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As the Republican convention winds up, the two parties are presenting a divergent assessment of the current state of the
nation, and an even more different vision for the future. With barely two months to go before the election, we assess the state
of the race.

What the polis say...

Former Vice President Joe Biden has a significant, but not insurmountable, lead in national polls (Exhibit 1). Prior to COVID-19
and the ensuing recession, Biden typically had a small polling lead, often within the margin of error. His lead has steadily grown
since then, as the economic collapse that ensued weighed on President Trump’s approval ratings. The president’s net approval
rating has fallen from -4% in late March to -11% in late August.t

Exhibit 1: Average of presidential election polls
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Source: fivethirtyeight.com, as of August 25, 2020. Accounts for each poll's quality, sample size and recency.

The president is behind in this race, but his campaign has accurately pointed out that he was well behind Hillary Clinton at this
point four years ago. One difference—and it could be argued as an advantage or a disadvantage—is that President Trump is
now an incumbent with a track record. Four years ago, he was a celebrity with no policy record to defend. At this point in his
presidency, he is likely to tout three solid years of economic growth and wage gains (before COVID-19), tax reform, trade deals
and toughening U.S.-China relations; however, he currently presides over a pandemic not yet under control, a double-digit
unemployment rate and a highly uncertain outlook.
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Another argument often made is that national polls should be ignored because they were so wrong in 2016. Though, in reality,
they were pretty accurate. The final week of polling four years ago showed a 3.1% average advantage for Hillary Clinton. On
Election Day, she won the popular vote by 2.1%.2

A better argument is that national polls sometimes measure the wrong thing. Donald Trump secured a comfortable victory in the

electoral college (306 to 232) by winning a handful of large swing states by very small margins. Exhibit 2 shows the 2016 victory
margin in those swing states for Trump versus where he stands in the polls today.

Exhibit 2: 50 states, but these four matter most...

2016 Trump victory margin 2020 Trump poll deficit* Electoral votes
Florida +1.2% -5.9% 29
Michigan 0.2% -8.0% 16
Pennsylvania 0.7% -6.3% 20
Wisconsin 0.7% -7.1% 10

*August poll averages. Source: Bloomberg.com, fivethirtyeight.com as of August 25, 2020.

Biden needs to switch 38 votes from the 2016 electoral map to win. He is currently ahead in the polls in these four states, with 75
cumulative electoral votes. There are additional states that Trump won in 2016 where Biden is polling well (e.g., Arizona, North
Carolina), but the Trump campaign believes some states that favored Clinton in 2016 may switch parties in 2020 (e.g., New
Hampshire, Minnesota). But the closeness of the races in the four swing states last time, and the fact that they all voted for Barack
Obama twice before endorsing Trump, makes them the likely battlegrounds that will determine the outcome.

Putting it all together...

Statistical analysis in late August points to a clear polling advantage for Biden, both nationally and in key states. But, with more
than two months to go and an extraordinarily unique and volatile backdrop, there are likely to be many twists and turns. Some of
the important variables that could shift the race are the debates, tone of the economic data, and public perception of whether
COVID-19 risks are rising or receding. Also, as discussed in the first installment of our election series, a strong stock market in
the three months prior to Election Day has been a good predictor of an incumbent winning reelection. So far, that indicator favors
President Trump.

For those interested in how the campaign is progressing, but not interested in the details, here is a shorthand way to keep track.
Follow the national poll averages like Exhibit 1. If either candidate has a lead of more than five percentage points, there is a strong
likelihood that candidate’s popular vote margin will translate into an electoral college victory.? If the race gets tighter than five
percentage points, it would make sense to track the polls in the four swing states discussed above as a better measure of who will
prevail in the electoral college. There are numerous websites that track this data and provide it in an easy and interactive format.
Two excellent sources are www.fivethirtyeight.com and www.realclearpolitics.com.

The Senate matters almost as much...

While the drama around a presidential race gets most of the attention, which party controls the Senate in January will be extremely
important in determining the path of policy for the economy and financial markets in the years ahead. Currently, Republicans hold
a 53-47 majority. There are 35 Senate seats being contested in November, with the Grand Old Party (GOP) currently occupying
23 of them.

Most of the 35 races are unlikely to be competitive, with Democrats from blue states and Republicans from red states gaining re-
election. Election analysts are focusing on states where incumbents stand a decent chance of being defeated.
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According to the Cook Political Report, there is one Senate seat that Republicans are well positioned to take away from
Democrats; however, there are seven current GOP seats that Democrats have even (or better) odds to win.# Exhibit 3 shows
recent polling averages for these races.

Exhibit 3: GOP polling deficit/lead in key Senate races
B Current GOP seats Democratic seats
Colorado

Arizona

North Carolina

Maine
lowa
Georgia |
Montana B
Alabama
-10% -5% 0% 5% 10% 15%

% deficit/lead for GOP candidate

Source: Average of August polls, realclearpolitics.com, as of August 24, 2020.

Current math suggests Democrats are in good shape to gain seats and to potentially attain a majority. On the latter point, the
consensus of most analysts seems to be: “It is likely that whichever party wins the Presidency will win the Senate as well.” In
the event of a Biden victory, Democrats would need a net gain of three seats to control the Senate, with incoming Vice
President-elect Kamala Harris as the tiebreaker. A Trump victory would most likely come with Republicans retaining a narrow
majority in the Senate. Democrats would require a net gain of four seats in this scenario—possible, but much less likely if the
partisan winds shift such that the President is reelected.

We were unable to identify any political analyst who believe that Republicans can take back control of the House of
Representatives. So, control of the Senate may well determine the scope for policy change in the years ahead. A status quo
election (Trump victory, GOP Senate) would likely portend a “past is prologue” policy assumption. A Democratic sweep could
lead to major differences in tax, spending and regulatory policies, and greatly impact prospects for key industries in healthcare,
defense, infrastructure and others. In our next installment, we will assess potential policy implications of the upcoming election.

fivethirtyeight.com, as of 08.25.2020.

realclearpolitics.com, as of 08.21.2020.

University of Texas Electoral College Study, 09.06.2019.

Cook Political Report, as of 08.17.2020.

Evercore ISI, Senate Election Polls, Sarah Bianchi, 08.10.2020.
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