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Market Performance  
 
The equity market experienced its worst losses in more than 20 
years during October, as the seizure in the credit markets escalated 
concerns about the effects of recession on corporate profitability.  
Signs of recession accelerated during the month as third quarter 
GDP contracted at an annual rate of -0.3%, slowed by a major con-
traction in personal consumption (-3.1%), residential investment  
(-19.1%) and business spending on equipment and software          
(-5.2%).  Record gains in the last week of trading somewhat 
masked the October’s market declines, though, as investors ap-
peared to find value after the dramatic sell-off as well as a degree 
of comfort with the massive policy response to the financial crisis.  
In addition to the U.S. Treasury’s Troubled Asset Relief Program 
(TARP) the Federal Reserve cut interest rates yet again, to 1.0%, as 
well as stepping up to purchase commercial paper.  Indeed, the 
Fed has doubled its balance sheet over the past several weeks as it 
attempts to combat this crisis.   
 
Despite these efforts, selling in the equity markets did not dis-
criminate relative to market capitalization, investment style, sec-
tor, or region, as all areas experienced significant declines.  Things 
weren’t much better in the bond market, as only shorter-term U.S. 
Treasuries experienced demand as investors at times appeared 
willing to be paid next to nothing for the perception of safety.  To 
be sure, the yield on the 90-day Treasury fell close to zero on a 
handful of occasions during the month as deflation fears became 
increasingly prevalent.  Inter-bank lending rates have begun to 
respond, but mortgage and corporate spreads still remain high 
relative to their long-term averages.  Worries of global recession 
were also pervasive in the commodities markets, as major indexes 
also sold-off considerably.  The dollar gained against most curren-
cies.  See Chart 1 for more details of Market Performance. 
 
President Obama – Potential Investment Implications 
 
In case you missed it, Senator Barack Obama (D-Illinois) was 
elected as the 44th President of the United States.  In addition, the 
Democratic Party made powerful strides in the legislative branches 
based on the “coattail effect.” As of this writing, Democrats had 
built on the majority positions in the House (a net gain of +18 
seats for a total of 251) and in the Senate (+5 seats with four races 
undecided for a possible total of 57-58 seats) barely missing the 
critical threshold of a 60-seat super-majority.  It is important to 
note that while Senate Democrats are close to the filibuster-proof, 
60-seat majority, this does not automatically mean swift passage of 
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EQUITIES 

10/31/08 
LEVEL 

MTD 
TOTAL RETURN 

YTD 
TOTAL RETURN 

Dow Jones Industrials 9,325.01  -13.9  -28.2 

S&P 500 968.75  -16.8  -32.8 

NASDAQ 1,720.95  -17.7  -35.1 

Russell 2000  537.52  -20.8  -29.0 

S&P MidCap  568.49  -21.7  -33.0 

Russell 1000 Growth 397.85  -17.6  -34.3 

Russell 1000 Value  521.37  -17.3  -32.9 

MSCI EAFE   1,238.81  -20.2  -43.5 

MSCI  (Emerging Mar-
kets) 

570.52  -27.4  -53.2 

FIXED INCOME 
10/31/08 

YIELD 
MTD 

TOTAL RETURN 
YTD 

TOTAL RETURN 

10-Year Treasury  3.97  -0.8  3.6 

Lehman Aggregate  5.68  -2.4  -1.7 

Lehman Municipal  4.84  -1.0  -4.2 

Lehman Corporate  9.09  -6.4  -14.5 

Lehman High Yield  18.68  -15.9  -24.4 

Lehman Mortgage  5.80  -1.3  2.5 

Lehman Global ex. US  2.87  -2.4  -1.7 

COMMODITIES 
& CURRENCIES 

10/31/08 
LEVEL 

MTD 
TOTAL RETURN 

YTD 
TOTAL RETURN 

CRB Index  268.39  -21.8  -25.2 

Crude Oil - WTI  67.81  -32.6  -29.3 

Gold  718.20  -18.5  -14.0 

Trade Weighted Dollar  86.35  8.8  12.6 

Source: Factset,  Bloomberg, Lehman Brothers, Evergreen Investments.  
*Total Return includes price appreciation & dividend income for equities.  
 
Past performance is not indicative of future results. It is not possible to 
invest directly in an index. 

1. Market Performance as of 10/31/08 
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all legislation.  For example, issues such as “card check” may 
require more votes as some new Democratic Senators hail 
from traditionally conservative states, implying a possible chal-
lenge with party affiliation and constituent demands.  In the 
House, the number of seats held is nearly identical to the 
amount held by Democrats after President Clinton’s Election in 
1992, which lost that majority just two years later.  It remains 
to be seen if this sort of majority in the House pushes an 
Obama Administration further left than the Senate, and his 
response to these developments will prove critical to better 
determine future policy decisions. 
 
History shows an interesting market phenomenon as Presiden-
tial power shifts from a Republican President to a Democratic 
President.  For example, in the transitions of 1960, 1976, and 
1992, the equity markets managed to climb by an average of 
approximately +5.0% in the weeks between Election Day and 
the end of the year.  Furthermore, from a longer-term perspec-
tive, we believe it is important for investors to keep in mind 
that it is not just the occupant of 1600 Pennsylvania Avenue 
that solely determines market performance.  Indeed, since 
WWII, the combination of a Democrat in the White House 
along with a Democratic majority in Congress has resulted in 
an average annual gain of +8.8%.  See Chart 2.   

 
Relative to policy decisions, we believe it is critical to keep in 
mind that the developments of the past two months may ulti-
mately serve as an “agenda-buster” for some far-reaching cam-
paign pledges.  Indeed, by the time President-Elect Obama is 
sworn into office on January 20th, the U.S. will still be in the 
depths of recession while facing a federal budget deficit in 
excess of some $500 billion, potentially marching toward $1 
trillion by the end of 2009.  With this backdrop, governing 
may prove very different from campaigning.  As a result, we 
expect any legislative success will require cross-party support 
on a number of policy issues.  Larger items, such as national-
ized health care and Cap & Trade for carbon emissions, may 
not gain significant traction in 2009, as the economy struggles 

to rebound from the housing and credit crises.  Instead, we 
suspect less aggressive and lower cost moves may initially be 
in play, with the most likely examples being Renewable Portfo-
lio Standard for electricity generation and the government-
negotiated prices for prescription drugs in Medicare.   
 
Another critical point for investors is that tax policy changes 
do not require 60 votes in the Senate because they are part of 
reconciliation, i.e., the federal budget process.  For example, 
President Clinton passed his tax increase with just 51 votes 
and all of President Bush’s tax cuts were passed with just mi-
nority support, which is why they are only temporary.  It 
should also be noted that the U.S. has not experienced a net 
federal tax increase since 1994, a fifteen year period which 
matches the longest post WWII stretch since the 1952-1966 
timeframe.    Considering this “tax holiday” along with the 
current crises in housing, credit and employment, this year’s 
federal tax receipts are expected to dwindle compared to the 
record amount collected in fiscal 2007.   
 
Consequently, Washington will likely feel the need to enact 
further fiscal stimulus in order to help the economy battle the 
recession by quickly introducing a major tax/stimulus bill of 
up to $300 billion, to be partially paid for with increases in 
income, dividends and capital gains taxes.   Early proposals 
from the Obama camp indicated that individual income taxes 
would be raised from 35% to 39.6% for those earning as much 
as $200,000 or more, while cutting taxes for low- and middle-
income households.  Capital gains and dividend taxes are pro-
jected to rise from 15% to 20%, with some proposals touting 
the possibility of an increase to 28% on capital gains.  Corpo-
rate tax rates would remain unchanged at 35% and the estate 
tax would include a $3.5 million exemption and a 45% rate.  
Given their widening spreads relative to comparable Treasur-
ies thus far in 2008, municipal bonds may offer attractive op-
portunities for investors in this environment. See Chart 3. 
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2. Partisan Control, S&P Performance 

Source: Strategas Research Partners, Evergreen Investments; data since 
World War II 
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3. Potential Tax Implications 

Source: Strategas Research Partners, Evergreen Investments 

 Obama  Fiscal Proposals 

 Individual Income Increase tax rates above $250k           
with highest rate at 39.6% 

 Capital Gains/ Dividends Raises rate to 20/20%, possibly          
28% on cap gains 

 Estate Tax 45% rate, 3.5 MM exemption 

 Carried Interest Treats like ordinary income 

 Foreign Profits Tax income earned overseas 

 Other Credit ends taxes for 10MM people 



3 

 
From a sector standpoint, several groups may be most af-
fected by the potential for changes in policy in the months 
and years ahead.    
 
• Financials – Perhaps more than any other sector, the finan-

cial services industry is likely to spend the most time in the 
headlines, and in front of congressional sub-committees, in 
2009.  In an Obama Administration, the prospects are 
likely for investment banks, asset managers, student lend-
ers and credit rating agencies to experience increased regu-
lation.  Negative headlines, reduced revenue streams and 
higher costs of compliance with the increased oversight 
could negatively impact profitability for many companies 
in these industries.  The prospects for Life Insurers, 
though, may improve as Democrats may choose to preserve 
many tax-advantaged products. 

 
• Health Care – Major pharmaceuticals and some biotechnol-

ogy firms will likely receive little favor with President 
Obama, who supports drug re-importation and govern-
ment-negotiated prices for Medicare.  Managed care may 
struggle as Democrats initiate plans for nationalized health 
programs, but the high costs and large federal deficits may 
shelve this issue for a few years.  Generic drug makers may 
benefit, though, from the negotiated pricing initiatives as 
well as smaller biotech firms active in stem cell research, as 
increased funding may surface during the next administra-
tion. 

 
• Energy – Integrated oil will likely experience a reduction/

elimination of the tax deduction for U.S. production along 
with foreign tax credits early in 2009 and the Democratic 
congress will likely force some action relative to “windfall 
profits” against the major oil companies.  Obama may also 
increase tax advantages and subsidies for wind/solar pro-
ducers. 

 
• Utilities – While the “Cap and Trade” (of carbon emissions) 

initiative is supported on the left side of the aisle, the cost 
and complexities of the legislation may result in it being 
put off until 2010.  The Renewable Portfolio Standard 
stands a strong chance of being passed early next year.  A 
dividend tax increase, though, is supported by Obama, 
likely placing a cloud over these traditional havens for in-
come investors. 

 
• Tech/Telecom – Increased regulation will likely take center 

stage in an Obama administration, as FISA lawsuits and 
antitrust measures accelerate. Tech companies could also 
push President Obama for “net neutrality,” which would 
hurt the Bells. 

 
• Industrials & Materials – The potential for a major infra-

structure stimulus bill bodes well for many engineering 
and construction firms, as well as steel manufacturers.  

 
Conclusion   
 
Given all the media hype, it’s very easy for investors to either 
anticipate with glee or struggle with anxiety relative to the 
election’s outcome and the potential impact policy changes 
may have on some components of their portfolios.  Yet we 
also believe that it should more compelling to focus on the 
historical success of diversified strategies within long-term 
portfolios.   Indeed, the U.S. economy and the financial mar-
kets have a long and successful history of adaptability, recov-
ery, innovation, and growth.  Time and time again the econ-
omy and the markets have displayed each of these traits when 
dealing with change.  Regarding the potential fiscal changes, it 
is important to note that while tax policy is an important car-
rot for investors, it is equally important to consider other ar-
eas for market valuation.  Interest rates and inflation remain 
well-below long-term averages and various technical and fun-
damental measures continue to point toward an oversold con-
dition.  As a result, we suspect many of the anticipated 
changes and events may have already been priced into the 
markets, further suggesting the correct course is fully diversi-
fied strategies over the long-term. 
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