTD through November 1 this year: 2

©  2018 GFG CAPITAL  |  2
SOURCE: This presentation is solely for informational purposes and should not be taken as investment advice. For  
further information, please contact one of our investment adviser representatives. 1 Chart provided by J.P. Morgan 2

Bloomberg.

FIRST, THE MARKETS

First dip below the 200-day in 2 years.



Four years ago, that breach of the moving average not only seemed foreign, but Earth stopping.
Today, much of the same sentiment can be felt across the market. Do we think it’s because of the
midterms? No. We think investors will be largely happy to see November 6 come and go. Almost as
excited for this past October to end. The takeaway should be that the current price action heading
into the election shouldn’t be perceived as anticipation of the party coming to an end for the market.

NEXT, THE ECONOMIC MACHINE
The economic system that we rely on will forever be much larger than one person, for better or for
worse, in spite of the fact it being made up of us all as a whole. But the impact of who is at the helm
for policy decisions might actually have some bearing on how the economy performs. (Wait let us
check…yea just maybe.) Keeping in mind that the economy is about 66 percent consumer driven,
policy decisions and how the government spends their money still matters. Similar to the historical
party distribution chart noted above, the one below shows GDP growth over the same period.
Obviously we see the same distribution of partisan power. Similar to how we see Republican control
aligning with higher equity returns, here we see Democratic control associated with higher GDP
growth 3. By now you see who the preferred party is, right? Yea neither do we.
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Longest stint below the 200-day in over 2 years.
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TRACK RECORD OF RED
While some have been busy trying to sell the potential downfall of a predominantly blue House;
where there does lie some interesting evidence is on the opposite end of that argument. We’ve seen
an all-Republican ruling government for the last two years (+/-). What has history looked like when
we’ve seen an echo chamber of Republicans in the halls of D.C.?

Well, the three times since 1900 that the country has seen a unified Republican Government last
longer than one Presidential cycle (see below) we’ve seen some notable financial crises 4 :
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• There was the Knickerbacker Crisis of 1907 (not this one, this one) where the U.S. stock market
declined by 50 percent in just three weeks in the midst of an economic recession. Bank runs were
so out of control that regional and trust banks went bankrupt. The spark that led to this financial
collapse was a failed bid by United Copper who was attempting to gain significant market share.
Their bid was funded by loans from some of the nation’s largest banks. One of which being
Knickerbacker Trust. If it weren’t for J.P. Morgan (the man, not the bank) stepping in and pledging
his own funds (not even Bezos could do that today) to support the system this crisis could have
been much, much worse. Fun fact: this led to the Federal Reserve system we use today.

• Then there’s the Great Depression, which began in 1929 following nearly a decade of a unified
Republican Government creating policy (or lack thereof) in the twenties. The Depression was
exacerbated by a global trade war. Imagine that.

• Finally the Great Financial Crisis in 2007/2008 (the names have admittedly gotten worse over
time). Loose regulation on the banking system and a false sense of wealth from the consumer for
the better part of a decade helped paint the worst economic picture in 75 years.
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WHAT’S IN STORE?
Well, hopefully by now you’ve caught on it doesn’t necessarily matter for the markets (especially in
the immediate-term) what the outcome of this year’s midterms are. History hasn’t shown a meaningful
difference in asset returns, and we spend the majority of the time with indecisiveness coming from
D.C.

We aren’t even interested in wasting your time telling you about the historical rally that leads into and
brings us out of midterm election cycles. Because, even like the data we shared here that does not
have arbitrary bookends attached to it, we don’t think the midterms have the significance to carry
causation when it comes to asset behavior. Scape goat? Sure. Reason for a rally, or potential sell off?
Nah.

Do we think that one party is solely responsible for the economic mishaps, or leading the nation into
difficult geopolitical scenarios? No. Those points easily identifiable in history are solely the pinnacle
of a culmination of human behavior on both sides of the aisle. Which is why, once again, separation
of party and portfolio should be added to the First Amendment of the Bill of Rights.

Thank you for coming to our Ted Talk. Go vote.
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https://www.marketwatch.com/story/midterm-elections-usually-give-stocks-pause-in-september-but-pave-way-for-later-gains-2018-09-01
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LEGAL STUFF

THIS PRESENTATION (THE “PRESENTATION”) HAS BEEN PREPARED SOLELY FOR INFORMATION
PURPOSES AND IS NOT INTENDED TO BE AN OFFER OR SOLICITATION AND IS BEING
FURNISHED SOLELY FOR USE BY PROSPECTIVE CLIENTS IN CONSIDERING GFG CAPITAL, LLC
(“GFG CAPITAL” OR THE “COMPANY”) AS THEIR INVESTMENT ADVISOR. THE OPINIONS
CONTAINED HERIN ARE NOT RECOMMENDATIONS.

MENTION OF SPECIFIC ETFS, MUTUAL FUNDS OR SINGLE SECURITIES IS FOR INFORMATIONAL
PURPOSES ONLY AND NOT A RECOMMENDATION TO BUY THAT SECURITY. GFG CAPITAL
MAY OR MAY NOT CARRY EXPOSURE TO SECURITIES MENTIONED AT A GIVEN TIME.

THE INFORMATION CONTAINED HEREIN HAS BEEN PREPARED TO ASSIST INTERESTED PARTIES IN
MAKING THEIR OWN EVALUATION OF GFG CAPITAL AND DOES NOT PURPORT TO CONTAIN
ALL OF THE INFORMATION THAT A PROSPECTIVE CLIENT MAY DESIRE. IN ALL CASES,
INTERESTED PARTIES SHOULD CONDUCT THEIR OWN INVESTIGATION AND ANALYSIS OF GFG
CAPITAL AND THE DATA SET FORTH IN THIS PRESENTATION. FOR A FULL DESCRIPTION OF GFG
CAPITAL’S ADVISORY SERVICES AND FEES, PLEASE REFER TO OUR FORM ADV PART 2
DISCLOSURE BROCHURE AVAILABLE BY REQUEST OR AT THE FOLLOWING WEBSITE:
HTTP://WWW.ADVISERINFO.SEC.GOV/.

ALL COMMUNICATIONS, INQUIRIES AND REQUESTS FOR INFORMATION RELATING TO THIS
PRESENTATION SHOULD BE ADDRESSED TO GFG CAPITAL AT 305-810-6500.


