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MARKET RESPONSES TO ELECTION UNCERTAINTY
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Speculation has been increasing that the November election results may be delayed or disputed, or both. A
contested election might affect financial markets in several ways. Also, the news that President Donald
Trump has tested positive for COVID-19 may potentially impact markets as well.

NOTE ON PRESIDENT TRUMP’S COVID-19 DIAGNOSIS

While this Weekly Market Commentary was in production, we learned that President Trump and First Lady
Melania Trump had tested positive for COVID-19. First and foremost, we wish the president and first lady a
swift and full recovery. Obviously the news adds a layer of uncertainty to an already contentious election cycle.

The immediate market response has been relatively mild so far. US stocks were lower at open the morning of
October 2, but some assets that are perceived to be more resilient in the face of a risk-off environment, such
as Treasuries, gold, and the Japanese yen, have shown no real sign of added strength early on. The news
adds to the election uncertainty, however. Trump will be unable to campaign in person during the quarantine
period that he observes—and maybe longer if he exhibits more serious symptoms—uwhich possibly could hurt
his reelection chances. On the other hand, the United Kingdom’s Prime Minister Boris Johnson saw his
approval rating rise while he was fighting the infection.

From a market perspective, we think it's better not to speculate on the election impact of the diagnosis. We
do know two things: 1) The response to COVID-19 is very different from case to case, which means only time
will tell how the virus may affect the president, and 2) the president and first lady will be monitored closely and
will have access to some of the best care in the world, which improves the outlook for both of them.

WHY THE ODDS OF ELECTION UNCERTAINTY ARE ELEVATED

The election may be close, especially if the president is able to make a quick recovery from the virus. Looking
at recent election history, the United States has been nearly evenly divided along partisan lines, and the
Electoral College may make the difference between the candidates even smaller. Over the last five presidential
elections, the difference between the two candidates in the popular vote was less than 5% four times, and in
two of those cases the winner in the Electoral College had lost the popular vote. Despite these close elections,
market impact due to a delayed outcome has been limited.

In addition, we’re facing the challenge of holding an election during a global pandemic, which may change the
way many voters cast their ballots. Voting methods already have been shifting for years. Only about 60% of
all voters who cast a ballot in 2016 voted in person on Election Day, according to the US Census Bureau. The
rest voted by mail or used early voting. The number of people voting in person may be significantly lower in
2020. In fact, nine states are using mail-in voting almost exclusively this year. There also may be logistical
problems or long lines at neighborhood polling places due to safety protocols, as we saw in some primaries.
Together, these challenges increase the possibility of post-election uncertainty.
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n THE MARKET RESPONSE TO ELECTION LEGAL CHALLENGES HAS BEEN MEASURED
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Allindexes are unmanaged and cannot be invested into directly.

Past performance is no guarantee of future results.

Finally, Trump has stated that he has concerns about the voting process and the election may need to be
settled in the courts. Both Republicans and Demaocrats are preparing for that possibility and most likely will
have an army of lawyers at the ready. Since 1876, we have had only two elections close enough to effect real
challenges. In 1960 the challenge fizzled quickly. In 2000 there was a smooth transition of power after a
Supreme Court decision ended a recount dispute [Figure 1].

Considering all of this, our base case remains that the election will move relatively smoothly toward an
outcome recognized as legitimate by most Americans. In the case of a delayed or disputed outcome, however,
there are three key scenarios that we believe reflect how financial markets might respond.

SCENARIO #1: DELAYS DUE TO THE TIME IT TAKES TO COUNT THE VOTES

With a larger portion of the population using absentee or mail-in ballots, it may take time to create an official
tally, which may delay media outlets being able to call a winner until after Election Day—although most likely
it will be called within a day or two. In addition, according to the PEW Research Center, more Democrats
prefer to vote by mail than Republicans, which possibly may lead to an early lead by Trump as Election Day
draws to a close in some states, only to then be surpassed by Biden when mail-in votes are processed. There
may be some political posturing as the vote is counted, but we think the market impact would likely be
negligible in this scenario. However, there may be a degree of voter anxiety that accompanies political
pressure to expedite the counting process.

SCENARIO #2: AVOTE RECOUNT

If there is a recount in a close election or charges of fraud in closely contested states, legal challenges may
arise and lead to heightened political tensions. In this scenario, broad equity indexes potentially could decline
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by roughly 5-10%, largely due to the perception of some risk of a more serious escalation. We believe a post-
election market dip would likely prove buyable as disputes move toward resolution via established institutions.

The most comparable historical example is the 2000 election, when a recount in Florida to decide the election
led to legal challenges by Democrats. In 2000, the peak decline in the S&P 500 Index from Election Day until
former Vice President Al Gore conceded the election was just over 8%, as shown in Figure 1.

The election outcome was also contested in 1960 with legal challenges in several states; however, the
challenge wasn't strong enough to rattle markets, which shows the bar may be fairly high for any dispute to
have a market impact. Even in the 2000 election, the catalyst for the market declines isn’t completely clear,
as the election took place in the early stages of the bear market that followed the tech bubble, and that may
have contributed to equity weakness.

SCENARIO #3: A DISRUPTIVE LEGAL OR LEGISLATIVE BATTLE

If the uncertainty caused by scenario #2 were to escalate without a path to resolution, the polarized nature of
our political environment and the already fragile state of the economy may prompt the market to price in the
potential business risks of government dysfunction, causing a correction of 10% or more. We must emphasize
that we believe this to be the least likely outcome of the election.

The best analogy for the type of disruption this may cause is not an election, however, but Standard & Poor’s
2011 downgrade of US government debt after partisan politics came very close to forcing the United States
to default on its debt. Part of Standard & Poor’s rationale for the downgrade shows the potential similarity of
the scenarios: “The downgrade reflects our view that the effectiveness, stability, and predictability of American
policymaking and political institutions have weakened at a time of ongoing fiscal and economic challenges.”
For election uncertainty to cause serious market disruption, it would likely have to rise to this scale.

Two dates mark key lines in the calendar for resolution of election results. Electors of the US Electoral College
will meet December 14, 2020, in their respective state capitols to formally cast their votes. On January 6,
2021, the Senate and House will convene to count the electoral votes. Any uncertainty at these points would
almost certainly create a legally contested election that's more serious than a recount. In 2000, the Democratic
Party and Gore pursued legal processes. However, these were resolved in a timely fashion prior to electors
casting their votes, and there was a smooth transition of power as scheduled.

CONCLUSION

We empathize with concerns about a hotly contested election result. However, we think it's important to
differentiate the political impact of election uncertainty from the market impact. In most cases, despite the
possibility of some market disruption, we believe the stock market will be forward-looking and see past the
period of uncertainty. While there is a fair chance that the election result may be delayed slightly, we expect
the strength of our political institutions to prevail, for the election outcome to be determined fairly, and for a
timely transition of power. Even if the process is bumpier than expected, market risks will likely be tempered
unless there’s a political breakdown that threatens lasting damage to the economy or corporate America, and
we’re a long way from there.

1. “S&P lowers United States credit rating to AA+,” (Reuters, August 5, 2011). https://www.reuters.com/article/us-usa-sp-
downgrade-text/sp-lowers-united-states-credit-rating-to-aa-idUSTRE7750D320110806
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IMPORTANT DISCLOSURES

This material is for general information only and is not intended to provide specific advice or recommendations for any individual. There
is no assurance that the views or strategies discussed are suitable for all investors or will yield positive outcomes. Investing involves risks
including possible loss of principal. Any economic forecasts set forth may not develop as predicted and are subject to change.

References to markets, asset classes, and sectors are generally regarding the corresponding market index. Indexes are unmanaged
statistical composites and cannot be invested into directly. Index performance is not indicative of the performance of any investment and
do not reflect fees, expenses, or sales charges. All performance referenced is historical and is no guarantee of future results.

Any company names noted herein are for educational purposes only and not an indication of trading intent or a solicitation of their
products or services. LPL Financial doesn’t provide research on individual equities.

All information is believed to be from reliable sources; however, LPL Financial makes no representation as to its completeness or
accuracy.

US Treasuries may be considered “safe haven” investments but do carry some degree of risk including interest rate, credit, and market
risk. Bonds are subject to market and interest rate risk if sold prior to maturity. Bond values will decline as interest rates rise and bonds
are subject to availability and change in price.

The Standard & Poor’s 500 Index (S&P500) is a capitalization-weighted index of 500 stocks designed to measure performance of the
broad domestic economy through changes in the aggregate market value of 500 stocks representing all major industries.

All index data from FactSet.

Please read the full Midyear Outlook 2020: The Trail to Recovery publication for additional description and disclosure.

This research material has been prepared by LPL Financial LLC.

Securities and advisory services offered through LPL Financial (LPL), a registered investment advisor and broker-dealer (member
FINRA/SIPC). Insurance products are offered through LPL or its licensed affiliates. To the extent you are receiving investment advice
from a separately registered independent investment advisor that is not an LPL affiliate, please note LPL makes no representation
with respect to such entity.

Not Insured by FDIC/NCUA or Any Other Government Agency | Not Bank/Credit Union Guaranteed | Not Bank/Credit Union
Deposits or Obligations | May Lose Value
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