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The Where-Why-How of the Democratic Sweep
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As the 2020 U.S. election cycle finally comes to a close (only a 2020 election cycle could extend into 2021), we
reflect on the results and the impacts they will have through the three stages of our investment process: Where,
Why, and How.
As a reminder, we assess risks and opportunities in the global markets based on these three stages: (1)
identification of value/price discrepancies (Where do prices differ from fundamental value?), (2) assessment of the
macro environment (Why do prices differ from fundamental value?), and (3) designing, constructing, and
maintaining the portfolio (How do we best capture value/price discrepancies?).
A Democratic Sweep
In early January, there were two runoff elections for the Georgia Senate seats. Democrats won both seats, which
gave them half of the 100 seats in the Senate.
With a split Senate, any tiebreaking vote will be made by the new vice president, Kamala Harris. The Democrats
now have effective control of the Senate as well as the House of Representatives and the presidency.
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As we noted in a prior blog post, when we think about the policy implications of the current situation, what
matters is not only which party has the majority but how big the majority is. The Democrats now have the
slimmest of majorities in the Senate. To pass legislation, the Democrats cannot lose a single senator for any vote,
unless there is bipartisan support.
In terms of how we view the Democratic sweep through the stages of our process, it is as follows:
The Where
From a long-term fundamental valuation perspective, the main implications we see from the Democratic sweep
include the potential increases to corporate taxes, additional regulations on the U.S. energy sector, and more
stimulus measures.
The first two changes may likely be negative for U.S. equities longer term. Biden has already said that he wants to
increase tax rates, but as we noted, to increase taxes Democrats cannot lose a single vote in the Senate.
Additionally, Senator Joe Manchin (D-WV) is one of the moderate Democrats whose vote will be critical for various
Democrat policies. Overall, we view the Democratic sweep as neutral to valuation.
The Why
With Democratic control, there is an easier path to more fiscal stimulus. While there are rules about how much
Democrats can spend and the processes they can use, we are likely to see a larger fiscal stimulus package with the
Democrats controlling the Senate than we did with Republican control. This could be positive for U.S. equities and
lead to higher yields on U.S. Treasurys in the short term.
During President Trump’s tenure, we created the Globalism versus Protectionism theme to capture the risks
emanating from his trade policies globally. With the end of his presidency, we have now neutralized this theme
(more on that below).
With fewer headwinds, there may be a less obstructed path for price to gravitate toward value, which justifies
retaining positions—or even increasing them—as we have done.
The How
With this administration change, we see uncertainty dissipating. In particular—and as noted—we retired our
Globalism versus Protectionism theme as we expect the Biden administration to be less protectionist when it
comes to trade and security. The threat of tariffs or a trade war is not eliminated, but the United States should
return to an environment similar to that seen before the Trump administration.
From a How-stage perspective, this macro theme had the effect of increasing the risk of those markets and
currencies we thought were most influenced by trade developments. This elevation of risk is now removed, and
these exposures (mostly Asian markets and currencies) are now more attractive on a risk-adjusted basis than when
this theme existed.
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Disclosure:
This content is for informational and educational purposes only and not intended as investment advice or a
recommendation to buy or sell any security. Investment advice and recommendations can be provided only after
careful consideration of an investor’s objectives, guidelines, and restrictions.
Information and opinions expressed are those of the authors and may not reflect the opinions of other investment
teams within William Blair Investment Management, LLC, or affiliates. Factual information has been taken from
sources we believe to be reliable, but its accuracy, completeness or interpretation cannot be guaranteed.
Information is current as of the date appearing in this material only and subject to change without notice.
Statements concerning financial market trends are based on current market conditions, which will fluctuate. This
material may include estimates, outlooks, projections, and other forward-looking statements. Due to a variety of
factors, actual events may differ significantly from those presented.
Investing involves risks, including the possible loss of principal. Equity securities may decline in value due to both
real and perceived general market, economic, and industry conditions. The securities of smaller companies may
be more volatile and less liquid than securities of larger companies. Investing in foreign denominated and/or
domiciled securities may involve heightened risk due to currency fluctuations, and economic and political risks.
These risks may be enhanced in emerging markets. Different investment styles may shift in and out of favor
depending on market conditions. Individual securities may not perform as expected or a strategy used by the
Adviser may fail to produce its intended result.
Investing in the bond market is subject to certain risks including market, interest rate, issuer, credit, and inflation
risk. Rising interest rates generally cause bond prices to fall. High-yield, lower-rated, securities involve greater risk
than higher-rated securities. Sovereign debt securities are subject to the risk that an entity may delay or refuse to
pay interest or principal on its sovereign debt because of cash flow problems, insufficient foreign reserves, or
political or other considerations. Derivatives may involve certain risks such as counterparty, liquidity, interest rate,
market, credit, management, and the risk that a position could not be closed when most advantageous. Currency
transactions are affected by fluctuations in exchange rates; currency exchange rates may fluctuate significantly
over short periods of time. Diversification does not ensure against loss.
There can be no assurance that investment objectives will be met. Any investment or strategy mentioned herein
may not be appropriate for every investor. References to specific companies are for illustrative purposes only and
should not be construed as investment advice or a recommendation to buy or sell any security. Past performance
is not indicative of future returns.
Copyright © 2020 William Blair & Company, L.L.C. "William Blair” is a registered trademark of William Blair &
Company, L.L.C. No part of this material may be reproduced in any form, or referred to in any other publication,
without express written consent.

