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Into the homestretch of an electoral nailbiter 
ipe 

for uncertainty of the sort that might cause market jitters. Instead, the S&P 500 is trading near all-  

 

Well, the more things change, the more they stay the same. For watchers of U.S. politics, there has been plenty to be excited 

about all summer, from the withdrawal of Joe Biden from the race and the swift ascent of Kamala Harris to the pick of first-

term Ohio Senator J.D. Vance as Republican vice-presidential nominee. Not to mention a second assassination attempt on 

and a rather underwhelming debate performance by former President Donald Trump, amongst several other moments where 

his age seemed to show. The net result, though, is that quality-adjusted polling averages have if anything gotten even tighter 

both nationally and in key states .  

 

It was not that hard to guess in advance that this election season would be full of twists and turns, leaving seasoned observers 

on tenterhooks until the very end. Back in June, we thought that, from a market perspective, this could create opportunities 

along the way, if markets got unnerved and temporarily ended up overpricing political risks. It was one of those instances 

when getting the politics right was the easy task  the harder one is often anticipating market reactions if and when a 

plausible set of events materializes. 

 

Contrary to what we thought might happen before the summer, U.S. equity markets have been taking events in their strides. 

probabilities or hop

with our base cases of this particular election being less consequential than widely anticipated, compared to, for example, 

earnings dynamics at sector level. The set of base-case outcomes is outlined in Section 1. Section 2 describes what surprises 

investors should nevertheless be ready for in the days, weeks and months that follow the vote  and which ones appear a 

bit overrated in terms of investor attention. This special concludes by setting this election in a longer-term context, by looking 

at how 2024 could nevertheless end up boosting U.S. national prosperity. 
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1.1 Narrowly divided chambers of Congress likely to trim presidential campaign promises 
We continue to think that for investors, it makes sense to focus on gridlock and divided government of various stripes, as the 

range of base cases most worthy of their attention. This is most obvious if we start by considering Congress, specifically the 

House of Representatives. 

  

Currently, Republicans are in control, by a razor fine majority. Along with most handicappers, we would expect another 

closely divided House, with Democrats as narrow favorites to be in the majority.1 Democrats have led in quality-adjusted 

generic Congressional ballot polling averages quite consistently during the last three months. Redistricting following the 

2020 census, as well as changing electoral coalitions of both major parties should, according to these polling averages, 

translate into taking Democrats to House victory  especially if Kamala Harris wins the popular vote nationally. 

 

Matters are quite a bit more complicated for the Senate, and not only because the next vice president would cast the tie-

breaking vote in case of a 50/50 split. Due to what looks like a very unfavorable Senate map, Democrats would need quite a 

few upset victories to avoid losing their Senate majority. Another possibility is that neither party ends up securely in control. 

Nebraska independent candidate Dan Osborn, who has run a surprisingly strong challenge to Republican incumbent Deb 

Fischer, for example, has pledged that .2  

 

Nevertheless, we would caution that Senate surprises tend to fairly frequently offset each other in terms of the national 

picture. Big, uncorrelated polling misses at the level of state Senate races have historically been quite common. Highly 

candidate- and state-specific factors can also reshape dynamics late in the cycle.3 It is worth keeping in mind that the Senate 

majority has gone its own way plenty of times before. There are already signs of a revival in voters  willingness to split their 

tickets  as the jargon goes  in 2024 by voting for one side for the Senate while favoring the 

presidency and House races.  

 

1.2 Probabilistically many s  
For the purposes of scenario planning, we would nevertheless point out that the differences in policy outcomes for investors 

need not be all that big, barring such a large polling error producing larger-than-expected Congressional majorities for either 

side. As long as House and Senate majorities are narrow, we would not expect either a Harris or Trump presidency to be all 

that significant in legislative terms.  

 

Back in June, we described these as middle instances within a probability distribution, capturing all the outcomes that look 

fairly plausible, while ignoring the more unlikely outcomes at either extreme Mushy Middle,

downright bipartisan compromises due to divided control of Congress and/or the presidency, we described the two adjacent 

Liberal Limp Trump Theater.  

 

  

https://www.dws.com/insights/cio-view/asset-classes/cio-special-07012024/
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Stylized probability range of plausible outcomes 

 

Source: DWS Investment GmbH as of 10/24/24 

 

Under the former scenario, we would continue to expect any Democratic sweep to be relatively inconsequential and also 

short-lived (leading to the loss of one or both chambers in the 2026 mid-terms). Given an even greater reliance on centrist 

House Members and Senators, as well as already stretched government finances, a Harris administration would probably 

struggle to finance such costly campaign promises as expanding the child tax credit, providing more generous support for 

first-time home buyers and eliminating taxes on tips. 

 

The same holds, arguably even more so, for a Republican sweep, especially if Trump were to win again only through the 

vagaries of the Electoral College. Do not get us wrong, another Trump presidency would likely bring plenty of day-to-day 

drama for market participants to watch, but its legislative legacy would probably not go much beyond extending most of the 

Trump tax cuts. This is because, in this scenario, Republican majorities would be narrow and Congressional delegations 

divided, making it hard to get much done, even leaving aside potential hostile market and voter reactions if and when they 

seemed on the verge of passing legislation.4  

 

Moreover, tax cuts for wealthy households and corporations are increasingly at odds with the new working-class coalition 

Republicans have been relying on for  relatively rare  electoral victories ever since 2016. Without a sharper reversal on 

,  and one or two upsets in this cycle, such 

as an Osborn victory or near victory in Nebraska, might well suffice to bring home that message to Congressional 

Republicans. 

 

 ability to pass consequential laws in 2021 and 2022, despite very 

narrow majorities, was very unusual, and probably owed a lot to an understanding of how to cobble together Congressional 

compromises over many decades. Neither Harris nor Trump (as well as their running mates, as far as the Senate is concerned) 

can point to anywhere near as much experience.5 Unable to run again in 2028, another Trump administration is likely to be 

severely constrained by tight majorities in Congress as well as Republican fractures, to an even larger extent than was the 

case from 2017 to 2018. 

 

Not to mention the law. To be sure, tariffs and other trade measures have increasingly become a bipartisan pursuit, especially 

with regards to China. Given that Congress has the power to set tariff policy under the U.S. Constitution, however, the direct 

impact of another Trump term even on trade should not be overstated.6 Especially if and when some of the negative 
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Congressional Republicans would presumably feel compelled to act. 

 

1.3 The race for the White House and market implications of plausible scenarios 
 the race for the White House? We will keep this brief, not least as you have probably 

read more than enough horse-race coverage already. For investors, though, three points are worth keeping in mind.  

First, swing-state polling can be subject to big, only partially correlated misses  and even what really counted as the pivotal 

state(s) in any given U.S. presidential election contest can only be determined with hindsight. The same holds for estimates 

of how small or large an advantage either side might have in the Electoral College.7 

 

Second, events and reality unfolding in any new administration s early months tend to do more to shape policy than campaign 

promises. And third, chances of polling misses of some sort are actually unusually large this time around for the presidential 

contest, due to some methodologically questionable choices by many pollsters.8   

 

All this should lead to reasonably well-behaved market reactions in the days following election day; or potentially weeks or 

months if things get very tight in either the Senate or the House (though this seems less likely, as we argue in the next 

section, for the presidency). For equity markets in particular, we would think that even a Republican sweep might see anxiety 

about trade policies and higher interest rates mixed with relief and tax-cutting hopes. However, some sectors would no doubt 

benefit from the removal of election-related uncertainty. For example, both sides have pledged to boost spending on 

technology and encouraging innovation, while anything short of an overwhelming Democratic victory might boost sentiment 

towards healthcare stocks. 

 

The main exception we would highlight from a market perspective would be a Harris win so unexpected and decisive as to 

enable Democrats to not just win the House but also hold the Senate. Harris would then claim that she and Democrats had 

a mandate and quickly try to move forward her agenda. It is worth keeping in mind that Senate Democrats, led by Majority 

Leader Chuck Schumer (D-NY) have threatened for years to further restrict or altogether abolish the filibuster. This 

parliamentary procedure allows one or more Senators to delay or entirely prevent a vote on many legislative proposals, 

provided there is no super majority in favor (currently 60 out of 100 Senators).  

 

Changing those rules would in principle be possible through a simple majority. Two Senators adamantly opposed to such a 

change in the current Congress are retiring, namely Democrat-turned-independent Senators Joe Manchin of West Virginia 

and Kyrsten Sinema of Arizona. A third Senator open to reform but not to elimination of the filibuster is 

already mentioned above.9 

 

It is very hard to see Democrats holding the majority in the Senate if Tester loses in Montana, but for markets, mere but 

serious post-election talk of abolishing the filibuster could come as a shock, as it would have big, potential implications from 

healthcare policy to tax policy. The precise effects in terms of actual legislative changes are hard to gauge. Take prescription 

drug costs, for example. Apart from a specific pledge to xtend the $35 cap on insulin and $2,000 cap on out-of-pocket 

costs to all Americans, not just seniors, mentions vague plans to accelerate the speed of 

Medicare prescription drug negotiations and increase competition and demand transparency in the health care industry. 10 

On taxes, pressure on individual Republican Senators (under a new, less experienced minority leader) might prove immense, 

moreover, to compromise on corporate tax rates or taxes on wealthy households, perhaps in return for the filibuster to 

nominally survive. And after the strong run U.S. equities have had, it may not take much of a disappointment on future U.S. 

tax policies to cause some market jitters. 
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2.1 What other November surprises investors should be ready for  
Of course, one of the reasons market reactions to looming political events are often hard to predict in advance is that humans 

 including experts and market participants  are quite bad at thinking probabilistically, especially if what is about to happen 

has few immediate precedents in recent memory.11   

 

Take, for example, the idea that because polling currently suggests a tight race, the end result will necessarily be just as 

tight. This is based on poll-driven, probabilistic models, which have shown close to 50/50 probability splits for Harris and 

Trump throughout much of the campaign. But, at least when they are properly done, the same type of simulations that 

produce very tight win probabilities (based on current polling) also suggest that this will not necessarily translate into tight 

Electoral College margins. If many polls turn out to be wrong in similar directions and magnitudes, either because of the 

typical movements in polls between now and election day or because of regionally correlated polling errors come election 

day, the same models tend to imply there is something like a 50% chance of an Electoral College landslide.12 

 

In part, that reflects some of the underlying modelling assumptions. Unlike plenty of countries we cover, the U.S. has pretty 

good polling and some excellent polling aggregators and modelers, partly because there is a lot of historical data. As a result, 

it has become an article of faith to 

(compared to current averages). We tend to be a little more open-minded on this and would more heavily rely on the patterns 

seen in the most recent electoral events involving the similar electoral coalitions (notably, as far as the U.S. is concerned, the 

last two mid-terms, as well as the 2020 presidential election). It is worth keeping in mind that an election being a toss-up 

ahead of the vote in a series of winner-takes-it-all contests such as the Electoral College is perfectly consistent with a final 

result turning out lopsided under most reasonable modelling assumptions.  

 

For investors, this means preparing for this election not necessarily turning into a nailbiter. Whatever your take on the 

underlying dynamics of the race, be prepared for results becoming clear either very quickly  or very slowly. If the Electoral 

College math does come down to just one or two swing states, it could take a few days at least to get clarity, especially if 

either Pennsylvania or Wisconsin are among the close states that turn out to matter.13  

 

By contrast, some of the outcomes pundits and some investors tend to spend undue amounts of attention on range from 

exceedingly to very unlikely. For example, no candidate getting 270 electoral votes, with both Trump and Harris tied at 269, 

requires some pretty odd combinations of state-level victories. Somewhat less improbable but still very unlikely, are scenarios 

of one or more decisive states being so tight as to require automatic recounts by state law (typically mandated when results 

are within 0.5 percentage points apart). However, these types of outcomes are altogether more plausible when it comes to 

the Senate or individual House races. So, investors should also be prepared for the race for the White House being decided 

fairly quickly, with Congressional control still in the balance. 

 

In this paper, we have argued that it makes sense for investors to focus on gridlock and divided government of various stripes. 

We have explained why we would not expect either a Harris or Trump presidency to be all that significant in legislative terms. 

We pointed out how tax cuts for wealthy households and corporations are increasingly at odds with the new, working-class 

coalition Republicans have been relying on for  relatively rare  electoral victories and explained which November surprises 

investors should be prepared for.  

 

All this has led us to suggest why our base case sees this particular election as being less consequential than many think, at 

least in the short term as measured in months and years. In the long term though, it appears to be quite consequential 
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already, not least at making U.S. governance institutions more inclusive, by, for example, both sides paying closer attention 

to voters and places left behind in recent decades. 

 

The other week, the Royal Swedish Academy of Sciences decided to award the Sveriges Riksbank Prize in Economic Sciences 

in Memory of Alfred Nobel 2024 to Daron Acemoglu, Simon Johnson and James Robinson. All three moved to the U.S. as 

adults and won for their work on how institutions are formed and affect the prosperity between nations.14  

 

Amidst fears and increasingly apocalyptic warnings by U.S. partisans of both sides, this work seems like a suitable 

counterpoint for investors to consider.15 For one thing, it makes it clear that institutions and institutional legacies tend to be 

quite sticky. For another, one of the core arguments of Acemoglu, Johnson and Robinson has long been that for institutions 

to encourage investment in human and physical capital, these institutions need to be inclusive, in terms of widely sharing 

prosperity, rather than extractive (with a small group of insiders able to exploit the rest of society).  

 

Seen in those terms, it perhaps becomes easier to assess the last eight years of U.S. politics, and the bitter divides we will 

no doubt see come election day, also as a sign of institutional renewal  especially, as we would quite expect, if accompanied 

by another presidential election with unusually large voter turnout.  
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Glossary 
 
The Democratic Party (Democrats) is one of the two political parties in the United States. It is generally to the left of its main rival, the 
Republican Party. 

The Electoral College is the body which elects the President and the Vice President of the United States. It is composed of electors from 
each state equal to that state's representation in Congress. 

The United States House of Representatives is a legislative chamber consisting of 435 Representatives, as well as non-voting delegates from 
Washington, D.C. and U.S. territories. Representatives are elected for two-year terms and each state's representation is based on population 
as measured in the previous Census. 

The Republican Party (Republicans), also referred to as Grand Old Party (GOP), is one of the two major political parties in the United States. 
It is generally to the right of its main rival, the Democratic Party. 

The S&P 500 is an index that includes 500 leading U.S. companies capturing approximately 80% coverage of available U.S. market capitali-
zation. 

The United States Congress is the legislature of the federal government. It is comprised of the Senate and the House of Representatives, 
consisting of 435 Representatives and 100 Senators. 

The United States Senate is a legislative chamber consisting of 100 Senators, with each state being represented by two Senators. Senators 
are elected for six year, overlapping terms in their respective state. 
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any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, including the United States, 
where such distribution, publication, availability or use would be contrary to law or regulation or which would subject DWS to any registration 
or licensing requirement within such jurisdiction not currently met within such jurisdiction. Persons into whose possession this document 
may come are required to inform themselves of, and to observe, such restrictions. 
 
Past performance is no guarantee of future results; nothing contained herein shall constitute any representation or warranty as to future 

berg) are copyrighted 
by and proprietary to the provider. 
 
For Investors in Canada: No securities commission or similar authority in Canada has reviewed or in any way passed upon this document or 
the merits of the securities described herein and any representation to the contrary is an offence. This document is intended for discussion 
purposes only and does not create any legally binding obligations on the part of DWS Group. Without limitation, this document does not 
constitute an offer, an invitation to offer or a recommendation to enter into any transaction. When making an investment decision, you 
should rely solely on the final documentation relating to the transaction you are considering, and not the information contained herein. DWS 
Group is not acting as your financial adviser or in any other fiduciary capacity with respect to any transaction presented to you. Any trans-
action(s) or products(s) mentioned herein may not be appropriate for all investors and before entering into any transaction you should take 
steps to ensure that you fully understand such transaction(s) and have made an independent assessment of the appropriateness of the 
transaction(s) in the light of your own objectives and circumstances, including the possible risks and benefits of entering into such transac-
tion. You should also consider seeking advice from your own advisers in making this assessment. If you decide to enter into a transaction 
with DWS Group you do so in reliance on your own judgment. The information contained in this document is based on material we believe 
to be reliable; however, we do not represent that it is accurate, current, complete, or error free. Assumptions, estimates and opinions con-
tained in this document constitute our judgment as of the date of the document and are subject to change without notice. Any projections 
are based on a number of assumptions as to market conditions and there can be no guarantee that any projected results will be achieved. 
Past performance is not a guarantee of future results. The distribution of this document and availability of these products and services in 
certain jurisdictions may be restricted by law. You may not distribute this document, in whole or in part, without our express written permis-
sion. 
 
For investors in Bermuda: This is not an offering of securities or interests in any product. Such securities may be offered or sold in Bermuda 
only in compliance with the provisions of the Investment Business Act of 2003 of Bermuda which regulates the sale of securities in Bermuda. 
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Additionally, non-Bermudian persons (including companies) may not carry on or engage in any trade or business in Bermuda unless such 
persons are permitted to do so under applicable Bermuda legislation.    
 
© 2024 DWS Investment GmbH, Mainzer Landstraße 11-17, 60329 Frankfurt am Main, Germany.  
All rights reserved. 
 

as of 10/24/24; 103314_1 (10/2024) 


