Our base case is a Joe Biden victory and a Democratic clean sweep…
…but much can still happen, and absentee voting will increase a lot
Likelihood of major political turbulence is low, but would affect financial markets most
The US election is coming up and trusting polls and betting markets it looks like Joe Biden will become the
46th US President. Much can still happen in the run up to November 3, but without major surprises, we see
a Biden-victory and even a Democratic clean sweep, i.e. majority in Congress, as the most likely outcome.
With that said, both the election and its aftermath can still be nasty. Because of the pandemic, absentee
voting will increase much. This brings the attention to some challenges. Some states don’t have robust
systems for in-mail ballots, the United State Postal Service (USPS) is in crisis and rejection rates tend to be
high from time to time, the New York City’s primary election is one example. All this pose risks to a delayed
result and a dragged-out process.
On top of this, there have been discussions that President Trump won’t respect the election result and
commit to a peaceful transfer of power. Some GOP lawmakers have, however, dismissed this. We see low
likelihood of major political turbulence, but a disputed election result would cause turbulence on the
financial markets where safe-haven assets may be favoured.
Read more about the US election in our Q&A, here (only in Swedish), which focusses on the politics of the
election. In an upcoming analysis we’ll dig further into the economic consequences of the election.
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Going into the US election we illustrate four scenarios. They’re based on expectations from opinion polls
and betting markets as well as historical outcomes. The scenarios have also incorporated statements by
the candidates.
In the post-war era there have only been two majority changes in the House of Representatives in a
presidential election year, in 1948 and 1952. (Usually changes occur during a midterm). Consequently, the
likelihood of a majority change in the House is tiny. This is also confirmed by the betting market. Hence, our
scenarios are:
i) Democratic clean sweep (Joe Biden + Congress)
ii) Joe Biden victory + split Congress
iii) Donald Trump victory + split Congress
iv) Disputed result with no accepted winner and a refusal to step down
Most likely Joe Biden will become the next president either under scenario (i) or (ii). According to Pew
Research Center, most regular and special senate elections held since 2012 show that the senate race go
the same way as state presidential votes, i.e. scenario (i) above. Taken together, scenario (i) is our base
case.
The current opinion polls and betting predictions show that Biden has a solid lead on Trump. In the
2016 election, the national polls performed decently on the popular vote but performed worse at the state
level, where the presidential elections are determined. The final RealClearPolitics (RCP) poll average in the
swing states had the slimmest lead in the Electoral College for Clinton. Currently, RealClearPolitics gives
Biden support from 375 electors while Trump gets support from 163 electors when not allowing toss ups
states. The conclusion from FiveThirtyEight’s model is the same where Biden wins 87 times of 100. As seen
by the chart on p.3, Biden’s lead over Trump is also larger than Clinton’s back in 2016 (looking at RCP
average).
Regarding the Congress, both polls and the betting market point to a blue wave. Again, when no
toss ups states are allowed RealClearPolitics shows a Democratic lead (51 senators) on the Republicans (49
senators). This implies that Democrats pick-ups five states while the Republicans only pick-ups one.
According to FiveThirtyEight there is also an 80% likelihood that Democrats will hold between 48 to 55
seats in the Senate.
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The US election system consists of 51 indirect elections, one in each state and one in District of Colombia.
It’s indirect because voters are voting for electors, not the President and Vice-President themselves. The
electors are then in turn voting according to the state’s preferences.
The system is a winner takes it all, except for Main and Nebraska, meaning that the winning party gets all
elector votes in that voting district. The number of electors per district differ and should reflect the relative
population in the state. Since some districts never change colour (red or blue) all focus is on the uncertain
ones, the so-called swing (purple) states that usually determine the election. Looking at FiveThirtyEight’s
list of states to watch the 192 electoral votes cited below will decide who’s becoming America’s next
president. We note that Florida and Ohio have an exceptionally strong track-record since the 90s.
The candidate first receiving 270 electoral votes out of the 538 possible wins the election.

Presidential voting history
State (electoral votes)

1996

2000

2004

Arizona (11)
Colorado (9)

2008
R

2012

2016

R

R

D

R

R
D

Maine (statewide) (4)

D

D

Michigan (16)

D

D

Minnesota (10)

D

D

D

D

New Mexico (5)

D
R

D

D

D

D

D

D

D

D
D (slightly favored)

R

Toss-up

Ohio (18)
Pennsylvania (20)
Virginia (13)
Wisconsin (10)

D
D

Nevada (6)
New Hampshire (4)

Toss-up

R

R (slightly favored)

Iowa (6)

North Carolina (15)

D
D

Florida (29)
Georgia (16)

2020 f
D (slightly favored)

D

D

D

D

R

D
D

D
D

President
Note: Bold indicates that the state voted in line with the overall presidential result. Forecast for 2020 is based on FiveThirtyEight
Source: FiveThirtyEight, 270towin & Swedbank Research
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US politics are mainly set by the Congress (foreign policy and being the officer in charge for military
forces being some exceptions). For example, it holds the legislative power and determines taxes as well as
public spending. Thus, the outcome of the Capitol is as crucial for the economy as the presidential election.
The Congress consists of the House of Representatives (435) and the Senate (100). This year 35 seats in
the Senate are up for grabs of which 23 belong to Republicans and 12 to Democrats. If each party would
get 50 seats in the Senate, the party holding the vice-presidency gets the power. Hence, a Joe Biden
victory would imply that Democrats only need 3 additional seats to regain control (currently they’re 45
senators plus 2 independent caucusing as Democrats). The Democrats are also in control of the House of
Representatives (D: 235 seats vs. R: 199, at the opening of the 116th Congress, initially lacking a seat from
North Carolina). On November 3, the biennial election for all seats in the House will take place. To get
majority 218 seats are needed (when no vacancies occur).

Note: The map was updated on Oct. 14

Note: The map was updated on Oct. 14

Source:Tim Ryan Williams/Vox & Swedbank Research

Source: Tim Ryan Williams/Vox & Swedbank Research

A dragged-out or a disputed result cannot be ruled out. This would likely cause market turbulence
for a while. As the presidential and Congress elections will see many more votes by mail, we might not
have an idea of the results on the election night (possibly not even on the morning after). However, it may
be possible to see what direction the sentiment is tilting to, not least if one of the presidential candidates is
heading to a landslide victory. But don’t count your chickens before they hatch.
The Democrats share of the votes tend to increase after the election night as more votes are being
counted, i.e., there is a so called “blue shift”. Usually this doesn’t matter for the overall results, but if there
are small margins in some states it may play a role. This year there are speculations that the blue shift will
be larger than in the past as Democrats tend to be more prone to vote by mail than Republicans. To
complicate the matter further the timing when states count the mail-in ballots differs, so results in some
states will be delayed.
Besides a rise in absentee voting (possibly doubled from 2016), Vox states that the United State Postal
Service (USPS) is undergoing a series of cost-cutting measures, which have caused mail delays. The
changes e.g. include reducing the number of sorting machines from postal facilities, where swing states like
Pennsylvania, Michigan and Florida are affected. The USPS’ changes have, however, now been put on-hold
until after the election and the Postmaster General has guaranteed that the November election is “ the
number one priority”. But prior that, the Postal Service in late July informed 46 states and
Washington DC that it can’t promise that their mail-in ballots would be delivered in time to be
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counted. The USPS should though have capacity to handle surges in mailing and even if the election will
bring a spike in mailing, it’s expected to be lower volumes than during the holidays (see here). But some
states don’t have robust absentee voting systems, meaning that they haven’t experienced such volumes of
mail-in ballots before. This pose yet another risk for a time lag.
There are also different laws for how mail-in ballots work in different states. Some states, including some
battleground states, require that the election authorities receive ballots on November 3, while others
require a postmark before or by that date. Some states with postmark rules have tight deadlines for receipt
close to November 3. Consequently, there is a risk that several votes will be uncounted if there is a
delay in the mail. For example, half a million mail-in ballots were rejected in the primary elections due to
voter error and delays, according to the Washington Post which Vox cites. And in the 2016 election states
rejected 1% of returned ballots due to errors or delays – in some states the figure was as high as 5%.
All this just sets the ground without taking notice of factors like creating a perception of a problematic
postal service, the possibly reduced confidence in mail-in voting and the filed lawsuits on state and local
governments over mail-in ballot rules. Increased ballot fraud, which has been brought up as a risk factor
with mail-in voting, is however rare in the US, see here.
President Trump and Vice-president Pence have also hinted that they won’t commit to a peaceful transfer
of power if the Republicans lose the presidential election. Trump’s remarks have, however, been dismissed
by some GOP lawmakers where the Senate Majority Leader Mitch McConnell is one of them (see here).

Recall the 2000 election between Al Gore and George W Bush. On the election night, the TV networks
declared Gore as winner, which they later withdrew before withdrawing that too. The result in Florida was
too close to call and in December the Supreme Court controversially had to decide the matter. The Supreme
Court ordered to stay of the recount, which led to a Bush-victory.
In the 2020 election, however, we believe that the likelihood is low of a perfect political storm
where the vote count is so close in a state that it could alter the presidential outcome.
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This report has been compiled by analyst(s) at Swedbank Macro Research, a unit
within Swedbank Research that belongs to Swedbank Large Corporates &
Institutions (“LC&I”). Macro Research are responsible for preparing reports on
economic developments in the global and domestic markets. Macro Research
consists of research departments in Sweden, Norway, Finland, Estonia, Latvia, and
Lithuania.
Swedbank Macro Research bases the research on a variety of aspects and analysis.
For example: A fundamental assessment of the cyclical and structural economic,
current or expected market sentiment, expected or actual changes in credit rating,
and internal or external circumstances affecting the pricing of selected FX and
fixed income instruments. Based on the type of investment recommendation, the
time horizon can range from short-term up to 12 months.
Recommendations in FX and fixed income instruments are done both in the cash
market and in derivatives. Recommendations can be expressed in absolute terms,
for example attractive price, yield or volatility levels. They can also be expressed in
relative terms, for example long positions versus short positions. Regarding the
cash market, our recommendations include an entry level and our recommendation
updates include profit and often, but not necessarily, exit levels. Regarding
recommendations in derivative instruments, our recommendation include
suggested entry cost, strike level and maturity. In FX, we will only use options as
directional bets and volatility bets with the restriction that we will not sell options
on a net basis, i.e. we will only recommend positions that have a fixed maximum
loss.
The analyst(s) responsible for the content of this report hereby confirm that
notwithstanding the existence of any such potential conflicts of interest referred
to herein, the views expressed in this report accurately reflect their personal
views about the securities covered. The analyst(s) further confirm not to have
been, nor are or will be, receiving direct or indirect compensation in exchange for
expressing any of the views or the specific recommendation contained in the
report.
This report by Macro Research is issued by the business area LC&I within
Swedbank AB (publ) (“Swedbank”). Swedbank is under the supervision of the
Swedish Financial Supervisory Authority (Finansinspektionen). In no instance is
this report altered by the distributor before distribution.
In Finland this report is distributed by Swedbank’s branch in Helsinki, which is
under the supervision of the Finnish Financial Supervisory Authority
(Finanssivalvonta).
In Norway this report is distributed by Swedbank’s branch in Oslo, which is under
the supervision of the Financial Supervisory Authority of Norway (Finanstilsynet).
In Estonia this report is distributed by Swedbank AS, which is under the
supervision of the Estonian Financial Supervisory Authority (Finantsinspektsioon).
In Lithuania this report is distributed by “Swedbank” AB, which is under the
supervision of the Central Bank of the Republic of Lithuania (Lietuvos bankas).
In Latvia this report is distributed by Swedbank AS, which is under the supervision
of The Financial and Capital Market Commission (Finanšu un kapitala tirgus
komisija).
This document is being distributed in the United States by Swedbank and in
certain instances by Swedbank Securities U.S. LLC (“Swedbank LLC”), a U.S
registered broker dealer, only to major U.S. institutional investors, as defined
under Rule 15a-6 promulgated under the US Securities Exchange Act of 1934, as
amended, and as interpreted by the staff of the US Securities and Exchange
Commission. This investment research is not intended for use by any person or
entity that is not a major U.S institutional investor. If you have received a copy of
this research and are not a major U.S institutional investor, you are instructed not
to read, rely on or reproduce the contents hereof, and to destroy this research or
return it to Swedbank or to Swedbank LLC. Analyst(s) preparing this report are
employees of Swedbank who are resident outside the United States and are not
associated persons or employees of any US registered broker-dealer. Therefore,
the analyst(s) are not subject to Rule 2711 of the Financial Industry Regulatory
Authority (FINRA) or to Regulation AC adopted by the U.S Securities and Exchange
Commission (SEC) which among other things, restrict communications with a
subject company, public appearances and personal trading in securities by a
research analyst.
Any major U.S Institutional investor receiving the report, who wishes to obtain
further information or wishing to effect transactions in any securities referred to
herein, should do so by contacting a representative of Swedbank LLC. Swedbank
LLC is a U.S. broker-dealer registered with the Securities and Exchange
Commission and a member of Financial Industry Regulatory Authority and the
Securities Investor Protection Corporation. Its address is One Penn Plaza, 15th Fl.,
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New York, NY 10119 and its telephone number is 212-906-0820. For important
U.S. disclaimer, please see reference:
http://www.swedbanksecuritiesus.com/disclaimer/index.htm
In the United Kingdom this communication is for distribution only to and directed
only at "relevant persons". This communication must not be acted on – or relied on
– by persons who are not "relevant persons". Any investment or investment
activity to which this document relates is available only to "relevant persons" and
will be engaged in only with "relevant persons". By "relevant persons" we mean
persons who:
Have professional experience in matters relating to investments falling
within Article 19(5) of the Financial Promotions Order.
Are persons falling within Article 49(2)(a) to (d) of the Financial Promotion
Order ("high net worth companies, unincorporated associations etc").
Are persons to whom an invitation or inducement to engage in investment
activity (within the meaning of section 21 of the Financial Services and
Markets Act 2000) – in connection with the issue or sale of any securities –
may otherwise lawfully be communicated or caused to be communicated.
All information, including statements of fact, contained in this research report has
been obtained and compiled in good faith from sources believed to be reliable.
However, no representation or warranty, express or implied, is made by Swedbank
with respect to the completeness or accuracy of its contents, and it is not to be
relied upon as authoritative and should not be taken in substitution for the
exercise of reasoned, independent judgment by you.
Be aware that investments in capital markets – such as those described in this
document – carry economic risks and that statements regarding future
assessments comprise an element of uncertainty. You are responsible for such
risks alone and we recommend that you supplement your Decision-making with
that material which is assessed to be necessary, including (but not limited to)
knowledge of the financial instruments in question and the prevailing
requirements as regards trading in financial instruments.
Opinions contained in the report represent the analyst's present opinion only and
may be subject to change. In the event that the analyst's opinion should change or
a new analyst with a different opinion becomes responsible for our coverage, we
shall endeavour (but do not undertake) to disseminate any such change, within
the constraints of any regulations, applicable laws, internal procedures within
Swedbank, or other circumstances.
If you are in doubt as to the meaning of the recommendation structure used by
Swedbank in its research, please refer to “Recommendation structure”.
Swedbank is not advising nor soliciting any action based upon this report. If you
are not a client of ours, you are not entitled to this research report. This report is
not, and should not be construed as, an offer to sell or as a solicitation of an offer
to buy any securities.
To the extent permitted by applicable law, no liability whatsoever is accepted by
Swedbank for any direct or consequential loss arising from the use of this report.
In Swedbank Macro Research, a unit within Swedbank Research, internal
guidelines are implemented in order to ensure the integrity and independence of
the research analysts. For example:
Research reports are independent and based solely on publicly available
information.
The analysts are not permitted, in general, to have any holdings or any
positions (long or short, direct or via derivatives) in such Financial
Instruments that they recommend in their investment analysis.
The remuneration of staff within the Swedbank Macro Research department
may include discretionary awards based on the firm’s total earnings,
including investment banking income. However, no such staff shall receive
remuneration based upon specific investment banking transactions.
An investment recommendation is normally updated twice a month. This material
may not be reproduced without permission from Swedbank Research, a unit
within LC&I. This report is not intended for physical or legal persons who are
citizens of, or have domicile in, a country in which dissemination is not permitted
according to applicable legislation or other Decisions.
Produced by Swedbank Research, a unit within LC&I, Stockholm.
Swedbank LC&I, Swedbank AB (publ), SE-105 34 Stockholm.
Visiting address: Malmskillnadsgatan 23, 111 57 Stockholm.
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