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Here we are in the second half of an election year, and I am once more compelled to write about why investors should
not consider changing their investment portfolio in light of the upcoming presidential election. I’ll start by saying that
Grimes & Company is politically neutral. We are trying to build portfolios to provide clients with the smoothest ride so
that they do not feel tempted to do anything drastic with their investments during good times or bad. We want to make
investing – and staying invested – as easy as possible for clients. We measure and react to what markets actually do, and
we do not position accounts on behalf of predictions.  This includes guessing what the future will bring based on who
could win political office.

Politics, and especially Presidential elections, dominate the news cycle for months. The back and forth between
candidates, parties, and pundits make it seem as if there is not only a big gap between the potential future each outcome
presents, but also “if the other side wins, we’re all in trouble”. This heavy coverage paired with dire predictions can make
elections seem like a big deal, and they certainly are. The impact on taxes and regulations can have very important
implications on tax and estate planning strategies for families and finance department decisions at companies. Tactics
for positioning for these things are a case-by-case basis that can be discussed as new laws come to life. However,
election results should not impact investment portfolios.

Studies of market and economic data show little differentiation between either returns or growth under either political
party. Results can vary based on when you start (1900? 1940? 1970?) and how you attribute the data (Do you start
measuring on election day or inauguration day? Do you lag the economic data?), but in any study the difference is minor,
if any. The same analysis holds when looking at sectors. Just because a candidate’s rhetoric sounds like it would help or
hurt a sector, these themes rarely present true opportunity in actuality.

Given the apparent stakes, why is this? First, there is typically a big gap between campaign rhetoric and policy
implementation. Every candidate has their wish list, but once they go through the reality of legislation, impacts are
watered down by tradeoffs.

Second, while many political issues are important to voters, not every political issue is important to the markets. Outside
of economic policy issues like regulation, taxes, and trade, most political issues have little impact on the markets.

Third, fiscal policy is just one of many factors that drive the markets. The primary drivers of the market are demographics
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and technological progress, then business and credit cycles. In fact, markets are impacted more by monetary policy (“the
Fed”) than fiscal policy, both in normal times and times of market crisis. Technologies evolve, business cycles flow, and
occasionally bubbles occur and get popped.

And regardless of who wins, they face the same global economy upon entering and, more importantly, will have to face
the same surprises once in office. One person, even if in a position as powerful as the President of the United States, can
only have so much impact on policy, let alone the economy. After all, are we really going to pin the worst part of the
Great Depression on Herbert Hoover, who was in office between 1929 and 1933? Were the Tech Wreck and September
11th really George W. Bush’s fault, just months into his term? These people came into office at the very top of the market
when the seeds of crisis had been sowed for some time and the price bubbles already formed.

So then what does matter? Three things. First is net government spending: is the government a net fiscal spender or not?
Net spending is a boost for growth, but can increase debt, which can push rates up. Higher growth helps stocks, while
higher rates would hurt fixed income.

Second is single versus split party government. Single party means the party in office can pass more of its agenda,
whereas split party means more compromise. Markets tend to like split parties, as it means less spending and, more
importantly, fewer big policy shifts, which can drive uncertainty.

This brings us to the third thing markets care about: certainty. One consistent election pattern is that markets often rally
after the election. Why? Because as the election approaches, investors and businesses will start to postpone decisions.
Once the election has passed, regardless of the winner, markets tend to rally as investors and businesses see certainty on
the policy front and can return to making decisions on other, more important, factors.

We live in a polarized world. Politicians trying to earn a vote, pundits trying to gain a following, and news media trying to
get eyeballs all have an incentive to make elections seem like important market events. Some people may feel like
shifting their investment strategy as a way to protest, protect, or profit. That is foolish. Election outcomes are hard to
predict. Presidents do not determine stock market returns. Vote at the polls. Don’t vote with your portfolio.

IMPORTANT DISCLOSURE INFORMATION

Please remember that past performance may not be indicative of future results.  Different types of investments involve varying degrees of risk, and there can be no
assurance that the future performance of any specific investment, investment strategy, or product (including the investments and/or investment strategies recommended or
undertaken by Grimes & Company, Inc. [“Grimes”]), or any non-investment related content, made reference to directly or indirectly in this blog will be profitable, equal any
corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful.  Due to various factors, including changing
market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions.  Moreover, you should not assume that any discussion or
information contained in this blog serves as the receipt of, or as a substitute for, personalized investment advice from Grimes. To the extent that a reader has any questions
regarding the applicability of any specific issue discussed above to his/her individual situation, he/she is encouraged to consult with the professional advisor of his/her
choosing. Grimes is neither a law firm nor a certified public accounting firm and no portion of the blog content should be construed as legal or accounting advice. A copy of
the Grimes’ current written disclosure Brochure discussing our advisory services and fees is available for review upon request or at www.grimesco.com/form-crs-adv/. Please
Note: Grimes does not make any representations or warranties as to the accuracy, timeliness, suitability, completeness, or relevance of any information prepared by any
unaffiliated third party, whether linked to Grimes’ web site or blog or incorporated herein, and takes no responsibility for any such content. All such information is provided
solely for convenience purposes only and all users thereof should be guided accordingly. Please Remember: If you are a Grimes client, please contact Grimes, in writing, if
there are any changes in your personal/financial situation or investment objectives for the purpose of reviewing/evaluating/revising our previous recommendations and/or
services, or if you would like to impose, add, or to modify any reasonable restrictions to our investment advisory services.  Unless, and until, you notify us, in writing, to the
contrary, we shall continue to provide services as we do currently. Please Also Remember to advise us if you have not been receiving account statements (at least
quarterly) from the account custodian.
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