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Trump has changed the rules
and forecasters are struggling
to keep up

We present four scenarios
looking ahead to the outcome
of the 2020 elections and
beyond

Working with Oxford Analytica
to draw out the economic and
market implications

Preface

Since his surprise election victory in 2016, US President Trump has been challenging and

changing the political and economic rules. Pollsters, forecasters and investors not only

largely failed to predict his win, but misread the consequences. He has pursue d his
KJKPGDNO! <B@l ?<! DIl R<TN! OC<O! C<Q@! =@@l ! PI >J1 Q
I @R N ~the<eth® thamber effects of social media have fuelled the polarisation of

politics, making it all the harder to find objective and reliable analysis. Forec asters across

the world are struggling to cope with this evolving political disruption.

In an effort to address this, we have decided to launch a concerted and ongo ing effort to
analyse the implications of the US political outlook in a structured way. To start, we have
decided to focus on four alternative scenarios looking ahead to the outcome of the 2020
elections and beyond. Our goal is to focus less on the probability of these scenarios than
their impact. To do so, we will aim to objectively identify the economic, social and

political drivers of the scenarios to develop plausible narratives which we hope will help
readers to form their own judgements about the like ly outcomes.

To produce this report, which will be followed by a series, we have teamed up with

Oxford Analytica, an independent geopolitical analysis and consulting firm th at draws

on a worldwide network of experts. Founded in 1975, it has developed an unrivalled
M@KPO<ODJI ! AJM! DHK<MOD<G! <I <GTNDN! DI'! OCDN! ADGQ@
strategists are working closely with the Oxford Analytica team both to craftth e

scenarios and to draw out the economic and market implications. This scene -setting

report is the first fruit of this collaboration. Since the story will doubtless take

unpredictable turns in the months to come, we will be tracking events closely, gathering

feedback from our readers and clients, and producing regular updates. Your comments

and suggestions would be welcome.

Mark Cliffe

Chief Economist ING Group
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Executive Summary
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Presidency and he has been challenging convention ever since. We are now just 18
months away from the next election, which has the potential to be even more

contentious and unpredictable than the last. Already, ove r a dozen different candidates
have announced their intention to run as a Presidential contender. This gives rise to a
very broad range of potential political and economic outcomes, but within this report we
identify the four key scenarios *.

Scenario 1: United States of Trump
- President Trump is re-elected. He retrenches his views on international trade and
multilateral institutions.

- Renewed push for infrastructure spending, reliant on significant state financing
and expanded use of localised energy policies to support fossil fuels.

- Healthcare policy would remain largely unchanged, while regulation of
technology firms would rely on congressional action.

Scenario 2: A Republican phoenix
- Anon-Trump Republican wins, likely leading to another round of tax legi slation,
along with establishing protections for privacy .

- The leadership would re-engage with international institutions and take a less
antagonistic stance towards external trade relationships.

- Fiscalconservatism would likely return to the forefront in national and
congressional politics, making fiscally expansive budgets unlikely.

Scenario 3: A Democrat consensus builder
- A centrist Democrat wins. Increased federal spending on both infrastructure and
healthcare, as well as increased efforts to establi sh a national single payer
service.

- Climate change would emerge as a key political agenda, with government
support for renewable energies increasing significantly .

- Technology companies would face increased regulatory oversight.

Scenario 4: A New New Deal
- A populist Democrat is elected. Significant fiscal expansion fuelled by increased
corporate tax rates, which includes both support for environmental projects
f APl ?DI B! <! } (M@@! ! /| @R! %@<G~h! <N! R@GG! <N! MC

- Large technology companie s subjected to anti-trust action.

- Trade protectionism as seen under President Trump to continue, albeit with
strong support for international agreements on climate change.

We do not offer a definitive conclusion about the likelihood of these scenarios, bu t
instead set out the ways in which they could arise and the potential impact of each one.
Moreover, we note that the outcome of Congressional elections will significantly
influence the respective types of Presidency, either by making the passing of legisl ation
smoother or more challenging. We address these in detail within the report.

1 While we acknowledge third party candidates can influence the contest between the nominees from the two
main parties, the scenario of an independent candidate winning the election is of low probability due to the
structure of politics in the United States.
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James Carville, has ruledelectoral politics for more than a quarter century , and it

remains a key driver in this election, too.

Other issues will of course come into play, such as healthcare and identity politics, buti f
the US economy remains strong between now and November 2020, the Democrats wi |l
have a tough challenge to unseat the President. Should the economy falter and markets
take a more negative tone, the door is opened much wider to this outcome.

In the grey panels of figure 1 we outline the pre -election economic and market
environment t hat most likely generates each Presidential scenario. Below that, we
summarise the potential implications for the economy and markets for 2020 -2022.

Strong Growth

Strong Equities
Solid Dollar

Stable Rates

|

- An infrastructure push, pro business
policies, positive equity markets and
further tax cuts support growth .

- BUTtrade concerns linger while
higher interest rates and strong
dollar offer headwinds

Economic and market conditions pre - and post-election

s

Ry A non-Trump

Republican! Non-Trump
president | a
U Republican

Moderate Growth
Moderate Equities
Stable Dollar

Stable Rates

- Financial markets react positively
while reduced trade tensions and a
possible modest fiscal stimulus
support growth

A
CENTRIST

|DEMOCRAT | Centrist

e Democrat
Softer Growth
Softer Equities
Weaker Dollar

Softer Rates

- Softer growth a key factor behind
Democrat victory so President
inherited a weaker economy.

- Softer dollar, reduced trade tensions
and modest fiscal stimulus focused
on spending help start to lift growth

Populist
Democrat

Weaker Growth
Weaker Equities
Significantly softer Dollar

Softer Rates

U-turn: weak to stronger

- USdownturn contributed to populist
Democrat victory.

- Equity market worried about policies
while trade protectionism fears persist.

- However a substantial fiscal stimulus,
lower interest rates and softer dollar
lead to a turnaround

|

Firm economic growth, robust jobs
market & rising wages all push
inflation higher.

- Possiblefurther tariffs, but the
strong dollar could mitigate the risk

- Inflation moves higher on decent
growth and jobs market.

- Potential carbon tax provides
upside, but less prospect of tariffs
mitigates

=R

- Weaker growth and jobs markets
means softer price pressures.

Drug and tech industry reforms could
see price falls, but a potential carbon
tax adds some upside

U-turn: weak to stronger

- Weak economy means falling
inflation, but the softer dollar, a
carbon tax and possible trade
tariffs add to future upside risks

- Firm growth and inflation with
concern over fiscal stimulus lead to
additional rate hikes.

Strong dollar and political pressure
could lead to uncertainty

- Astrong economy boosted by infra
structure investment, pro -business
policies and positive corporate
earnings outlook support equities,
but trade tensions and higher
interest rates could limit the upside

Neutral
- Fedpolicy is close to neutral and

the appetite for further rate hikes is
likely to be limited

- Decent growth, reduced trade
tensions, some stimulus and
restrained Federal Reserve

Decent growth, rising interest
rates and foreign inflows offer
support, but trade tensions are a
headwind

- Dollar does OK with respectable
growth backdrop and reduced
trade tensions

Neutral

Respectable growth, but muted
inflation see monetary policy
left unchanged

Strong/High f

- Equities could rebound after pre -2020
economic weakness related correction.

Respectable growth, modest inflation,
restrained Fed and softer dollar
combined with reduced trade tensions
offer support.

Tech, pharma could underperform on
reform plans

Moderate

Turnaround story with positive

growth and equity markets
supporting inflows.
Reducedtrade tensions also offer
support

U-turn: weak to stronger

- FederalReserve will have
responded to recession threat with
policy stimulus.

- Concernsover fiscal stimulus and
potential looser Fed mandate lead

to a steeper yield curve

Neutral

- Equities remain subdued after pre -
election falls.

- Earnings outlook may be improving,
but trade uncertainty and potential
interventionist policies lead to caution.

- Construction/resource stocks
outperform on infrastructure spending

Weak/Lower

Dollar remains under pressure
thanks to growth convergence with

other economies, lower interest
rates, trade tensions and subdued
equity markets

What could it mean for the economy ?

Should President Trump win, we see a potential boom -bust economic scenario,
particularly if Republicans also win control of Congress. More fiscal stimulus could
initially boost economic growth , equity marke ts and the US dollar, but it would also
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generate inflation and result in a more aggressive response from the Federal Reserve
that would lead to an eventual slowdown.

A non-Trump Republican President is likely to change course and be less confrontational
on the international stage and may seek a return to a more fiscally conservative stance.
This provides a more stable platform for the US economy , resulting in a more modest,
less volatile economic and market performance.

Giventhe likelihood that a weaker pre-election economy would contribute to a
Democrat Presidential victory , a centrist Democrat would be looking to create a platform
that allows growth to rebound . This means that after initial weakness in equity markets
and the dollar, financial markets coul d be moving into recovery mode. Inflation would be
low due to economic softness, implying relatively low interest rates.

A populist Democrat would most likely win if the economy had experienced a prolonged
and significant period of weakness. This would see a large fiscal stimulus package
focused on spending, with pressure on the Federal Reserve to respond aggressively,
especially if its mandate is changed to focus increasingly on employment . Massive
stimulus would mean an eventual turnaround in the economy. But longer-term issues
over trade protectionism, higher wealth, income and corporate taxes , plus more
intervention in markets and key industries , could become more of a focus for financial
markets.

Twists and turns ahead

As Washington insiders become consumed by the daily minutiae of the road to lowa

and beyond, we hope that this report will guide investors and observers to identify what
matters gand what it all means -- as we head towards the decisive vote on 3 November
2020.
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Visualising the 2020 presidential

election

To simplify what the election scenarios look like and the drivers behind them, the
following graphic places the different candidates on two axes, one representing their
place within traditional political norms, and the other, their relative adherence to pa rty
dogma and their own political identification within the system. These placements, along
with the status of key factors leading up to the election, such as economic performance,
the salience of issues and the nature of identity politics, help clarify bo th the result and

impact of different outcomes.

Fig2 US presidential election scenarios at a glance

A NEW NEW DEAL

An economy in recession,
an administration
dogged by scandal and
increasing inequality put
wind in the sails of
populist candidates.

NON-TRADITIONAL

UNITED STATES OF TRUMP

A booming economy together
with persistent belief in his
narrative secure Trump's
successful re-election.

*

TRUMP

RE-ELECTED IN 2020

LB

- >
L&
Anon-Tru
CONSENSUS wins tie A REPUBLICAN
BUILDERS EMERGE @ PHOENIX

Wavering confidence In
the economy and
widespread disapproval
of Trump’s politics
create an opening for a
centrist Democrats.

Drivers leading to each scenario

Economic performance Salient issue

Booming Trade

. / Rising Foreign policy
success

Faltering Healthcare

Source: ING, Oxford Analytica

A rising economy and a
foreign policy success
allow a non-Trump
Republican to win a
new mandate for the

TRADITIONAL party.

Identity politics

Trump
Racial lines re elocted
@ Racial lines ) NOW-Trl.Jmp
Republican
@ Class lines Centrist
Democrat
Class lines Populist
Democrat
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Scenario impacts- Congress matters

Baseline scenarios assume the Our baseline scenarios assume that the current make -up of Congress, with a

make-up of Congress remains Republican-controlled Senate and Democratic -controlled House of Representatives, does
unchanged, but we highlight the not change. However, congressional elections are often correlated with Presidential
elections. Srong electoral campaigns by a Presidential candidate may increase the
chances that both houses of Congress and the White House are controlled by the sam e
party , though this has occurred only three times since 1981. Presidential coattails are
also more pronounced in the House of Representatives than the Senate, due to the
election cycle. While the likelihood of the 2020 election creating a unified government is
below 50% at present, we highlight some policy impacts that may follow if a Republican
Presidential victory is accompanied by Republican control of Congress, and if a
Democratic victory brings Democratic control, which is more likely to occur under the
populist scenario.

possible impact of a unified
government as well

Fig3 Scenario impacts

House of
Presidency  Representatives

*hE
Trump $ ? é Nepubiienn| Non-Trump Q00
re-elected Senate president | Republican

kel elected

_ Continued desire for trade protectionism and
winning concessions from major partners

_ Renewed push for infrastructure spending

_ Further retreat of US from International
institutions

_ Localised energy policies as federal
government encourages greater oll
production

Republican-controlled Congress* @ O @

_ Intreduction of stricter immigration policies,
including visa restrictions

_ Prospect of more aggressive fiscal stimulus
and higher interest rates lead to increased
financial flows into US assets and a
stronger dollar

_ Moderate fiscal expansion, with increased
funding for infrastructure and healthcare

_ Increased regulatory oversight of technology
companies and enhanced data privacy

_ Climate change will become a major
policy theme, guiding domestic action and
international engagement

_ Strengthened federal support for renewable
energy

Democratic-controlied Congress® @ Q@

_ Moderate tax increases on wealthy to fund a
middle class tax cut

_ Increased desire for a fiscal stimulus to spur
economic growth

Source:ING, Oxford Analytica

_ Another round of tax reform likely, along with
a bipartisan bill on data privacy

_ US re-engagement with allies, particularly in
NATO

_ Reduction in trade protectionism, potential
accession to TPP

_ Limited healthcare reform

Republican-controlled Congress® 00

_ Military spending to increase as a percentage
of discretionary spending

_ American involvement in the Middle East to
remain unchanged relative to status quo

A
DEMOCRAT| Centrist (P Xs X+ Populist 000
gy Democrat Democrat

= clected elected

_ Large fiscal expansion (including a ‘Green
New Deal’) with increased corporate tax rates

_ Continued trade protectionism, with a
particular emphasis on worker rights and
Jobs

_ Anti-trust action against major technology
companies

_ Federal negotiation of prescription drug
prices with demand for further action

Democratic-controfied Congress” 00

_ New taxes on wealthy individuals and
inheritance

_ Attempts in congress to establish a national
single payer health service to challenge
insurer programs
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Economy, identity politics, party
cohesion, issue salience and
foreign policy will help
determine election outcome

Perceptions about the direction
of the economy are especially
important

For Trump, a positive view is
critical

Rising median income, falling
income inequality could gi ve
sense of improvement

Trump must convince
Midwestern states

An economic downturn would
help populist Democrats

Drivers

Severalkey issues along with structural components of the American electorate and

political parties will determine the Presidential election result. We identify these

elements as: the economy, identity politics, party cohesion, issue salience and foreign

policy. The outcomes for each theme will affect the election outcome . Twists and turn's

DI OC@' >JPI OMT~N! @>JI| JHD>! K@QMAJ MH<I| >@"! AJM@DB
will determine the results. We discuss each factor in turn.

Economy

Election outcomes are traditionally most closely linked to perceptions about the
direction of the economy. All else being equal, if voters think that the economy is
improving, they are more likely to re -elect a President, even if the absolute state of the
economy is weak by historical standards. Conversely, a negative economic per formance,
or the perception thereof, facilitates demands for change and helps opponents.

For President Trump to be re-elected, a positive view of the economy is critical. A
national perception that the post -recession economic recovery has taken a new upward
turn, further momentum in wage growth and a possible continuation of the bull market
in equities would all be positive signs for Trump~ é-election.

A reversal in the rise of economic inequality, or at least a perception that this is
happening, would significantly raise the probability o f Trump~ ié-election?. The
traditional sign posts of an improving economy , such as rising median income, falling
income inequality, increasing rates of labour market participation, and high consumer
confidence, would combine to give the sense that things are improving for middle class
voters.

5CDN! K@M>@KODJI| ! DN! K<MOD>PG<MGT! DHKJ MO<1| O! DI !
of white males over the age of 45 feel they have missed out on the economic growth

enjoyed by American residents of coastal and urban centres. If Trump can succe ssfully

make the claim tha t he has improved their financial condition s, he will find it easier to

motivate his core suppor ters and increase his voting base in key districts qthereby

improving his odds of re-election. Key metrics could be a rising proporti on of

manufacturing within total employment and  a continuation of production worker pay

outper forming the rest of the economy .

"I M! %@HJ >M<OD>! ><| ?D?<0O@N! |
nomination, a positive economic performance
would decrease public desire for change and
could be damaging for populist candidates.
Centrist candidates could still benefit from a
neutral or moderately negative perspective on
the economy, as their approach to economic
policy would be calibrated to attract moderate
and independent voters in the election. Attracting these voters w ould be easier if Trump
were to do nothing more on tax policy to help the middle - and upper middle class, which
make up the bulk of this group.

If the economy were to experience a significant downturn, however, the elect oral
potential of populist Democrats would rise. These politicians argue that the current
system does not meet the needs of ordinary households, so any event which highlights

2 https://www.frbatlanta.org/chcs/wage _-growth -tracker?panel=1
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these difficulties- particularly for the middle class - would strengthen th is argument a nd
drive media attention to their message.

Negative public opinion about the 2017 tax
{ package would also become a stronger issue.
Democratic candidates already characteris e
5MPHK~N! @>J1 JHD>! KIJGD>D@N! <
wealthy over the middle class, an opinion that
Republican surveys found was widely shared in
2018 with the public agreeing by 61% to 30%?3.
Unless the economy takes a marked turn
upwards in such key metrics as median incomes, the Democratic nominee will use the
The Democratic nominee will 2017 tax package to paint the Republican candidate as uninterested in advancing the
N<T! 5MPHK~N! KJG middle class, who are likely to feel their economic position worsening.

wealth . . . . I
/ Economic shocks, such as a recession, a bear market, a sharp increase in the oil price

(even if some key Trump supporting, oil producing states would benefit) or another
financial crisis would all improve the election odds of a populist Democrat.

Identity politics

Which identity narrative dominates in the next two years will play an i nfluential role in
voter mobilis ation and, hence, shape the election outcome. Republican support is not, by
itself, sufficient to win the election. In crucial swing states, Democrats have an average
partisan identification advantage of 44.7% to 40.0%.

5MPHK~N! <KK @< G! . P>C! JA! 5 MPHK~N! N Pfrom i@N\skilfulzdedtidn lofia Gohesivenar@ive
disenfranchised working class blending traditional Republican policy concerns, such as the desire for tax cuts, with his
remains central to his campaign own brand of identity politics lambasting what he, and his supporters, felt were overly

progressive shifts to the left in social policy during the 200 9-17 Obama administration

and the disenfranchisement of the white working class. This narrative continues to be a

>@ OM<G! OC@H@!' JA! 5MPHK~N! @G@>0J M<G! KDO>C"! <1 ?
argument successfully will be a key factor if he is to be re-elected. He also needs to

reverse the trend of the Republican Party losing self-identified members to the larger

Democratic and independent blocs.

He also needs to win a higher For Trump, re-election hinges on the continued strength of that narrative and the

share of independent vot ers, support it generates from white voters without a college degree, who went from voting
college-educated white voters for Mitt Romney by 25 percentage points in 2012 to voting for Trump by 39 percentage
and women points. Trump will also need to win a higher share of independent votes, as well as

securing gains from middle class and college -educated white voters , including women.
Continued strong support for Trump within his core demographics, and even slight
increases in support among middle class and college -educated white vote rs would be a
strong driver of Trump~ fé-election.

A non-Trump Republican also A non-Trump Republican would also need to appeal to these electoral groups to win. But
needs these groups to win such a nominee might have greater success in appealing to affluent minority voters.
And a reversion to a more traditional Republican approach could see those who voted
for Hillary Clinton in 2016 return to the party , particularly if faced with a non-Trump
Republican and a populist Democrat.

Democratic nominees must Success for a centrist or populist Democrat would probably hinge on the success of a

H<F@! DI MJ<?N! DI Jmultiple identity activation ~strategy , because appealing to one group alone is unlikely
to produce a majority in the Electoral College. To succeed in a Pesidential election, any
%@HJ >M<OD>!1JHDI @@! HPNO! H<F@! DI MJ<?N! DI OJ! 5 MP
college degree, building upon gains made in the 2018 midterm elections. Such a

8 https://www.realclearpolitics.com/epolls/other/trump_republicans_tax_reform_law -6446.html#polls
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nominee would need also to boost turnout among non -white voters, rebuilding part of
the coalition that elected President Barack Obama, while continuing to activate
suburban voters. Thisstrategy may be difficult . The two groups have different interests
and different priorities when casting their vote, but if a Democrat were able to form an
integrated and compelling narrative for each of these groups, the odds of success would
increase significantly.

Party cohesion qthe ability to keep voters united

For Trump to be re-elected, he Party identification remains a key driver of votes in national elections. In 2016, Donald
must maintain similar levels of Trump received 88% of the Republican vote, with Clinton gaining a similar level of
support from Republicans as in support among Democrats. For Trump to be re -elected, he must maintain similarly high
2016 levels of support from Republicans in 2020: had he instead won only 80% of Republican

voters in 2016, he would have lost Wisconsin, Michigan, Pennsylvania and Florida, and,
therefore, the election. A recent Washington Post survey shows that 24% of Americans
identify as Republican, 32% as Democrat, and 37% claim to be independent.

If Trump continues to align with Republicans in

{ Congress on policy throughout 2019 and early

2020 (and vice versa), it would indicate that he

is likely to retain high levels of support from

Republican voters in the 2020 election because
he will be the vehicle for their policy preferences. Strong support from this group would
bode well for his chances of winning re -election. In short, the more unified the
Republican Party is around Trump and his policies, the better his chances of winning in
2020. Republican voters often vote strongly on pa rtisan lines even when they dislike the
personality of the candidate.

The more unified the Republican
Party is around Trump and his
policies, the better his chances
of winning

$JI Q@MN@GT"! <! M@OPMI ! OJ! OC@! } /| @Q@M! 5 BhPHK~! HJ Q
Republicans in Congress woulddamage his support in key states. Similarly, a serious

primary challenge would damage his chances of re-election as it could reopen wounds

within the Republican Party, and signify that a break between the President and the

Republican Party has already occurred.

A fracturing of the Republican President Trump running unopposed for the Republican nomination is another key

Party bodes well for a component of this driver, whereas a fracturing of the Republican Party bodes well for a

Democratic nominee Democratic nominee. For a non-Trump Republican to get elected, maintai ning the
support of the party in the aftermath of either a Trump resignation, or a primary victory
is equally important. Indeed, it opens up the key question as to how far they should
distance themselves from Trump, which will likely depend on the manner i n which he
departs the political stage.

Unity among Democrats is Similarly, however, unity among Democrats is important for both centrist and populist

important for both centrist and candidates. In 2016, the refusal of some supporter s of Bernie Sanders to vote for Clinton

populist candidates cost her support and might have cost her the election. A fiercely divisive primary
campaign that either alienates centrist Democratic voters or splits the progressive vote
on wedge issues would strengthen any Republican nominee.

President Trump runs for election

A key component for the outcome of all four scenarios is if Trump runs for

re-election: his decision will shape the odds for a non-Trump Republican, as well as for a
centrist or populist Democrat.

A critical component of a non - If Trump were to run for re -election, the odds of a non -Trump Republican winning would

Trump Republican winning in be slim, as the President would be heavily favoured in any prim ary contest. Even if he

2020 is if and when Trump were to lose, the fracturing of this base would damage the Republican nominee in the

leaves the race Presidential election. Thus, a critical component of a non -Trump Republican winning in
2020 is Trump choosing not to seek re-election early enough for a non-Trump

10
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Republican to reset public opinion in their favour . September 2019, which is likely to
mark the start of intense focus on the 2020 race, is a plausible point after which
Republicans would find it difficult to select another nominee who coul d generate new
expectations. This includes a potential scenario in which Vice President Mike Pence
assumes the presidency, following either the resignation or impeachment of Trump.

If Trump runs for re-election, the The effects of a Trump re-election bid would also cascade onto internal Democratic

odds of a centrist being the Party politics. If Trump runs for re-election, it will spur discussions among Democrats
Democratic nominee are about which candidate is best suited to challenge the President and to appeal to
strengthened members of his voting base, particularly those that are socially conservative and

economically liberal, as these groups are a former source of Democratic votes. The need
for Democrats to appeal to these vo ters in the election would strengthen centrist
candidates during primary contests, as they are less likely to take positions on social
policies that may be regarded as unduly liberal. Thus, if Trump were to run for re -
election, the odds of a centrist being the Democratic nominee are strengthened (though
voters in Democratic primaries may be keen to embrace a more populist candidate).

If Trump were not to run for a If Trump were not to run for a second term , however, populist Democrats could argue

second term, a populist that the election should be framed around traditional Demo cratic and Republican issues,

candidate is more likely to win with<! } M@N@O~! AMJH! OC@! <I| J H <I&drderdtotapp@aCt@hdseP HK ! K M(
the Democratic nomination who voted for both Obama and Trump and to boost turnout among populist groups,

the se Democrats could say they need to offer an agenda that pa ints a clear contrast.
This would create distance between themselves and centrist candidates in the primary
while appealing to the Democratic Party base, improving the odds that a populist
candidate wins the Democratic Party nomination.

11
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The Democratic Party is The Democratic Party is relatively unified in its major policy objectives. During the
relatively unified in its major government shutdown of December 2018 -January 2019, House and Senate
policy objectives Democrats never wavered on their positions, and many policy areas, from minimum

wage to healthcare, see broad consensus. Nonetheless, there are differences
between the potential candidates in the scale of change they wish to create and the
speed at which they hope to do so.

Research from the 2016 campaign showed that Clinton and Sanders supporters
ROM@' GEMB@GT! NDHDG<M! JI1 ! KIJIGD>T ! 2DAA@M@| > @N!
<! MDBB@?! B<H@| ]!

Centrists prefer incremental Centrist Democrats are more likely to be comfortable with incremental reforms to
reforms while populists favour the status quo or building on existing institutions. Populist Democrats are more in
more sweeping change favour of larger -scale reform to the current system to achieve their aims and in

breaking political norms. They also shun existing party structures and traditional
means of fundraising, focusing on grassroots support.

One example of how this divide works is in the area of healthcare. Sen. Bernie
Sanders, a pppulist Democrat, advocates a Medicare for All plan, which would
rapidly shift the country to a single-payer system; most ¢ entrist Democrats are in
favour of adding a buy -in plan that would graft a public option for health insurance
plans to the existing Affordable Care Act structure, representing a more gradual
shift.

Beyond the centrist and populist divide, it is also important to note that populist and
progressive are not equivalent terms, with one indicating a left -leaning policy
perspective, and the other a type of politics and political behavi our. Populism is
more of an indicator of the method of change to the political system and a direct
appeal to voting groups such as the working class, as done by President Trump in his
2016 campaign, whereas progressive indicates the type of policies that w ould be
adopted. Thisdivide can be seen when contrasting Senators Booker and Warren.
Senator Booker is a progressive with one of the most liberal voting records in
Congress, but is also more inclined towards the slow and steady approach to reform
favoured by centrist Democrats. Warren similarly has one of, if not the most, liberal
voting records in Congress, but instead of incremental change, favours a radical
overhaul of the system and politics closely aligned with grassroots activism and
support from non -traditional party structures. Thus, during the 2020 election, while
many Democratic candidates may vie for the title of progressive, relatively few will
actively seek to play the role of a p opulist.

While unlikely, the potential also exists for a new left-wing populist candidate to
emerge between now and the 2020 election, given the fast moving nature of
populist politics. Such a candidate would use more nationalistic language and class -
based identity politics to separate themselves from the current seekers of the
Democratic Party nomination.

Foreign Policy
Foreign policy success can Although foreign policy success is hardly a guarantee of re-election, it does influence
influence the mood of the perceptions of a President and the mood of the electorate. To date, Trump has three
electorate areas in which his foreign policy is most open to potential criticism or acclaim: trade

conflicts with China and Mexico, the removal of t he US from the Joint Comprehensive
Plan of Action with Iran, and his diplomatic overtures to North Korea.
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A major breakthrough in foreign
policy could help Trump

But significant economic
damage from foreign conflicts
>JPG?! CP MOetlgtdir H
prospects

A single issue can assume an
outsized importance.

If US policy in any of these three areas were to experience a major breakthrough, such
as large economic concessions from Beijing (and possibly the EU), a commitment by Iran
to renegotiate, or North Korea agreeing to dismantle its nuclear programme, Trump
would be able to argue that he had achieved foreign policy objectives that his
predecessors could not. In the case of easing trade tensions, it would also likely generate
a positive boost to investor sentiment, supporting equity markets and the broader
economy.

If Trump were to handle a foreign policy crisis well, it could boost his chances of re-
election and potentialy Q< GD? <O0@! CDN! { " H@MD><!"'" DMNO| ! <1 ?2! O
international politics.

A foreign policy crisis or event could also help a
non-Trump Republican reset public opinion
about the party. If Trump does not run for re -
election, a crisis might permit a new Republican
nominee to create his or her own narrative and
appeal to voters, increasing their electability.

Conversely, significant economic damage from any of the aforementi oned conflicts,

such as reduced American exports due to Chinese tariffs, a sharp increase in oil prices, or
<!I'=GJR! OJ! 5MPHK~N! K@MNJ I <G! >M@?D=DGDOT! AMJH! O
with North Korea, could hurt his re -election prospects or tho se of another Republican

nominee. It could also refocus the election on domestic policy, an area where the

President has less of an advantage.

Issue Salience
Presidential campaigns are rarely fought on a single policy issue. As the candidates are
speaking about every area of governance, it is difficult for one to dominate.

Nonetheless, during some campaigns, a single issue can assume an outsized
importance. During the 2004 election, the Iraq War and terrorism proved such an issue
while healthcare was the main issue influencing voters in the 2018 mid -term elections .

Elections are rarely long enough for campaigns to persuade voters on the merits of their
position. More often, parties will be seen as the stronger option to tackle different issues .
When that issue becomes the > < H K < Diiihg-fdxte, it will lift that party along with it.

The 2020 election will likely be a referendum on
President Trump and not on a specific set of
policies. However, if post-recession trends
continu e, reducing healthcare costs could be
the top public priority, overtaking the economy.
5C@ DNNP@N! OC<O! C<Q@' BMJRI !
salience over the past decade - although they
are still a lower priority than education,
terrorism, and social security - are the
environment, climate change, and

transportation. These three areas are a higher priority for Democratic voters, so a

continued rise in prominence of those issues could drive higher turnout for Democrats.
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Swing States

One unique feature of US politics is that the President is not technically elected by
voters, but the Electoral College. This body, set up at the very beginning of the
American Republic, is the same size of Congress, and each state has the same
national trends, but by those numb er of members of the Electoral College as it has members of Congress. Each
HINO! N<GD@! O! DI state decides for itself how its votes are apportioned in the Electoral College, but
NO< O@N ~ most use a winner takes all approach.

The quirks of the US electoral
system mean the Presid ential
election is not determined by

For example, this means that although Donald Trump won 49% of the vote in Florida

RCDG@! $GDI OJI ! RJI! PO] O~ ! <GG! J Aolege @e' GJ MD? < ~
same number as it members in the House plus the two Senators that each state

has) went to Trump. Although Clinton received three million more votes than Trump

across the country, Trump won in the Electoral Collegeby 306 votes to 232.

Therefore, the election is ultimately not determined by national trends, but by the

OM@lI ? N! OC<O! <M@! HINO! N<GD@I O! DI ! OC@! } NRDI B! N
forth between the parties and deliver the election.

In 2020, the most likely swing In 2020, the most likely swing states are Michigan, Wisconsin, Pennsylvania, Florida,

states are Michigan, Wisconsin, and Arizona. Collectively, they have 86 Electoral College votes. Assuming no

Pennsylvania, Florida, and changes in the outcomes of RC< O! <M@! >J | ND? @b@Mmbcjatt< A@~'! NO<O
Arizona candidate requires 38 of the 86, and a Republican 50, in order to win the election.

Although it is possible for other states, like Georgia, Ohio, North Carolina, or
Minnesota, to break against previous patterns, it is most likely that they would do so
in a national wave, after the swing states had broken to the winner.

Fig4 Five swing states hold the key to the 2020 Presidential election

232 86 220
Source:ING,Oxford Analytica
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Unified control will produce
more legislation than divided
government

Our baseline assumes a
Democratic House and
Republican Senate

But winning the White House
increases the chance of winning
unified control of Congress

Congress

The next President will need to work with Congress to pass any legislation. Unified
control g one party in the White House and with majorities in the House and Senate
g will produce more legislation than divided government and will advance more of
the President~ N! KMDJ MDOD @N] !

Currently, Washington has a divided government, with Democrats in contro | of the
House of Representatives and Republicansof the Senate. This is the baseline
assumption for the 2021 -22 session.

Democrats are strongly predicted to retain the House in 2020. They have a 37-seat
majority (out of 435) and Presidential election years are typically better for
Democratic turnout for House seats.

Republicans are favoured to retain the Senate, although by less than the House
forecast, as only one-third of seats are up for election. Democrats would need to
pick up four seats to regain control of the chamber. They face the prospect of only
two Republican-held seats in Democratic-leaning states (Maine and Colorado) and
they have one seat in a Republican state (Alabama). They will likely need to flip,
meaning to change partisan control, four seats out of the five likely targets - Maine,
Colorado, North Carolina, Arizona, and lowa- a difficult target even if their party
wins office.

Congressional elections are correlated with Presidential elections, so winning the
White House should increase the chance of winning unified control of Congress.
Strong electoral campaigns by a Presidential candidate increase th e chances of
unified government , even if that outcome is unlikely . The chance of unified control
for any party in 2021 is below 50% at present, given the difference in maps between
the House of Representatives (the entire country in a Presidential year, which
favours Democrats) and the Senate (which favours Republicans given the allocation
of states). However, if one nominee appears to be heading to a landslide victory, the
probability that their success will lift their party to total cont rol of Congress can rise
significantly. This would especially be the case if the economy deteriorates prior to
the election, which would strengthen a p opulist Democratic candidate and
downticket Democratic candidates in congressional elections.
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Scenario 1:United States of Trump

President Donald Trump re-elected

Trump could be vulnerable to Trump won the 2016 election by a margin of 80,000 votes in three swing states wh ile

demographic shifts since 2016 losing the popular vote by three million. His approval ratings have been near or below
40% for most of his presidency, meaning that they have been below nearly every
previous President at similar points in their terms. And his reliance on white voters,
especially those above 65 years old, means that his coalition might be vulnerable to
demographic shifts since 2016, although such vulnerability could be counteracted by
the attraction of new Republican votes as the electorate ages. While he remains a
political iconoclast, the result of the 2018 midterm elections showed that traditiona |
political lessons still apply and suggest these factors remain relevant for the 2020
Presidential election.

Firg-term Presidents are favoured to win re -election. Since 1932, only two Presidents
have lost after a single term :

9 Jimmy Carter (1977 -1981), who was defeated amid rising unemployment, high
inflation, and the Iran hostage crisis; and

9 George H.W. Bush (19891993), who campaigned for re -election during a slow
recovery after a recession, further hampe red by a three -candidate race which split

the centre -right vote.

Historical patterns favour a N _ _ _ _
A positive economy with low unemployment usually leads to a presidential re -election.

5 MP H K-eléttioM@bspects therefore rest on the balance between historical patterns

that favoura PM@ND? @l O~ N! N@>J1 ?! O@MH! DI ! <! BJJ?! @>J 1 J|
structural factors that sugg est his defeat, such as his low approval rating driven partly

by his polarising behaviour, and the chance that events may send those variables in

different directions.

President winning a second
term in a good economy. Yet
structural factor s suggest his
defeat
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Trump faced serious challenges
in 2019 and his approval rating
continued to drop

But an end to the trade conflict
helps his approval rating to
bounce back

"I B@M! J Q @pblickedveHAdd
the splintering of the

Democratic centrist vote led to
the nomination of a populist

*This section, and the corresponding ones for each scenario, are meant to illustrate a
hypothetical series of events that may play out and lead to the scenario outcome. This
is not to deny that t here are many paths which could play out in each case.

Looking back from January 2021: How Donald Trump
was re-elected*

As Donald Trump prepared for his second inauguration, Washington assessed the
outcome of another Presidential election in which he defied political expectations.

At the start of 2019, he faced serious challenges. A new Democratic majority in the
House of Representatives was already talking about impeachment, the Mueller report
loomed, and the government shutdown was chipping away at his approval rating.

Those challengesdeepened as 2019 unfolded. The administration, which had already
seen more Cabinet departures than under any previous President, faced a mini-exodus.
Secretary of Homeland Security Kristjen Nielsen resigned, Secretary of Commerce Wilbur
Ross was replacedin a Cabinet reshuffle, and Interim Chief of Staff Mick Mulvaney
resigned after only a matter of months to become President of the University of South
Carolina.

5 MPHK~ N! ratitiddidtifued@d drop as mounting scandals emerged from the
investigations, though the Mueller report did not bring criminal charges of conspiracy ,
allowing him to remain personally removed from the scandals of his 2016 campaign
staff.

An end to the tr ade conflict with China, as Beijing agreed to significant trade
concessions,and concessions from Europe regarding imported vehicles, saw his
approval rating rise, his support strengthen in Midwestern states, and national opinion of
his foreign policy approach improve.

To maintain support with his base and keep the
Republican Party unified behind him,
throughout the summer and fall he held rallies
across the country and tweeted praise for
almost all potential Republican challengers. His
only opponent for the Republican n omination,
former Massachusetts Governor Bill Weld, lost
the lowa caucuses by 80%-20%, showing that
his campaign was doomed. By early March,
Trump was the unquestioned prospective nominee and the party fell in line to support
him.

Meanwhile, the Democratic primary election
was a bitter battle that left the eventual winner
battered and damaged, and the party
splintered. Anger over the policies of Trump
and the splintering of the centrist vote, led to
the nomination of a populist Demo crat,
alienating many party leaders and major donors. By the time of the Democratic
National Convention in July, prominent Democrats were openly airing concerns over the
electability of the nominee with certain groups, particularly suburbanites, and saying
that they would not campaign for the nominee. Media outlets relentlessly covered the
Democratic divide.

The final months of the campaign saw Trump pressing four main messages. To social
conservatives, he stressed the promise of another two Supreme Court seats. To working
class voters, he promised a new style of Republican economics, claiming that he could
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Trump highlights booming remake the Republican agenda into a more protectionist vision. And to the country as a

@>JI1 JHTa whole, he continuall y stressed the success of his foreign policy approach and his status
<N! <!} ?@<GH<F@M~! RCDG@! KJDI ODI B! OJ! OC@! =JJHDI
posted the highest median income wage growth in decades due to continually low
levels of unemployment.

a and wins the Electoral As the final votes came in, and despite all the twists and turns of the campaign, the map

College, again closely resembled that of 2016. Trump again won the Upper Midwest and thus won the
&G@>0JM<G! $JGG@B@"! @Q@! ! <N! CDN! %@HJ >M<OD>! >C«<
victory. Trump had prevailed and his agenda would be in place for another four years.

Timeline

Source: ING,Oxford Analytica
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