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US elections: weighing
the odds

US presidential elections are just one of a cluster of highly volatile events
Additional stimulus is key, but timing is uncertain

We maintain a high-quality stance in our Global Macro portfolios

With two weeks to go, the 2020 US Elections have entered the final straight. While both the betting odds and the
polls show former Vice President Biden leading decisively against President Trump, there is still a chance of an
October surprise.

Even with 48 hours to go, key events occurred in the 1968 (Vietnam ‘Halloween Peace’) and 1980 (the final debate)
presidential races. The past month has already seen the death of one Supreme Court justice and the nomination of a
replacement; a rancorous debate, POTUS being hospitalized with Covid-19, and now speculation regarding Biden’s
son Hunter’s involvement in various overseas business deals with potential conflicts of interest.

While derivative markets have been pricing in somewhat
higher volatility around 3 November, until recently

equities and credit spreads have not factored in any Article . .

meaningful potential risks. We think the US presidential For professional investors

election —and, perhaps more importantly for the US October 2020

Treasury market and dollar, the Senate elections — are just

one of a cluster of highly volatile events, as discussed in Regina Borromeo, Senior portfolio manager
our recent Global Macro Quarterly OQutlook. Rikkert Scholten, Strategist Global Macro

Jamie Stuttard, Head of Global Macro

Betting odds and polling swing in favor of Biden

Since the summer, our view has been that voting momentum
will follow the path of the pandemic and the economic
recovery. Trump’s handling of the coronavirus pandemic has
been compared to George W Bush’s mishandling of the
disaster response to Hurricane Katrina, which coincided with
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afall in the then President’s polling and approval ratings." Biden currently has a strong lead in betting odds and national
polls and seems to be ahead in key battleground states such as Pennsylvania, Wisconsin and Michigan, following the first
chaotic presidential debate and Trump’s subsequent hospitalization with Covid-19.

Figure 1 | Betting odds: Trump vs. Biden
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Source: Real Clear Politics https://www.realclearpolitics.com/elections/betting odds/2020 president/

National polls have seen Biden extend his lead to over 10% recently, a larger spread compared to 2016 when Hilary Clinton
ran against Trump. Remember, because of the US’s electoral college system, a 3% national poll lead for Biden could fail to
be translated to state (electoral) level, as occurred in 2016.

Figure 2 | Poll results: an updating average of 2020 presidential general election polls, accounting for each poll’s quality,
sample size and recency
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Source: FiveThirtyEight https://projects.fivethirtyeight.com/polls/president-general/national/

Thttps://www.latimes.com/opinion/story/2020-03-19/donald-trump-coronavirus-covid-19-george-w-bush-katrina
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Biden’s recent surge has led markets to price in a base-case probability of Democrats gaining control over both houses of
Congress, the Senate and House of Representatives, in a so-called ‘Blue Wave' scenario. With the vote for the House
expected to remain more than 90% probability for the Democrats, the vote for the Senate is key. To gain control, the
Democrats need to flip three Senate seats if Biden wins (or four if he loses). Critical states in the vote for the Senate will be
Alabama, Arizona, Colorado, Georgia, lowa, Maine, Michigan, Montana, North Carolina, and Texas. PredictiT and
FiveThirtyEight models give a 66% chance for a Democratic Senate with trend direction similar to the presidential elections.

Thrust of Biden’s policy and potential Democratic blue wave

Biden's election platform is more progressive and liberal than what investors would have historically expected from a
moderate candidate. His proposed spending plan of over USD 6 trillion for the next 10 years includes infrastructure (USD
1.3 trillion), climate change (USD 1.7 trillion), healthcare (USD 750 million) and higher education (USD 1.5 trillion). The
plan suggests these elements will be mostly financed by increases in income tax, capital gains taxes and corporates (28%
tax rate) as well as closing tax loopholes. However, legislating these changes could be difficult in practice. Even if the
Democrats win both the presidency and the Senate, any legislation would need to gain approval from the moderate
Demoacrats in Congress as well. In addition, some of the proposed measures will require a supermajority of at least 60
seats in the Senate, or face a difficult approval process.

‘Biden’s election platform is more progressive and liberal than what investors would have
historically expected from a moderate candidate’

The recent positive response to the probability of a Blue Wave increasing suggests the market has endorsed the view that a
large stimulus plan, along with less foreign policy uncertainty, should offset the negative effects of higher taxes and more
financial requlation. This is a change compared to several months ago, when the Blue Wave scenario was viewed by the
consensus with risk-off concern over higher taxes. We see four main scenarios regarding election results, depicted in the
table below.

Figure 3 | Main election scenarios and expected implications

Scenarios Probability Impact onrisk Rates Key policies Taxes Fiscal Trade/foreign Policy
sentiment
Biden president 50% Neutral to Higher, steeper USD 6-7 trillion spending  Corp taxes increase from  Coordinated Covid-19 More multilateralism but
& Blue majority positive plan with expansion of 21% t0 25-28% response; USD 2.2 trillion  still focused on China
healthcare coverage new stimulus; USD 6 trillion
) T — - SR ... spendingplan . _— .
Biden president 20% Consensus most Neutral Moderated Infrastructure  Corp taxes increase from  Coordinated Covid-19 More multilateralism but
& split Congress positive with spending/climate 21%to 25% response; USD 1.5 trillion  still focused on China
this scenario initiatives/healthcare ) ) new stimulus
Trump 20% Positive Neutral/Lower 0-USD 500 billion new China tension and potential
& split Congress ) - o - e - ) ) ) o stimulus ) newUKdeal
Trump 10% Negative Higher, steeper USD 2.2 trillion stimulus ~ China tension and potential
& Blue majority new UK deal

Source: Robeco

With a Biden presidency and Blue majority, we expect:
9 Astimulus bill in early 2021 of USD 2 trillion or more and potential sizeable spending on clean energy,
infrastructure and healthcare
9 Continued focus on China but more diplomatic channels. Most Americans in recent Pew research polls view China
negatively. Trade/tech tensions will remain but with fewer surprises, given an expected pragmatic and more
institutional approach
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9 Multilateralism — recommit to international alliances and to a certain extent trade
9 Corporate taxes to be raised from 21% to 25-28%
9 More uncertainty about financial regulation.

Figure 4 | Policy uncertainty indices
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Implications for Fed policy and interest rates

Whether an additional fiscal stimulus deal is agreed ahead of the elections is a key current driver of rates markets. A deal is
much needed, as was underlined in the minutes of the September FOMC meeting. A pre-election deal would lead to higher
Treasury yields and a steeper curve. If no deal is reached before the elections, we still expect one but only after a clear
election result. In that scenario, uncertainty will prevail in the near term on both the fiscal and electoral fronts. We give a
probability of 70% to no fiscal deal before the elections.

To be clear, a contested election is the main risk to fiscal stimulus in the short term. There is only one scenario (Trump, split
Congress) where we don't expect a meaningful stimulus deal in the longer term either.

‘A contested election is the main risk to fiscal stimulus in the short term. There is only one
scenario — Trump, split Congress — where we don’t expect a meaningful stimulus deal in
the longer term either’

In early October the US 5-30 yield curve steepened on the prospect of a Blue Wave leading to massive stimulus. A balance
of Wall St banks continue to recommend this stance. Such a scenario is being seen as resulting in higher inflation pressure
and sizeable issuance of US Treasuries. We have a somewhat different view. Yes, a Blue Wave would bring a short-term
stimulus package but the fate of long-term investment plans remains as yet uncertain. In addition, T-bill issuance will
probably act as a buffer to mitigate the duration impact of increased coupon issuance, as happened this spring. In
addition, we think @ move higher in 30-year yields towards levels close to 1.8% could start to attract yield-hungry
(international) investors, capping the yield rise, particularly as Bund yields head to their lowest levels since the spring. We
do not therefore view steepener positions at the long end of the curve as currently attractive.

The better risk-reward, in our opinion, is in 2-5 steepeners. This part of the curve has remained at rock bottom levels and
will be less vulnerable to a contested election. However, in case of a smooth election process and quick stimulus deal, we
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can imagine expectations on the timing of the first Fed hike shifting from 2025 to 2024 or 2023, enough to bring sizeable

steepening in the belly of the curve. In other words, we view it as an asymmetrically attractive curve position.

2000 as guide

Source: Robeco
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