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All politics is national

Thomas P. “Tip"” O'Neill, who notably served as speaker of the
House for a decade, was fond of reminding his colleagues that
“all politics is local.” His famous tagline was intended to con-
vey a belief that political influence was derived through service
to one’s constituents, party loyalty, and an ability to deliver
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federal largesse to local communities. Much has changed since
the former speaker retired almost 40 years ago. All politics is
now national. Voters are more reluctant to divide their votes
for different offices between the two parties, and the degree
of disdain held by each party’s adherents for the other has in-
creased in the past decade.

While partisanship is not a new phenomenon in the United
States, the level of animosity has increased markedly. Social
media is one culprit, as is the notable rise in the number of un-
affiliated voters, whose exit from active political participation
often leaves each party without moderating voices in primary
elections. A survey conducted by the Pew Research Center in
2016 showed that 47% of Republicans and 35% of Democrats
viewed members of the other party as “immoral.” A similar
survey conducted just six years later indicated that almost
three-quarters of Republicans and two-thirds of Democrats
held that view.2

As the ideological gulf between the Republican and Demo-
cratic parties widens, fewer voters appear willing to vote for a
candidate for Congress from one party but simultaneously
choose a presidential candidate from the other.> The number of
congressional districts that voted for a presidential candidate

o UBS



and a House representative from different political parties de-
clined from 190 in 1972 to just 16 in 2020.* The same trend is
evident in the Senate, where 90% of elections held since 2012
have been won by candidates aligned with the party that won
that state’s most recent presidential race.®

None of the presidential candidates is popular with a majority
of voters, and a recent Gallup poll reported that 63% of
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American voters agreed with the statement that both political
parties do a “poor job” of representing their interests.® In that
context, it is not surprising that some independent and third-
party candidates have received more media attention. How-
ever, it is important to keep in mind that these campaigns
generally fail to attract the support needed to become com-
petitive in national elections and win enough electoral

votes (Fig. 1).

Figure 1

Independent and third-party campaigns typically are not competitive

% of % of
Presidential Vice presidential Electoral electoral Popular popular
Year Won candidate candidate Political party vote count  vote vote count vote
1912 v Woodrow Wilson Thomas R. Marshall Democratic 435 81.9% 6,294,327 41.8%
Theodore Roosevelt Hiram Johnson Progressive 88 16.6% 4,120,207 27.4%
William Howard Taft Nicholas Butler Republican 8 1.5% 3,486,343 23.2%
Eugene V. Debs Emil Seidel Socialist 0 0% 900,370 6.0%
1968 v Richard Nixon Spiro Agnew Republican 301 55.9% 31,785,480 43.4%
Hubert Humphrey Edmund Muskie Democratic 191 35.5% 31,275,166 42.7%
George Wallace Curtis LeMay American Independent 45 8.4% 9,906,473 13.5%
1980 Vv Ronald Reagan George H.W. Bush Republican 489 90.9% 43,904,153 50.7%
Jimmy Carter Walter Mondale Democratic 49 9.1% 35,483,883 41.0%
John Anderson Patrick Lucey Independent 0 0% 5,720,060 6.6%
1992 v Bill Clinton Al Gore Democratic 370 68.8% 44,909,326 43.0%
George H.W. Bush Dan Quayle Republican 168 31.2% 39,103,882 37.4%
Ross Perot James Stockdale Independent 0 0% 19,741,657 18.9%
1996 Vv Bill Clinton Al Gore Democratic 379 70.4% 47,402,357 49.2%
Bob Dole Jack Kemp Republican 159 29.6% 39,198,755 40.7%
Ross Perot Pat Choate Reform 0 0% 8,085,402 8.4%
2000 Vv George W. Bush Dick Cheney Republican 271 50.4% 50,455,156 47.9%
Al Gore Joe Lieberman Democratic 266 49.4% 50,992,335 48.4%
Ralph Nader Winona LaDuke Green 0 0% 2,882,738 2.7%
2016 Vv Donald Trump Mike Pence Republican 306 56.9% 62,955,340 46.2%
Hillary Clinton Tim Kaine Democratic 232 43.1% 65,788,564 48.2%
Gary Johnson William Weld Libertarian 0 0% 4,487,570 3.3%
Jill Stein Ajamu Baraka Green 0 0% 1,448,603 1.1%

Source: The American Presidency Project, UC Santa Barbara, 2023
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Looking ahead to November

Once President Joe Biden announced he would seek a second
term, he immediately became the presumptive Democratic
nominee. Former President Donald Trump’s path to the nomina-
tion initially was less certain due to the presence of numerous
competitors, but he handily won both the lowa caucuses and
the New Hampshire primary to become the presumptive Repub-
lican nominee. Former South Carolina Governor Nikki Haley re-
mains in the race but faces an uphill battle for the nomination.

While any one of eight potential
election outcomes is theoretically
possible, we believe four scenarios
are more likely than others.

As we have discussed in prior ElectionWatch reports, US presi-
dents enjoy an extraordinary degree of autonomy in the man-
agement of foreign relations and national security. However, in
the execution of domestic policy, presidents generally must
work with Congress to achieve an enduring legacy. This often
requires a unified government, where both chambers of
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Congress are controlled by the same party as the president.
For examples, look no further than the enactment of the Af-
fordable Care Act in 2010 under unified Democratic control
and the Tax Cuts and Jobs Act in 2017 under unified Re-
publican control.

With the presidency and both chambers of Congress being
contested in 2024, there are eight potential election out-
comes. While any one of them is theoretically possible, we be-
lieve four scenarios are more likely than others. Republicans
are favored to assume control of the Senate because Demo-
crats are defending more seats in this cycle, and some of their
candidates are particularly vulnerable. Majority control of the
House is more difficult to predict because of the exceedingly
narrow margin of control that Republicans now enjoy. Some
state governments are still altering the boundaries of congres-
sional districts, which could affect the outcome of elections in
November. It is far too early to make a prediction about the
outcome of the presidential race, but in Fig. 2 we have set
forth the most likely outcomes for control of Congress based
on who will occupy the Oval Office in 2025. Please note that
we have illustrated the four scenarios that strike us as more
likely outcomes. We plan to provide more precise probabilities
later this year.

Figure 2

Scenarios for control of Congress based on who wins the presidential race

Scenario Possibility if Biden wins Possibility if Trump wins
Republican Senate and Democratic House Possible Possible
Republican Senate and Republican House Unlikely Possible
Democratic Senate and Democratic House Possible Unlikely
Democratic Senate and Republican House Unlikely Unlikely

Source: UBS

Nine months is a long time in politics

Political fortunes can shift appreciably over the course of a
long presidential campaign. Barring an unexpected withdrawal
by either Biden or Trump due to health concerns or legal chal-
lenges, the two candidates will be engaged in an acrimonious
campaign for the next nine months. This will be a test of en-
durance for American voters, who will be subjected to inces-
sant media coverage and repetitive advertising. The impact will
be most pronounced in the six states that will decide the
election outcome.”

As we indicated in our last ElectionWatch report, national polls
should be treated with skepticism because US voters choose

presidents based on the outcome of votes cast in the Electoral
College.® As a result, support from voters in “swing states” is
relatively more important in the general election than the mar-
gin of victory in states where one party or the other is ex-
pected to win. With that said, it is also important to remember
that public opinion can change substantiably in the runup to
Election Day. So national polls in February are unlikely to offer
much clarity about the outcome.

For example, Governor Jimmy Carter held a 33-point advantage

over incumbent Gerald R. Ford in July 1976, but Ford closed the
gap in the ensuing months and only lost the election by two
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points. Four years later, national polls initially showed Carter
with a commanding lead over Ronald Reagan. Reagan, of
course, ended up winning in a landslide.’ Democratic Governor
Michael Dukakis led incumbent Vice President George H.W.
Bush by 17 points in July 1988, but Bush won. Four years after
that, the narrative was reversed. Bush’s early lead in the polls
evaporated and he lost to Governor Bill Clinton. These examples
are not unusual. Economic conditions tend to have an outsize
impact on voter sentiment, a fact not lost on Clinton’s campaign
strategists who urged the Arkansas governor to focus on do-
mestic “kitchen table” issues rather than geopolitics. National
polls generally receive a great deal of media attention, but their
utility value in the initial stages of a general election is limited.

Investment implications

Investors are often anxious to know whether a specific election
result will have a significant impact on portfolio performance.
As we have discussed in prior reports, fiscal and regulatory pol-
icies can affect the performance of specific asset classes in the
short run and should be monitored. However, longer-term
portfolio management decisions should be treated as an apolit-
ical exercise.’® Political biases can have a counterproductive im-
pact on longer-term investment performance by encouraging
risk-averse behavior at precisely the moment when securities
are undervalued and market opportunities are attractive.

Contentious election campaigns do
not, in and of themselves, trigger an
equity market correction.

Equally important, only two dozen presidential elections have
been held since 1928, so there simply are too few data points
to draw a statistically defensible conclusion regarding the po-
litical impact of one party or another on market behavior.
Moreover, the data referenced by pundits often rely on calen-
dar-year performance. This can be misleading because the in-
cumbent executive occupied the presidency for the entire cal-
endar year in which the election occurred. While the result of
any election might have a temporary impact on equity market
sentiment, a credible argument can be made that the incum-
bent president bears as much responsibility, or more, as the
newly elected individual for market performance when a
change of administration occurs. In Fig. 3, we show calendar-
year returns for the S&P 500 in each election year since 1928.
Contentious election campaigns do not, in and of themselves,
trigger an equity market correction.

If one excludes the 2008 presidential election, which occurred
during an unprecedented global financial crisis, the perfor-
mance of the S&P 500 in election years was roughly similar re-
gardless of which party was elected to the presidency (Fig. 4).
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Figure 3
S&P 500 performance in presidential election years

Calendar-year returns, 1928-2020

Presidential Incumbent Candidate S&P 500
election year president elected total returns
2020 Trump Biden 18.4%
2016 Obama Trump 12.0%
2012 Obama Obama 16.0%
2008 Bush W. Obama -37.0%
2004 Bush W. Bush W. 10.9%
2000 Clinton Bush W. -9.1%
1996 Clinton Clinton 23.1%
1992 Bush H.W. Clinton 7.7%
1988 Reagan Bush H.W. 16.8%
1984 Reagan Reagan 6.3%
1980 Carter Reagan 32.4%
1976 Ford Carter 23.8%
1972 Nixon Nixon 19.0%
1968 Johnson Nixon 11.1%
1964 Johnson Johnson 16.5%
1960 Eisenhower Kennedy 0.5%
1956 Eisenhower Eisenhower 6.6%
1952 Truman Eisenhower 18.4%
1948 Truman Truman 5.5%
1944 Roosevelt Roosevelt 19.8%
1940 Roosevelt Roosevelt -9.8%
1936 Roosevelt Roosevelt 33.9%
1932 Hoover Roosevelt -8.2%
1928 Coolidge Hoover 43.6%

Source: Bloomberg, UBS

Figure 4
Returns are similar regardless of the winning party

Average S&P 500 total returns, excluding 2008

Performance with
Democrat elected

Performance with
Republican elected

Presidenial
election years

1928-2020 15.3% 12.3%
1948-2020 12.4% 13.9%
1960-2020 12.4% 15.1%

Source: Bloomberg, UBS
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Policy issues in play

The two presumptive presidential candidates are very familiar
to the US electorate, and their policy platforms are markedly
different. President Biden is expected to emphasize the impli-
cations of climate change and disparities in wealth and in-
come. He will likely focus as much attention as possible on
abortion rights to encourage higher turnout among registered
Democrats and unaffiliated voters. Former President Trump is
expected to emphasize the adverse impact of inflation on
American households and the national security threat posed
by a porous southern border. He will likely also focus attention
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on the need to execute new trade agreements under a threat
of broadly imposed tariffs.

In Fig. 5 below and on the next page, we review some of the
salient policy issues expected to receive the most attention in
Congress. The expiration of a wide range of personal tax pro-
visions, ranging from higher estate tax exemptions to limita-
tions on state and local tax deductions, will be addressed by
Congress in 2025. The outcome of the election will affect how
those provisions are handled.

Figure 5

Potential impact of the election on sectors, fiscal policy, and geopolitics

Sectors
Thus far, a bipartisan compromise on defense funding and foreign aid has proven elusive. We believe a compromise will be
reached by the end of March that will provide for higher spending in the next fiscal year. Both candidates are expected to
Industrials support aid for Israel, but more stringent conditions may be attached to future aid. Military assistance for Ukraine has

become a more contentious issue, and a Trump administration would be more likely to encourage a negotiated settlement

to the conflict.

The two candidates are expected to highlight their alternative approaches to energy policy. A Trump administration would

be expected to advocate forcefully for a reduction in expenditures related to the Inflation Reduction Act (IRA). A unified
Energy government under GOP control would be necessary for this to occur and might still encounter opposition. A Trump admin-

istration would likely remove barriers to fossil fuel development. The key issue to watch during 2024 will be oil prices due

to a potentially broader conflict in the Middle East.

The outcome of the election will affect regulatory policy, but Congress is set to encounter difficulty passing substantive
legislation regardless of who is elected president. We would expect a Biden administration to impose more stringent rules

Financials

and interpret regulations that increase the cost of compliance for banks. A Trump administration would be more likely to

support some deregulation and tailoring of existing rules and regulations that could simplify the oversight of banks and

lower compliance costs.

Healthcare policy will likely have a lower profile in this election. We expect President Biden to claim credit for authorizing
Medicare to negotiate some pharmaceutical prices. However, we do not expect additional drug pricing proposals to gain

Healthcare

much traction in a closely divided Congress. Republicans are unlikely to sponsor major healthcare policy initiatives and

appear to have little appetite to roll back the IRA’s drug pricing provisions, but will likely focus attention on rising health-

care costs.

As the next Congress reconvenes in January 2025, both parties will be focused on passing a major tax bill. We expect all
federal tax expenditures—including municipal tax exemption—to be actively debated, but substantive changes to tax

Municipals

exemption appear unlikely. Public interest groups are advocating for a change to the Internal Revenue Code that would

permit advance refundings. We believe this is unlikely in a Republican scenario but remains a possibility in a Democratic

sweep or a divided government.

Section 1031 now applies only to exchanges of real property. Exchanges of personal or intangible property are no longer
exempt from treatment as a gain or loss under the Internal Revenue Code. We place a low probability on the restoration

Real estate

of personal or intangible property as eligible exchanges for 1031 treatment. Previous Democratic administrations have

discussed further limitations on 1031 exchanges, but the probability of substantive restriction in a closely divided Con-

gress is low.

Technology policy has been front and center in both domestic policy and international relations for the past five years. The

Technology and
communication
services

four pivotal issues for the two presidential candidates are: 1) the perception of disproportionate market power of large
technology companies; 2) the impact of mergers and acquisitions by large technology companies on competitive practices;
3) bilateral relations with China; and 4) the risks, threats, and opportunities of artificial intelligence. Of these, the campaign
will probably focus most intensely on the third.

Continued on next page
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Fiscal policy

Management of the growing federal deficit is now top of mind for many members of Congress. Republicans are likely to
focus on reductions to domestic policy programs, while Democrats will likely focus on raising new revenue to support

Federal deficit existing programs. A unified government under either party would result in policies aligned with those priorities. A
divided government would result in only incremental changes that might slow the rate of growth but not reverse the size
of the deficit.

Congress will address a variety of expiring personal tax provisions after the election. We believe an increase in the limita-
tion to the state and local tax deduction is probable, but a return to an unlimited deduction is more problematic because it

Personal tax would result in foregone revenue to the federal government, thereby raising the deficit. The top marginal tax rate is sched-

provisions uled to revert to 39.6% in 2026. A unified Democratic government will likely target lower income levels for relief. A uni-
fied government under GOP control would seek to make the existing rates permanent.
Estate tax The federal estate tax exemption will be cut in half in 2026, adjusted for inflation, due to the sunset provision in the Tax
rovisions Cuts and Jobs Act. We expect a spirited debate over whether to adjust the exemption higher, but the outcome will depend
P on the election results.
Geopolitics

Immigration and border protection has become a contentious campaign issue. Republican candidates are likely to focus on
the threat to national security from a porous border. Democrats will likely focus on the GOP’s unwillingness to strike a leg-
islative compromise. At present, it is unclear whether a legislative compromise will be reached prior to the election.

Immigration and
border protection

A negotiated outcome that allows the US to resume military assistance to Ukraine and Israel is proving more elusive than

Foreign aid . . . . " . . "
1gn ai expected, but we still anticipate a compromise over increased military aid, subject to some conditions.

Global trade relationships will be front and center in the next administration. A second Biden administration will likely pur-
sue the “high fence, small yard” policy, whereby the most advanced technology is highly restricted, but trade in less sensi-
tive consumer items is less affected. A Trump administration is more likely to implement trade restrictions and impose
broad tariffs on national security grounds to leverage concessions from global trading partners.

International trade

Source: UBS
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'We are obliged to note that there are occasional noteworthy exceptions to the growing reluctance to split tickets. For example, Senator Susan
Collins (R-ME) retained her seat in the US Senate in November 2020 despite the fact that President Biden won the popular vote in Maine by 9
points over former President Trump.

’Pew Research Center, “As Partisan Hostility Grown, Sings of Frustration with the Two Party System,” 9 August 2022.

David C. Kimball, “A Decline in Ticket Splitting and The Increasing Salience of Party Labels,” University of Missouri, 2002. See also Shiro Kuriwaki,
“Is Ticket Splitting More Prevalent in State and Local Races?” MIT Election Lab, July 2019. Kuriwaki argues that the instances of ticket splitting
remains more common in state and local races.

4Stef Kight, “Charted: Split-ticket districts are disappearing,” Axios, 6 July 2022, based on data provided by Pew Research Center and the Univer-
sity of Virginia.

>Drew DeSilver, Pew Research Center, 8 December 2022.

6Jarret Renshaw, “Biden, Trump unpopularity buoys third party hopes for 2024 US election,” 17 November 2023.

"The six states that will be contested most actively are Georgia, Arizona, Wisconsin, Michigan, Nevada, and Pennsylvania. One or two others may
be in play as the general election campaign gets underway.

8UBS Chief Investment Office, ElectionWatch 2024, “Early expectations,” 4 October 2023.

°Michael D. Cohen, “Presidential Races Can Change Significantly as Election Day Approaches,” Gallup, 26 October 2000.
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Disclaimer

UBS Chief Investment Office’s (“CIO") investment views are prepared and published by the Global Wealth Management business of
UBS Switzerland AG (regulated by FINMA in Switzerland) or its affiliates (“UBS"), part of UBS Group AG (“UBS Group”). UBS Group
includes Credit Suisse AG, its subsidiaries, branches and affiliates. Additional disclaimer relevant to Credit Suisse Wealth Management
follows at the end of this section.

The investment views have been prepared in accordance with legal requirements designed to promote the independence of in-
vestment research.

Generic investment research — Risk information:

This publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell any invest-
ment or other specific product. The analysis contained herein does not constitute a personal recommendation or take into account
the particular investment objectives, investment strategies, financial situation and needs of any specific recipient. It is based on nu-
merous assumptions. Different assumptions could result in materially different results. Certain services and products are subject to
legal restrictions and cannot be offered worldwide on an unrestricted basis and/or may not be eligible for sale to all investors. All
information and opinions expressed in this document were obtained from sources believed to be reliable and in good faith, but no
representation or warranty, express or implied, is made as to its accuracy or completeness (other than disclosures relating to UBS). All
information and opinions as well as any forecasts, estimates and market prices indicated are current as of the date of this report, and
are subject to change without notice. Opinions expressed herein may differ or be contrary to those expressed by other business areas
or divisions of UBS as a result of using different assumptions and/or criteria.

In no circumstances may this document or any of the information (including any forecast, value, index or other calculated amount
(“Values")) be used for any of the following purposes (i) valuation or accounting purposes; (ii) to determine the amounts due or pay-
able, the price or the value of any financial instrument or financial contract; or (iii) to measure the performance of any financial instru-
ment including, without limitation, for the purpose of tracking the return or performance of any Value or of defining the asset alloca-
tion of portfolio or of computing performance fees. By receiving this document and the information you will be deemed to represent
and warrant to UBS that you will not use this document or otherwise rely on any of the information for any of the above purposes.
UBS and any of its directors or employees may be entitled at any time to hold long or short positions in investment instruments re-
ferred to herein, carry out transactions involving relevant investment instruments in the capacity of principal or agent, or provide any
other services or have officers, who serve as directors, either to/for the issuer, the investment instrument itself or to/for any company
commercially or financially affiliated to such issuers. At any time, investment decisions (including whether to buy, sell or hold securi-
ties) made by UBS and its employees may differ from or be contrary to the opinions expressed in UBS research publications. Some
investments may not be readily realizable since the market in the securities is illiquid and therefore valuing the investment and iden-
tifying the risk to which you are exposed may be difficult to quantify. UBS relies on information barriers to control the flow of informa-
tion contained in one or more areas within UBS, into other areas, units, divisions or affiliates of UBS. Futures and options trading is
not suitable for every investor as there is a substantial risk of loss, and losses in excess of an initial investment may occur. Past perfor-
mance of an investment is no guarantee for its future performance. Additional information will be made available upon request.
Some investments may be subject to sudden and large falls in value and on realization you may receive back less than you invested
or may be required to pay more. Changes in foreign exchange rates may have an adverse effect on the price, value or income of an
investment. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales personnel and
other constituencies for the purpose of gathering, synthesizing and interpreting market information.

Different areas, groups, and personnel within UBS Group may produce and distribute separate research products independently of
each other. For example, research publications from CIO are produced by UBS Global Wealth Management. UBS Global Research
is produced by UBS Investment Bank. Research methodologies and rating systems of each separate research organization
may differ, for example, in terms of investment recommendations, investment horizon, model assumptions, and valuation methods.
As a consequence, except for certain economic forecasts (for which UBS CIO and UBS Global Research may collaborate), investment
recommendations, ratings, price targets, and valuations provided by each of the separate research organizations may be different, or
inconsistent. You should refer to each relevant research product for the details as to their methodologies and rating system. Not all
clients may have access to all products from every organization. Each research product is subject to the policies and procedures of the
organization that produces it.

The compensation of the analyst(s) who prepared this report is determined exclusively by research management and senior manage-
ment (not including investment banking). Analyst compensation is not based on investment banking, sales and trading or principal
trading revenues, however, compensation may relate to the revenues of UBS Group as a whole, of which investment banking, sales
and trading and principal trading are a part.

Tax treatment depends on the individual circumstances and may be subject to change in the future. UBS does not provide legal or tax
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advice and makes no representations as to the tax treatment of assets or the investment returns thereon both in general or with
reference to specific client’s circumstances and needs. We are of necessity unable to take into account the particular investment ob-
jectives, financial situation and needs of our individual clients and we would recommend that you take financial and/or tax advice as
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Manager or an External Financial Consultant, UBS expressly prohibits that it is redistributed by the External Asset Manager or the
External Financial Consultant and is made available to their clients and/or third parties.
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