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Key points

 � US Congressional elections are set to take place
on 6 November.

 � It seems unlikely that any of the potential
outcomes will change the trajectory of
US policy on trade and tariffs.

 � A Republican sweep of both houses of the
US Congress could bring fiscal stimulus and
renew upward pressure on US interest rates.

 � Even a Democratic success across both houses of
Congress would be unlikely to result in
the removal of the sitting President.

 � A Congressional split or a Democratic sweep pose
asymmetric risks to markets.

 � Capital-protected strategies and hedge fund
exposures continue to be valuable to investors
in the current environment. 

With October’s dramatic declines in markets, it has been 
easy to overlook the fact that the United States will hold 
Congressional elections next week. Having met with a 
range of investors in three continents during September 
and October, hope exists that some form of Democratic 
victory can staunch the aggressive domestic and 
international policy agenda of the Trump administration. 
Politically, however, we see limited prospects of this 
happening, irrespective of the outcome of the vote  
on 6 November.

The latest polling indicates the most likely outcome is 
for the Democrats to regain control of the US House of 
Representatives (84% probability as per fivethirtyeight.com) 
with the Republicans keeping their majority in the  
US Senate (83% probability as per fivethirtyeight.com).  
Of course, polling predictions can carry their own risks as 
seen in the Presidential elections of 2016. 

It therefore feels prudent at this stage to explore the 
implications of four potential outcomes for the 6 November 
elections and their broader potential consequences for 
US politics, policy, and markets looking ahead. 

US Congress splits between Democrats/Republicans

Based on polls, the most likely outcome (70% probability 
as per fivethirtyeight.com) is for split control of the 
US Congress with Democrats taking the House of 
Representatives and Republicans controlling the Senate.

Politically, control of the House of Representatives would 
enable Democrats to begin impeachment proceedings 

against President Trump. However, investors should 
remember that the venue for any impeachment trial is the 
US Senate. 

So, while a Democratic victory may result in the filing of 
Articles of Impeachment, with the Republicans in charge at 
the Senate, it is unlikely that any such trial would result in 
the removal of the US President from office. 

Such a move would only contribute to legislative paralysis 
and drive President Trump to focus on areas where he does 
not require legislation to operate – primarily in the trade and 
immigration spheres. This would mean no easing in the 
pace of the agenda he has outlined to date.  

From a policy perspective, if Democrats choose not to 
pursue impeachment, the optimists among them may 
seek to find areas of common ground with the Republican 
Senate. President Trump has already proposed middle 
class tax reductions and floated policy ideas hinting at 
major infrastructure spending. As Democrats already 
support an infrastructure programme, tax relief for their 
core Democratic voters would be likely to receive a warm 
welcome and the necessary legislative support. 

Given the partisan atmosphere in Washington, however, 
the President may see his interests ahead of his 2020 re-
election campaign best served by withholding cooperation 
with Democrats for the balance of his term in office.

On trade, hopes exist that a Democratic victory in either 
the House or Senate might be seen as a rebuke to the US 
President prompting him to retreat from his hardline on 
policies including trade and tariffs especially in relation to 
China. However, on balance, Democrats appear to support 
the tough stance taken against China on trade seeing it 
as supporting their labour and manufacturing constituents 
within the US. As a result, we view the election outcome 
as being unlikely to influence favourably the trajectory of 
US trade policy from the perspective of the US’s trading 
partners.

The most likely polling predictions suggest Republicans 
losing control of the Senate and Democrats failing in 
their efforts to seize the House (3% probability as per 
fivethirtyeight.com) is a low probability event. 

While this outcome would be the more surprising both to 
markets and to the President, it should ultimately result 
in President Trump adopting a more unilateral strategy as 
outlined above. 

In the case of a split Congress, without bi-partisan 
cooperation on fiscal stimulus, the likely outcome in these 
scenarios would be legislative paralysis and, at best, limited 
impacts upon markets and the economy.   

However, should House Democrats pursue impeachment 
hearings, the partisan conflict that probably ensues may 
confirm the perception of US political dysfunction that has 
to date not yet been reflected in either currency or bond 
markets. 
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Republicans retain control of the US Congress 

An election result in which Republicans retained control of 
both houses of the U.S. Congress (14% probability as per 
fivethirtyeight.com) will probably be viewed by the White 
House as confirmation of support for the Trump agenda 
to date and will embolden the US President not only to 
continue along the current trajectory but potentially to 
accelerate and deepen the initiatives pursued to date.

Constructively, such an outcome would result in the very 
real potential for additional fiscal stimulus to support  
the US economy as President Trump prepares for his 
re-election campaign in 2020. A middle class tax cut 
combined with making those tax cuts passed in 2017 
permanent are predictable policies for a Republican-held 
Congress. Moreover, reviving the infrastructure proposal 
floated during his campaign could be viewed as a way to 
generate blue-collar jobs heading into the 2020 Presidential 
elections. 

On trade, continued Republican control of the US legislative 
and executive branches raises the prospect that the already 
challenging trade landscape may worsen with further tariff 
and potentially non-tariff pressure on China. Moreover, with 
the summer détente between the US and Europe on auto 
tariffs having yielded only a few agreements on broader 
tariff reductions, an emboldened President Trump may 
bring auto tariffs back onto the table in 2019.  

Should fiscal stimulus be on the agenda in such a 
scenario, markets would actively have to re-price existing 
expectations about Federal Reserve rate hikes during 2019. 
As outlined in our October spotlight, Global Equities: P/E 
De-Rating in Progress, we believe the market can absorb 
a move to 3.5% on US 10-year Treasury yields. Should the 
growth and inflation picture shift to push yields still higher, 
interest rates would become a more significant headwind 
to equity returns in the new year. However, with additional 
stimulus underpinning economic growth, corporate 
earnings may be sufficient to offset P/E declines should 
they emerge. 

Democrats seize control of the US Congress 

Should Democrats seize control of both the US House 
of Representatives and the Senate (13% probability as 
per fivethirtyeight.com), the prospect of impeachment of 
President Trump will rise meaningfully. 

However, even with majority control of both houses of 
Congress, removal of the sitting US president would be 
unlikely as a 2/3 majority of the 100 seat Senate is required 
for removal. With 50 current Republican Senators seated 
and only eight up for re-election, Democrats would require 
the defection of a substantial number of Republican 
Senators to bring about the President’s removal.

If Democrats swerve away from impeachment proceedings, 
a very small window may exist for some cooperation 
between a potential Democratic Congress and the 

Republican President. However, like former President 
Obama, who faced a Republican-controlled Congress in his 
second term in office, a more likely outcome will be limited 
legislative activity in the US Congress. 

Instead, President Trump, like his predecessor would 
probably turn to unilateral efforts to build his 2020 
campaign platform. As the legislative avenue would be 
closed off to him, the President could turn his attention 
instead to focus on trade and immigration so laying the 
groundwork for 2020.

Though the immediate legislative impact may only be small 
(as President Trump could well veto legislation coming 
from a Democrat-controlled Congress), any impeachment 
hearings may confirm the perception of US political 
dysfunction that has to date not been reflected in either 
currency or bond markets. 

Moreover, should markets view the Congressional election 
outcome as a preview of a potential 2020 Presidential 
election result, equity markets may become concerned that 
any benefits of the 2017 U.S. tax cuts might be reversed, 
pressuring the historically high profitability of US corporates 
and bringing uncertainty and volatility to equity markets 
looking forward. 

Growing asymmetric risks = Capital Protection + 
Hedge Funds 

On balance, though the outcome of the November 
Congressional elections is unlikely to change the 
trajectory of many of the contentious policies of the Trump 
administration; only the prospect of a Republican-controlled 
Congress (14% probability as per fivethirtyeight.com) raises 
the potential for an upside surprise to the economy and 
equity markets.

Split or Democratic control of the US Congress  
(83% combined probability as per fivethirtyeight.com)  
in contrast creates asymmetric risks for investors and could 
well lead to a rollback of 2017 tax cuts and/or the potential 
to price in meaningful political dysfunction in the US.

Though these risks are incremental to other risks 
overhanging global markets, in combination, they highlight 
the need for asymmetric exposure in particular to equity 
markets looking forward. As a result, we continue to 
opportunistically seek capital-protected strategies and have 
added further to our hedge fund exposures in portfolios  
to manage the emergence of these risks while recognising 
the current strength of the global economy and corporate 
earnings.  
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Disclaimer

This document is a marketing communication containing GENERAL INFORMATION on the financial services and/or financial instruments, and reflecting the sole opinion 
of Union Bancaire Privée, UBP SA and/or any entity of the UBP Group (hereinafter “UBP”) as of the date of issue. It may contain generic recommendations but should not 
be deemed an offer nor a solicitation to buy, subscribe to, or sell any currency, product, or financial instrument, make any investment, or participate in any particular trading 
strategy in any jurisdiction where such an offer or solicitation would not be authorised, or to any person to whom it would be unlawful to make such an offer or solicitation. 
This document is meant only to provide a broad overview for discussion purposes, in order to determine clients’ interest. It does not replace a prospectus or any other legal 
document relating to any specific financial instrument, which may be obtained upon request free of charge from UBP or from the registered office of the fund concerned, 
where applicable. The opinions herein do not take into account individual clients’ circumstances, objectives, or needs. In this document UBP makes no representation as to 
the suitability or appropriateness, for any particular client, of the financial instruments or services described, nor as to their future performances. Clients who wish to obtain 
more information about any specific financial instruments can request it from UBP and/or their Relationship Manager. Where an investment is considered, the information 
on the risks linked to each financial instrument shall be provided in good time by separate means before the investment decision is taken. In any case, each client must 
make his/her own independent decisions regarding any securities or financial instruments mentioned herein and regarding the merits or suitability of any investment. Before 
entering into any transaction, clients are invited to carefully read the risk warnings and the regulations set out in the prospectus or other legal documents and are urged to 
seek professional advice from their financial, legal, accounting and tax advisors with regard to their investment objectives, financial situation and specific needs. This generic 
information is therefore not independent from the proprietary interests of UBP or connected parties, which may conflict with the client’s interests. UBP has policies governing 
cases of conflicts of interest. The investments mentioned herein may be subject to risks that are difficult to quantify and to integrate into the valuation of investments. Generally 
speaking, products with a high degree of risk, such as derivatives, structured products or alternative/non-traditional investments (such as hedge funds, private equity, real 
estate funds, etc.) are suitable only for clients who are capable of understanding and assuming the risks involved. The value of any capital investment may be at risk and 
some or all of the original capital may be lost. The investments are exposed to currency fluctuations and may increase or decrease in value. Fluctuations in exchange rates 
may cause increases or decreases in the client’s returns and/or in the value of the portfolio. The client may be exposed to currency risks if a financial instrument or the 
underlying investment of a financial instrument is denominated in a currency different from the reference currency of the client’s portfolio or from the currency of his/her country 
of residence. For more information on risks, the brochure called “Characteristics and risks of certain financial operations” should be consulted. The information contained 
in this document is the result neither of financial analysis within the meaning of the Swiss Banking Association’s “Directives on the Independence of Financial Research” nor 
of independent investment research as per the EU’s regulation on MiFID provisions. In principle, EU regulation does not govern relationships entered into with UBP entities 
located outside the EU, including but not limited to Union Bancaire Privée, UBP SA in Switzerland, which is subject to Swiss law and Swiss regulation, in Hong Kong, and in 
Singapore, and the subsidiary in Dubai. Reasonable efforts have been made to ensure that the content of this document is based on objective information and data obtained 
from reliable sources. However, UBP cannot guarantee that the information the Bank has gathered in good faith is accurate and complete. Circumstances may change and 
affect the data collected and the opinions expressed at the time of publication. Therefore information contained herein is subject to change at any time without prior notice. 
UBP makes no representations, provides no warranty and gives no undertaking, express or implied, regarding any of the information, projections or opinions contained herein 
nor does it accept any liability whatsoever for any errors, omissions or misstatements in the document. UBP does not undertake to update this document or to correct any 
inaccuracies which may have become apparent after its publication. This document may refer to the past performance of financial instruments. Past performance is not a 
guide to current or future results. The value of financial instruments can fall as well as rise. All statements in this document, other than statements of past performance and 
historical fact, are “forward-looking statements”. Forward-looking statements do not guarantee future performances. The financial projections included in this document do 
not represent forecasts or budgets, but are purely illustrative examples based on a series of current expectations and assumptions which may not happen as forecast. The 
actual performance, results, market value and prospects of a financial instrument may differ materially from those expressed or implied by the forward-looking statements 
in this document. The projected or targeted returns are inherently subject to significant economic, market and other uncertainties that may adversely affect performance. 
UBP also disclaims any obligation to update forward-looking statements, as a result of new information, future events or otherwise. Any performance data included in this 
document does not take into account fees, commissions, expenses charged on issuance and redemption of securities, or any other costs, nor any taxes that may be 
levied. The tax treatment of any investment depends on the client’s individual circumstances and may be subject to change in the future. This document does not contain 
any tax advice issued by UBP and does not necessarily reflect the client’s individual circumstances. This document is confidential and is intended to be used only by the 
person to whom it was delivered. This document may not be reproduced, either in whole or in part. UBP specifically prohibits the redistribution of this document, in whole 
or in part, without its written permission and accepts no liability whatsoever for the actions of third parties in this respect. This document is not intended for distribution in 
the US and/or to US Persons or in jurisdictions where its distribution by UBP would be restricted. UBP is authorised and regulated in Switzerland by the Swiss Financial 
Market Supervisory Authority (“FINMA”). 
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regulation by the Prudential Regulation Authority.
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