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What President Biden Means for Markets:
The U.S. presidency has changed but the two driving forces of 2020 are likely to remain the
same. Interest rates and monetary policy as determined by the Federal Reserve and the
coronavirus pandemic.
Market moves are not dependent on what President Biden will do in his first 100 days in the
white house. We have a politically divided country and an equally divided congress that, while
controlled by democrats, does not have a mandate to move legislatively. Markets really don’t
care if there’s a second impeachment trial. But markets do care if interest rates spike or if the
vaccine roll out is slower (or faster) than expected.
We do see some small impacts of specific executive orders. Oil prices have bumped up about
20% as the XL pipeline is put on hold and exploration of federal lands is delayed. Interest rates
have risen as it appears more likely that a stimulus package over $1.5 Trillion does seem likely
to pass even after the two that already passed in 2020. The 10-year treasury has stayed above
1.0% for a few weeks now.
Again, these are corrections that the market can easily absorb. What puts the markets at risk
are outlier moves that are unexpected. Should interest rates increase to 2.0% or higher. Or
the Fed changes their expectations and starts to increase short terms rates, we would see a
sharp decline in the bond market and possibly stocks as well. Should the adoption of the
vaccine fall well short of expectations, or a new covid strain spreads worldwide, we can expect
markets to respond negatively.
Many suggest that markets are priced for perfection and that simply isn’t true. Markets have
moved higher on the expectation that interest rates will remain low and that the vaccine will
bring the economy back to a reasonable normal within 6-12 months. That isn’t perfection, but
simply an expectation. If fulfilled we can expect a growing economy and all that goes with it –
falling unemployment, higher stock prices and valuations, innovation and entrepreneurship. If
we fall short some counter version is the likely result. This is the challenge with investing and
the risks involved. It also supports our diligence to managing risk for your specific situation and
diversifying a portfolio to reduce the downside as much as possible.
We are cautiously optimistic with the equity markets over the next 9-12 months. We will
continue to monitor many factors that could cause additional stress on the economy. The
economy was tightening pre-covid and interest rates and access to capital will play a significant
role over the next few years.
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