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When “everyone” on Wall Street is expecting “Gridlock Good,” brace for downside.

Exhibit 1 shows every notable S&P 500 decline since we launched the WisdomTree U.S. LargeCap Dividend Fund (DLN).
While it sometimes did not beat the S&P 500, DLN outperformed the S&P 500 Value Index in all 17 instances in which
the S&P 500 declined 5% or more since we launched the Fund in 2006.

Exhibit 1: Performance During Market Declines

Standardized fund  and month-end performance can be found here.

The election is going to be locked up in the courts for weeks. You knew that. The consensus has Joe Biden in the White
House, Democrats with a narrow House majority and Republicans keeping the Senate.

Gridlock Good. Buy stocks, according to Wall Street—especially given the recent positive news around vaccines.
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There are a few problems with Gridlock Good. 

For one, has anyone on the Street been on social media lately? Yikes. Count me skeptical about this nation’s “time for
healing.”

Meanwhile, in order for Gridlock Good to play out, you need…gridlock.

We still have the Georgia Senate run-off on January 5; that result will decide that body's balance of power. PredictIt, the
event futures market, gives Democrats a 26% probability of taking a majority in that chamber. If they pull it off, that is the
“Blue Wave,” whereby Democrats control the White House, Senate and House of Representatives. 

Some have harkened back to Bill Clinton’s second term in the mid- to late-1990s. That was a gridlock sweet spot: A
Democratic president working with Republican house speaker Newt Gingrich in a pro-business environment. The bull ma
rket raged. 

But do you recall Bill and Newt battling a pandemic? Was China on the front page of The Wall Street Journal? Did Feder
al Reserve (Fed) Chair Alan Greenspan have policy rates at zero?

Stop comparing apples to oranges.

Also, consider the bull market’s age. Bill Clinton’s run-in with the Republicans started in November 1994, barely four
years into the S&P 500’s rally. It was five more years until the market sputtered, with the bull declared dead at the nine-
and-a-half year mark. COVID-19 crash notwithstanding, our current bull market is on the precipice of a 12th birthday.

I do not understand the calculus that compares the current stock market to previous administrations, as if valuations are
uniform—or as if either party’s planks remotely resemble those of yesteryear.

Think about the last century: a Great Depression that lasted a generation, two presidents fighting a two-front world war,
another president assassinated, another three on the clock during runaway inflation, another that entered office on the
eve of 9/11. Now, both Trump and Biden are on the scene for a pandemic.

How are we supposed to scan the annals of the Wilson or Coolidge administrations for guidance on whether or not to
overweight Facebook?

You know the question: “How has the market performed in previous periods when the President’s party was different
from the party that controlled the Senate?”

If you still want an answer: Most of the time, it went up. In any four-year window of time, chances are that stocks go up.
Except that time. Richard Nixon and Gerald Ford’s eight years in the White House had Democrats opposition in the
House and Senate throughout. Gridlock Good, right? The S&P 500 laid an egg (figure 1).

Figure 1: Washington Gridlock, S&P 500 Gridlock Too

Can the market rally from 2020–2024? Of course. If history is any guide, it probably will. Then again, no one has invented
a cure for stock declines, not even the Fed.

For value investors, consider DLN’s 17 out of 17 record versus the S&P 500 Value Index in market declines. Gridlock
Good? Maybe. Then again, maybe not.
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There are risks associated with investing, including possible loss of principal. Funds focusing their investments on certain
sectors increase their vulnerability to any single economic or regulatory development. This may result in greater share
price volatility. Please read the Fund’s prospectus for specific details regarding the Fund’s risk profile.

For standardized performance and the most recent month-end performance click here NOTE, this material is intended
for electronic use only. Individuals who intend to print and physically deliver to an investor must print the monthly
performance report to accompany this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.

WisdomTree BLOG ARTICLE

WisdomTree.com  1-866-909-WISE (9473)

https://wisdomtree.com/blog/glossary#bullish
https://wisdomtree.com/blog/glossary#federal-reserve
https://wisdomtree.com/blog/glossary#inflation
https://www.wisdomtree.com/investments/performance
https://wisdomtree.com/-/media/7ae44b76bd3149b4a55e58a7694530b1.ashx
https://www.wisdomtree.com/investments/blog/2020/11/30/are-you-sure-markets-love-washington-gridlock


IMPORTANT INFORMATION

U.S. investors only: Click here to obtain a WisdomTree ETF prospectus which contains investment objectives,
risks, charges, expenses, and other information; read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign investing involves currency, political
and economic risk. Funds focusing on a single country, sector and/or funds that emphasize investments in smaller
companies may experience greater price volatility. Investments in emerging markets, currency, fixed income and
alternative investments include additional risks. Please see prospectus for discussion of risks.

 

Past performance is not indicative of future results. This material contains the opinions of the author, which are subject to
change, and should not to be considered or interpreted as a recommendation to participate in any particular trading
strategy, or deemed to be an offer or sale of any investment product and it should not be relied on as such. There is no
guarantee that any strategies discussed will work under all market conditions. This material represents an assessment of
the market environment at a specific time and is not intended to be a forecast of future events or a guarantee of future
results. This material should not be relied upon as research or investment advice regarding any security in particular. The
user of this information assumes the entire risk of any use made of the information provided herein. Neither WisdomTree
nor its affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal advice. Investors seeking tax or legal
advice should consult their tax or legal advisor. Unless expressly stated otherwise the opinions, interpretations or findings
expressed herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form and
may not be used as a basis for or component of any financial instruments or products or indexes. None of the MSCI
information is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind
of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an
indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on
an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of
its affiliates and each entity involved in compiling, computing or creating any MSCI information (collectively, the “MSCI
Parties”) expressly disclaims all warranties. With respect to this information, in no event shall any MSCI Party have any
liability for any direct, indirect, special, incidental, punitive, consequential (including loss profits) or any other damages (
www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom, Tripp Zimmerman, Michael
Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel,
Ryan Krystopowicz, Jianing Wu, and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Bullish  : a position that benefits when asset prices rise.

Federal Reserve  : The Federal Reserve System is the central banking system of the United States.

Inflation  : Characterized by rising price levels.
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