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The potential impact of a surprise Trump victory
By Angelo Katsoras

Introduction
Former U.S. Vice-President Joe Biden remains the overwhelming favourite to become the next president of the United States.
However, recent polls, particularly in the battleground states, have tightened somewhat. This race could become even more
competitive should the following scenarios play out:
 The U.S. economy continues to reopen and gradually recovers.
 A successful vaccine is announced just before the election.
 Polls underestimate the number of Trump supporters, many of whom are unwilling to tell pollsters what they really think.
 The perception that Democrats have moved too far the left on the political spectrum and have gone soft on law and order
gains traction.

U.S.: General Election – Biden leads the polls
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As the following charts illustrate, Trump was polling behind Clinton, too, in most of the battleground states in 2016 but then
went on to win all the states listed below, with the exception of Nevada.

Like 2020, Trump was polling behind Clinton in most battleground states in 2016
Battlegrounds – September 2020 Polls vs. September 2016 Polls in crucial states
2016 Polls (As at 9/15)
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Should Trump pull off a surprise victory, his second term would likely be spent continuing to pursue his first-term priorities.
These include further deregulation, lower taxes, appointing more conservative judges, protectionist trade policies, and further
decoupling from China. Also, government-led efforts to compete with China for leadership in key sectors would intensify.
This report examines Trump’s second-term priorities in greater detail. The growing risk of a contested election is also analyzed.

Greater government involvement in healthcare
Breaking with traditional Republican free-market orthodoxy, Trump’s re-election platform includes pledges to lower
prescription drug prices, cover all pre-existing conditions, cut insurance premiums, and stockpile essential medical
equipment for future pandemics.1 Many other countries will be stockpiling as well, thus ensuring a bull market in this sector
for years to come.
Drug companies, however, face the risk of price controls regardless of who wins the election. Biden supports allowing
Medicare to negotiate drug prices, while Trump recently signed executive orders aimed at lowering the cost of prescription
drugs. One requires healthcare providers to pass along the price discounts that they receive on certain drugs directly to
patients. Another requires Medicare to purchase drugs at the same prices that other developed countries pay.
This executive order will no doubt be challenged in the courts by Big Pharma.
Unlike in 2017, Trump has recently gone silent on his vow to repeal Obamacare, including not being mentioned in his official
platform. The Supreme Court will be hearing a case against Obamacare on November 10 and will probably not render a
decision for many months. The most likely outcome is that much of the law will be left in place.
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Regardless of who wins the election, two factors will lead to greater healthcare coverage:
1. The pandemic is highlighting the fact that healthcare inaccessibility does not just hurt the individual, it can
potentially undermine the health of an entire population.
2. History demonstrates that once a social benefit has been extended, in this case temporary financial support
to COVID-19 patients lacking insurance, it is nearly impossible to claw back. In 1961, Ronald Reagan warned
that if Medicare was passed into law (this occurred in 1965), Americans would lose their economic freedom.
Needless to say that when Reagan became president in 1980, he did not abolish Medicare.

Trump would push for lower taxes in the short term…
The following bullets taken from Trump’s official platform highlight his continual push to lower taxes:
 Cut taxes to boost pay and keep jobs in the United States
 Tax credits for companies that repatriate jobs from China2
Surprisingly, Trump’s official platform does not mention two positions that he has publicly supported in the recent past:
1) extending his 2017 individual tax cuts, which took effect in 2018, past their expiration date of 2025; and 2) cutting capital
gains taxes, which Trump wants to reduce from today’s 23.8% to 15%. In contrast, Biden would raise the rate to 39.6% to
match taxes on ordinary income for those with incomes exceeding $1 million.
More recently, the president signed an executive order temporarily suspending payroll taxes through December 31 for
employees earning $100,000 and less with the the aim of boosting their income during the pandemic. If re-elected,
he would push for this temporary tax cut to be made permanent. He has promised to replace the lost tax revenue,
which funds Social Security and Medicare, with other government funds.
It is important to note that the odds of passing further tax cuts would be exceedingly low given the high likelihood that the House
of Representatives would remain under Democratic control. The size of the budget deficit would also limit the scope for cuts.

…but could be forced to raise certain taxes over the longer term.
As the chart below illustrates, the most significant income tax hikes in the past were implemented in the wake of the
Great Depression and both World Wars. In fact, the top marginal income tax rate did not begin to decline significantly until the
early 1960s, when it went from a high of 91% to a low of 28% in 1986. It currently stands at 37%. If the past is any indication of the future,
the severity of this downturn, the worst since the Great Depression, would suggest that tax hikes are inevitable regardless of who
wins the election, although it is safe to assume that taxes would be much higher under a Democratic administration.3
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Given that Trump’s political base is working class, it would be politically more expedient to raise taxes on high-income earners
who, as the table below shows, voted overwhelmingly for Clinton in 2016.

Continued protectionism with focus on China
On trade, Trump would maintain his hardline stance on China. Disputes over Huawei’s access to 5G networks and China’s
access to U.S. semiconductor technology would only intensify. His official campaign goals regarding trade and in particular
China include the following:
 Allow 100% expensing deductions for essential industries such as pharmaceuticals and robotics that bring their
manufacturing operations back to the United States from countries such as China
 No federal contracts to companies that outsource to China4
 Produce all critical medical supplies and treatments in the United States: While Trump has already signed an executive
order to this effect, it will take several years and tens of billions of dollars in investments to restore this capacity.
Trump has also cancelled Phase 2 trade negotiations with China, citing his displeasure with China’s handling of Covid-19
as justification for the decision. One potential black swan scenario would have Trump canceling the deal altogether and
increasing tariffs immediately following the election.
Strong bipartisan support in favour of taking a hard line against China would force a Biden administration to keep most of
Trump’s policies in place and perhaps even impose further tariffs. For example, China would be targeted by Biden’s
environmental plan, which would impose tariffs against countries with lower environmental standards. China would no doubt
respond to such a move with counter tariffs. Biden has also promised to reduce America’s economic dependence on China.
As he did with NAFTA and South Korea, Trump would continue his drive to renegotiate past trade deals. Next on the list could
be trade with the EU, although he would likely shy away from taking drastic measures in order to focus his energy on China
and on rebuilding America’s economy.
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Would Trump be able to get an infrastructure bill passed?
Despite the fact that both Republicans and Democrats have long supported increased infrastructure spending,
they have so far been unable to agree on a bill for one main reason: Republicans tend to support an infrastructure plan led
primarily by the private sector, whereas Democrats support much more government involvement focused on green initiatives.
Barring the very unlikely scenario of Republicans winning the presidency and both chambers of Congress, a divided
government would make it very difficult for both sides to agree on an infrastructure package. At best they could agree
on certain measures, such as expanding high-speed internet infrastructure and public transportation.

Energy and the environment
In contrast to a Biden administration, a Trump presidency would continue to remove regulatory hurdles to oil, gas and coal
production by way of executive order. Trump’s accomplishments in his first term include rolling back limits on carbon dioxide
emissions for power plants, expanding oil and gas drilling on federal lands, and withdrawing from the Paris climate agreement.
Trump has long said that he withdrew from the 2015 Paris Climate Agreement because it was unfair for the United States to
have to reduce carbon emissions by 26% to 28% of 2005 levels by 2025 while China committed to start reducing emissions only
as of 2030. China also promised in 2015 to more than double its energy production from renewable sources to 20% by 2030.

IT sector under Trump
For starters, we feel that the tense relations with China increase the likelihood of IT companies not being broken up by
either a Democratic or a Republican president because neither wants U.S. companies to become much smaller than their
Chinese rivals.
However, there is strong bipartisan support for more scrutiny of IT companies. The Trump administration is conducting a
wide-ranging antitrust probe into major tech companies. Like Biden, Trump has in the past called for the lifting of legal
immunity for internet companies regarding content posted by their users, a position that is steadily gaining bipartisan
support in Congress.

Competition between China and United States could drive innovation
Growing tensions between China and the United States have substantially raised costs for many companies thanks to
greater protectionism and the obligation of having to operate within increasingly separate economic zones, which entails,
among other things, managing different standards and sometimes building separate supply chains.
Some people argue, however, that this great power competition could ultimately spur major technological breakthroughs.
Indeed, both China and the United States are in the process of significantly ramping up government investments in research
and development in an effort to dominate the next generation of technologies.
A similar thing happened after the Soviet Union launched the world’s first space satellite in 1957. Fears that the United States
had lost its technological pre-eminence led the government to invest massively in technological innovation through such
government organizations as the Defense Advanced Research Projects Agency (DARPA). Unlike the private sector, DARPA
could focus on long-term research without worrying about generating profits. In fact, as listed below, many of the innovations
that have transformed the global economy originated with DARPA. The private sector took these inventions and transformed
them into revenue-generating mega-trends. Without institutions like DARPA, Silicon Valley would only be a shadow of
what it is today.
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Some of DARPA’s major accomplishments

Source: “It is time for the UK tech sector to embrace 'moonshot' research,” The Telegraph, March 30, 2020

A divided Congress
Currently, the Democrats control the House of Representatives by a wide margin (233 seats to the Republican’s 196,
with 5 seats vacant). In the Senate, Republicans hold 53 seats and the Democrats, 47.
Were Trump to win the upcoming election, the most likely scenario is that Republicans will keep control of the Senate and
Democrats will maintain their hold of the House. A divided Congress means that the Trump administration would largely try to
advance its agenda via executive order, while the Democrats would seek to challenge these orders in the courts. This makes
getting one’s allies nominated to the courts more important than ever.

Battle for control of the courts
While the Supreme Court may be the highest legal body in the land, it only hears a very small number of cases annually
(100 to 150). The vast majority of federal lawsuits are heard one level lower in the 13 circuit courts. As of June 2020, Trump had
appointed 53 judges to circuit courts. By comparison, Obama appointed 55 over the span of two terms.5 There are 179 circuit
court judges in all. Since Trump came to power, three of the courts have gone from a majority of judges appointed by
Democratic presidents to a majority appointed by Republican presidents.
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America’s 13 circuit courts

Source: “Flipping Circuit Courts,” Senate Republican Committee, December 10, 2019

Growing risk of a contested election
One scenario with the potential to rattle the markets is a close presidential election where one candidate openly questions
the legitimacy of the results. This could involve mail-in votes still not fully counted days or weeks past election day. In 2016,
24% of ballots cast in the presidential election were mailed in. This percentage will no doubt be much higher this time around
as more voters will shun polling stations to avoid the risk of infection.
Something similar to this scenario occurred in 2000 between George W. Bush and Al Gore. The election hung in the balance
for five weeks amid a battle over vote counting in Florida. The winner was declared on December 13 only once Gore conceded
defeat after the Supreme Court intervened to award Bush the state. During the five-week wait, the S&P fell 12%, although the
dotcom collapse also played a role in the decline.6
An indication of the delays that could ensue this time around was provided by New York’s Democratic Congressional
primaries on June 23. The volume of mailed ballots was ten times higher than usual and, in some congressional contests,
the winners were not announced until well over a month later.7
Given the animosity between the two parties and their supporters, a replay of 2000 would likely be even tenser, with both
parties portraying the other side as a threat to the country’s future. It is also important to note that that dispute in Florida
took place during a much calmer period than today. It occurred before all of the following: 9/11, China’s ascension as a
world power, the rise of divisive social media, and Covid-19.
Not surprisingly, both campaigns have put together massive legal teams to prepare for the risk of a contested election.
Officially, states must certify their electors by December 8 and electors must then cast their ballots by December 14.
Congress then meets to ratify the results on January 6, and the president is inaugurated on January 20. In the event that
no president is chosen by the date of the inauguration, an acting president would have to be chosen to temporarily lead
the country until the leadership dispute is resolved. Some constitutional experts say this person would be Speaker of the
House Nancy Pelosi, although Republicans would no doubt vigorously oppose this choice.8
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Conclusion
The recent tightening of polls, especially in the battleground states, is requiring that investors analyze the potential impact of
a surprise victory for Trump. Similar to 2016, his victory would likely also entail winning the electoral college but losing the
popular vote – an outcome his opponents would no doubt find hard to accept.
If Trump prevails, it is almost certain that he will preside over a divided government where the Republicans maintain control of
the Senate and the Democrats hold the majority in the House of Representatives.
This in turn would force Trump to largely govern by way of executive order in setting policy in areas such as healthcare, energy,
and financial regulations. The Democrats would respond by challenging the legality of these orders. Investors can make a
reasonable guess as to how courts would rule on the legality of Trump’s executive orders based on whether most of the judges
in a particular circuit court were nominated by Republicans or Democrats.
One subject on which legislation could be passed is China. Most recent legislation targeting China, including sanctioning its
actions in Hong Kong, have passed with near-unanimous support in Congress. Indeed, anti-Chinese sentiment has increased
almost as much among Democrats as it has with Republicans over the last few years. This means, for example, that Trump’s
promise to award no federal contracts to companies that outsource to China would likely meet with strong bipartisan support
in the Congress. For most other legislation not involving China, however, gridlock would remain the norm.

Finally, the growing risk of a contested election would likely unsettle markets, at least until the winner is chosen This scenario
could lead to a temporary dip in stocks, push gold prices up, and place downward pressure on the U.S. dollar (potentially
forcing the central bank to intervene).
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