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Handicapping The Presidential Election

As we approach the summer months, investors are increasingly focused on the upcom-
ing Presidential election, a pivotal event historically associated with significant market
dynamics. The market sentiment towards the upcoming Presidential election underscores
the uncertainty present in the minds of voters. While everyone looks to the numerous polls
that try to determine voter sentiment, the best predictor has been the one that “follows the
money”. What had been a tight race before the recent debate has ballooned into a large lead
for Donald Trump according to Predictit, an internet site where one can place “bets” on the
outcome. This probability is actually at odds with the perceived 50-50 probability assigned
to the election by both equity markets and market expectations relative to each candidate’s
potential policies.
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Biden’s popularity. The

most current and comprehensive poll, published by fivethirtyeight.com shows that there is a
net 15.1% disapproval rating for President Biden and approximately 10.1% of that is attribut-
ed to Kamala Harris. Market participants appear to be awaiting further developments in on-
going legal challenges surrounding Trump before adjusting their positions accordingly. This
cautious stance underscores the market’s preference for clarity and resolution in evaluating
potential election impacts on investment strategies.
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Historically, there have been specific metrics to provide real-time insights into election
dynamics, aiding investors in making informed decisions amidst evolving political land-
scapes. One crucial metric is known as the Misery Index, which is a composite of unemploy-
ment and inflation rates that has accurately predicted the outcome of presidential elections
since 1980. According to this metric, if the Misery Index is higher year-over-year by October,
it typically signals disadvantage for the incumbent party. Conversely, a lower Misery Index
tends to favor the incumbent’s reelection prospects. As of May, the Misery Index stood at
7.2%, just below the critical threshold of 7.3% that historically favors incumbent victories.
This narrow margin suggests that there is lim-
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will be pivotal in maintaining electoral viability.
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The administration has tools at its disposal to mitigate these challenges, as outlined in
their policy responses. However, the margin for error is slim, with any substantial deteriora-
tion in economic indicators posing a significant threat to Biden’s reelection bid. The real is-
sue for markets will more likely be seen in 2025, as much of the potential stimulus will have
been exhausted prior to the election, and the lingering effects of monetary easing, persistent
inflationary pressures, and budgetary challenges will collectively contribute to a potentially
riskier environment compared to the preceding year.

Election Tax Implications

In 2025, U.S. tax policy is set for potentially its most transformative year since the income
tax began in 1913. The upcoming Presidential and Congressional elections will significantly
influence the handling of over S$4 trillion in tax-related issues. These include expiring pro-
visions from the Tax Cuts and Jobs Act, subsidies under the Affordable Care Act, and policies
on cryptocurrency and housing taxes.

Akey focus is the Global Minimum Tax initiative, aimed at reducing international tax
avoidance by multinational corporations. This marks a shift towards more equitable global
taxation frameworks. Managing net interest costs, which now consume 17% of tax revenue,
adds complexity. This level, unseen since 1996, pressures financial markets and limits do-
mestic spending. Congress will navigate fiscal policy under these conditions, affecting how
tax reforms are structured and funded.
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The tax policy approaches of potential future administrations differ significantly. Pres-
ident Biden aims to preserve middle-class tax cuts while increasing taxes on corporations
and the wealthy. However, political dynamics might hinder quick legislative action on tax in-
creases. Former President Trump proposes extending existing tax cuts, potentially widening
the deficit without alternative revenue sources or budget constraints. His proposed changes
impact areas such as electric vehicles, college endowments, and IRS reforms, influencing
sectors that may benefit or lose in the debate.

Regardless of the election outcome, Congress is likely to favor short-term extensions of
tax policies with long-term fiscal adjustments. This reflects a reluctance towards austerity,
signaling a preference for manageable fiscal adjustments over drastic spending cuts. Inves-
tors must prepare for potential market volatility due to evolving tax policies. These outcomes
could reshape corporate profitability, consumer spending, and investor sentiment across
sectors. Industries like technology, healthcare, and energy may see heightened scrutiny and
shifts in market valuations based on legislative outcomes.

Tax policy discussions are expected to intersect with broader economic agendas, including
trade policies aimed at generating revenue to offset tax cuts. Policymakers must balance
stimulating economic growth with managing fiscal responsibility, influencing market dy-
namics in the coming years. As tax policy discussions unfold in 2025, engaging with financial
advisors and assessing sector-specific risks and opportunities will be crucial for navigating
the evolving investment landscape. While the specifics of future tax reforms remain uncer-
tain, adaptability and informed decision-making will be vital for investors looking to capi-
talize on opportunities amid shifting fiscal policies. Staying informed and agile will be key to
managing potential market disruptions and positioning portfolios for sustainable growth in
a dynamic economic environment shaped by evolving tax policies.

Policy Response For Markets

Since 1944, election years, particularly those involving a sitting president seeking reelec-
tion, have consistently delivered positive returns for investors. The S&P 500 index has shown
gains in every presidential reelection year, with average returns around 16%. This pattern
reflects a trend where incumbent presidents often ramp up economic stimulus measures to
bolster economic indicators and enhance their electoral prospects. The current year appears
to be following this established pattern. President Biden’s administration has been proactive
in leveraging governmental tools and policies to influence economic conditions favorably.
This approach is driven by a clear strategic imperative—ensuring robust economic perfor-
mance that can sway voter sentiment. Additionally, regulatory measures are being advanced
to support housing market stability. The Federal Housing Finance Agency (FHFA) is expected
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to greenlight a plan allowing Freddie Mac to purchase second liens, which could provide li-
quidity and enhance lending capacity in the mortgage market—an area crucial for sustaining
housing market momentum.

One notable example is the administration’s decision to circumvent legal obstacles, such
as the Supreme Court, to initiate phased student loan forgiveness totaling over $100 billion.
This move aims not only to alleviate financial burdens on students but also to inject liquidity
into the economy, potentially boosting consumer spending and economic activity.

In response to potential volatility in oil markets, President Biden has signaled readiness
to tap into the Strategic Petroleum Reserve (SPR). This reserve is intended as a strategic tool
to stabilize oil prices and mitigate any adverse impacts on inflation and consumer spend-
ing—a critical concern in election years where economic stability can sway voter sentiment.
Furthermore, the administration is set to unleash a substantial $100 billion in infrastructure
spending through various legislative measures, including the Infrastructure Investment and
Jobs Act (IIJA). These funds are earmarked for critical infrastructure projects across the na-
tion, ranging from transportation and energy to broadband and water systems. Such invest-
ments not only promise to create jobs and stimulate local economies but also aim to address
longstanding infrastructure deficiencies that hinder economic growth.

Moreover, the economic stimulus landscape is further enriched by the pending disburse-
ment of more than 1 million applications for the Employee Retention Tax Credit (ERTC)
awaiting IRS approval. These credits, designed to incentivize businesses to retain employees
during challenging economic times, represent a significant infusion of consumer stimulus
expected to unfold in the latter half of the year. The injection of such funds into the econo-
my could potentially bolster consumer confidence and spending levels, further reinforcing
economic stability.

As investors navigate these developments, they are keenly aware of the interconnected-
ness between political strategies and economic policies. President Biden’s proactive stance
underscores a deliberate effort to not only address immediate economic challenges but also
to shape favorable economic outcomes that could resonate positively with voters in the
upcoming election. The convergence of political dynamics and economic policy initiatives
presents a complex yet potentially lucrative landscape for investors positioning themselves
amid evolving market conditions. Ultimately, the interplay of policy decisions and elector-
al ambitions is likely to shape market sentiment as the election year progresses. Investors
would be wise to remain vigilant and adaptable in response to these dynamic forces shaping
the financial landscape in 2024. 2=
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