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U.S. election scenarios

By Stéfane Marion and Angelo Katsoras

This report analyzes the political implications of various U.S. election scenarios and their potential short-term impact on
financial markets.

Scenario 1: A Democratic Sweep

The Democrats win the presidency and both chambers of Congress. This puts them in an exceptionally strong position to
advance their legislative agenda. However, they did not win the enough seats needed to overcome Senate rules requiring 60
votes to close debate and vote on most legislation {(otherwise known as the filibustering).

There are two ways to get around this 60-vote threshold. One is to use a process called reconciliation. This allows certain
fiscal measures to pass with just a simple majority. The Democrats used budget reconciliation to pass Obamacare in 2015,
while the Republicans did the same to pass their tax overhaul in 2017,

The other, more extreme option, which we feel will be chosen by the Democrats, is to lower the bar for passing all legislation to
a simple majority of 51 votes. The 60-vote threshold can be eliminated with a simple majority. This game-changing move
would provide the Democrats with an unprecedented opportunity to pass major legislation.

While this blue sweep could unsettle some investors on account of the pledge by Democrats to raise corporate and capital
gains taxes and to increase business regulations, we feel that the negative impact of these policies, at least in the short term,
would be more than offset by massive spending. Further, the Biden administration will very likely enact a major stimulus
package before addressing tax policy.

Estimates of how much Biden's tax proposals would increase government revenues over the next 10 years are generally in the
range of $3 to $4 trillion, while the total cost of his policy proposals is estimated at $7 trillion over the same period. This does
not include the imminent approval of another massive stimulus package.

Investors will be able to get a sense of the general ideological direction of the Biden administration by examining whether the
people appointed to cabinet posts and chosen to lead regulatory agencies are mostly moderates or mostly progressives.

Finally, on the geopolitical front, taking a tough line on China will remain one of the few areas where there is an overwhelming
bipartisan consensus. Indeed, most recent legislation targeting China has passed with near-unanimous support in Congress.
For most other legislation not involving China, gridlock is the norm. Tensions with China could even climb a notch if the
Democrats follow through on their proposal to impose carbon border tariffs on imports from countries with lower
environmental standards.

Market impact: Under this scenario, we would expect a short-term fiscal stimulus package of well over $2 trillion
followed soon by more government spending on infrastructure and the environment. Such a development would
support equities relative to Treasuries, which we would expect to sell off at the long end (higher yields). The
combination of quantitative easing by the U.S. Federal Reserve and a large fiscal stimulus package would be U.S. dollar
negative. The potential introduction of a carbon tax would further crystallize market expectations of higher inflation.

Scenario 2: Democrats take presidency, Republicans retain control of Senate

A Republican-controlled Senate will prevent Biden from enacting most of his ambitious legislative agenda, which means
trillions less in spending than otherwise would have been the case under a unified Democratic government.

We still feel that the Republicans and the Democrats will eventually agree to pass another major stimulus package early in
2021 {around $2 trillion). The driving force behind this agreement will be concerns about a faltering economy and the end of the
election cycle during which time both parties feared handing the other party a political victory.

A divided government will force the Biden administration to govern largely by way of executive order. The Republicans will
respond by challenging the legality of these orders in the federal circuit courts. While the Supreme Court may be the highest
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legal body in the land, it hears only a very small number of cases annually (100 to 150). The vast majority of federal lawsuits are
heard one level lower in the circuit courts.

Investors can make a reasonable guess as to how these courts would rule on the legality of Biden's executive orders based on
whether the presiding panel of judges were mostly nominated by the Republicans or the Democrats.

A rare area of bipartisan consensus will be legislation targeting China. Politically speaking, being anti-China today is the
equivalent of being anti-Soviet Union in the 1950s. Indeed, most of the recent legislation targeting China has passed with
near-unanimous support in Congress. For most of the legislation not involving China, gridlock will remain the norm. In the same
way that Trump implemented tariffs on China via executive orders, Biden could further ratchet up tensions by doing the same
with carbbon border taxes.

Market impact: This scenario limits the scope for a shock-and-awe fiscal stimulus. We see this outcome as negative for
equities because more regulation with less stimulus would undermine the profit outlook. We see Treasury yields trading
sideways or slightly downward as the prospects of advancing most of the Democratic Party’s legislative agenda fade.

Against this backdrop, we would expect the U.S. dollar to appreciate slightly.

Scenario 3: Trump wins election, Democrats retain control of House (status quo)

As in 2016, Trump's surprise victory proves most polls wrong and shocks political pundits. Also, as in 2016, he won the Electoral
College but lost the popular vote—an outcome his opponents will find hard to accept.

Given that Trump will continue to preside over a divided government where the Republicans maintain control of the Senate
and the Democrats hold the majority in the House of Representatives, this will force Trump to continue governing largely by
way of executive order.

The Democrats will respond by challenging the legality of these orders in the circuit courts. Investors can make a reasonable
guess as to how these courts would rule on the legality of Trump's executive orders based on whether the presiding panel of
judges were mostly nominated by the Republicans or the Democrats.

In the same way that Republicans and Democrats agreed to pass two major stimulus bills in 2020, we feel that the two sides
will come together once again to pass another major stimulus package early in 2021. Trump, who has expressed support for
another larger stimulus package, will be able to apply greater pressure on Senate Republicans to accept a larger package
than Biden could with a divided government. The driving force behind this agreement will be concerns over a faltering
economy and the end of the election cycle during which time both parties feared handing the other a political victory.

A rare area of bipartisan consensus would be legislation targeting China. Politically speaking, being anti-China today is the
equivalent of being anti-Soviet Union in the 1950s. It is a fact that most of the recent legislation targeting China has passed
with near-unanimous support in Congress. For most of the legislation not involving China, gridlock will remain the norm. Look
for Trump to continue ratcheting up pressure on China.

Market impact: This scenario favours some upside for equity markets on the strength of less regulation, continued low
corporate taxes, and the President’s desire to prop up the stock market with a sizeable fiscal stimulus package (over $2
trillion). We see Treasury yields moving higher and the U.S. dollar moving lower.

Scenario 4: A contested election

Biden and/or Trump challenge the validity of the election results with the point of contention revolving around which mail-in
votes should be counted or discarded. On one level, this will be a repeat of 2000 when the election hung in the balance for
several weeks amid a battle over vote counting in Florida. Back then, the winner was declared on December 13 only once Gore
conceded defeat after the Supreme Court intervened to award Bush the state.

However, what will make the dispute different this time around is the much greater animosity between the two parties, with
each side portraying the other as a threat to the country’s future. It is important to note, also, that the dispute in Florida took
place at a time of much less societal tension. That is, it occurred before 9/11, China's emergence as a world power, the 2008
financial crisis, the rise of divisive social media, and Covid-19.

Finally, as in 2000, it is likely that the nation’s Supreme Court will be required to decide which side has legal cause sooner
rather than later, leaving over 40% of the population extremely disappointed. A key date to watch is December 8, the deadline
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for states to appoint the 538 men and women who will make up the Electoral College. Supporters from both sides have
already converged on many cities to protest.

Market impact: Markets do not like political uncertainty, especially when it involves the world’s largest economy. We
would expect equity markets to trade lower. The outcome for Treasury yields and the U.S. dollar is less obvious, but we
are tempted to think that bond yields would move a little higher as foreign investors shy away from U.S. assets until the
imbroglio is resolved. The U.S. dollar weakens, and the price of gold rises.
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General

This Report was prepared by National Bank Financial, Inc. (NBF), (o Canadian investment dealer, member of IIROC), an indirect wholly owned subsidiary of
National Bank of Canada. National Bank of Canada is a public company listed on the Toronto Stock Exchange.

The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete and may
be subject to change without notice. The information is current as of the date of this document. Neither the author nor NBF assumes any obligation to update
the information or advise on further developments relating to the topics or securities discussed. The opinions expressed are based upon the author(s) analysis
and interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell the securities mentioned herein, and nothing in this
Report constitutes a representation that any investment strategy or recommendation contained herein is suitable or appropriate to a recipient’s individual
circumstances. In all cases, investors should conduct their own investigation and analysis of such information before taking or omitting to take any action in
relation to securities or markets that are analyzed in this Report. The Report alone is not intended to form the basis for an investment decision, or to replace any
due diligence or analytical work required by you in making an investment decision.

This Report is for distribution only under such circumstances as may be permitted by applicable law. This Report is not directed at you if NBF or any offiliate
distributing this Report is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself
before reading it that NBF is permitted to provide this Report to you under relevant legislation and regulations.

National Bank of Canada Financial Markets is a trade name used by National Bank Financial and National Bank of Canada Financial Inc.
Canadian Residents

NBF or its aoffiliates may engage in any trading strategies described herein for their own account or on a discretionary basis on behalf of certain clients and as market
conditions change, may amend or change investment strategy including full and complete divestment. The trading interests of NBF and its offiliates may also be
contrary to any opinions expressed in this Report.

NBF or its affiliates often act as financial advisor, agent or underwriter for certain issuers mentioned herein and may receive remuneration for its services. As well
NBF and its affiliates and/or their officers, directors, representatives, associates, may have a position in the securities mentioned herein and may make purchases
and/or sales of these securities from time to time in the open market or otherwise. NBF and its affiliates may make a market in securities mentioned in this
Report. This Report may not be independent of the proprietary interests of NBF and its affiliates.

This Report is not considered a research product under Canadian law and regulation, and consequently is not governed by Canadian rules applicable to the
publication and distribution of research Reports, including relevant restrictions or disclosures required to be included in research Reports.
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UK Residents

This Report is a marketing document. This Report has not been prepared in accordance with EU legal requirements designed to promote the independence of
investment research and it is not subject to any prohibition on dealing ahead of the dissemination of investment research. In respect of the distribution of this
Report to UK residents, NBF has approved the contents (including, where necessary, for the purposes of Section 21(1) of the Financial Services and Markets Act
2000). This Report is for information purposes only and does not constitute a personal recommendation, or investment, legal or tax advice. NBF and/or its
parent and/or any companies within or affiliates of the National Bank of Canada group and/or any of their directors, officers and employees may have or may
have had interests or long or short positions in, and may at any time make purchases and/or sales as principal or agent, or may act or may have acted as
market maker in the relevant investments or related investments discussed in this Report, or may act or have acted as investment and/or commercial banker
with respect hereto. The value of investments, and the income derived from them, can go down as well as up and you may not get back the amount
invested. Past performance is not a guide to future performance. If aninvestmentis denominated in a foreign currency, rates of exchange may have an adverse
effect on the value of the investment. Investments which are illiquid may be difficult to sell or realise; it may also be difficult to obtain reliable information about
their value or the extent of the risks to which they are exposed. Certain transactions, including those involving futures, swaps, and other derivatives, give rise to
substantial risk and are not suitable for all investors. The investments contained in this Report are not available to retail customers and this Report is not for
distribution to retail clients (within the meaning of the rules of the Financial Conduct Authority). Persons who are retail clients should not act or rely upon the
information in this Report. This Report does not constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy or subscribe for
the securities described herein nor shall it or any part of it form the basis of or be relied on in connection with any contract or commitment whatsoever.

This information is only for distribution to Eligible Counterparties and Professional Clients in the United Kingdom within the meaning of the rules of the Financial
Conduct Authority. NBF is authorised and regulated by the Financial Conduct Authority and has its registered office at 71 Fenchurch Street, London, EC3M 4HD.

NBF is not authorised by the Prudential Regulation Authority and the Financial Conduct Authority to accept deposits in the United Kingdom.
U.S. Residents

With respect to the distribution of this report in the United States of America, National Bank of Canada Financial Inc. (“NBCFI") which is regulated by the Financial
Industry Regulatory Authority (FINRA) and a member of the Securities Investor Protection Corporation (SIPC), an aoffiliate of NBF, accepts responsibility for its
contents, subject to any terms set out above. To make further inquiry related to this report, or to effect any transaction, United States residents should contact
their NBCFI registered representative.

This report is not a research report and is intended for Major U.S. Institutional Investors only.
This report is not subject to U.S. independence and disclosure standards applicable to research reports.
HK Residents

With respect to the distribution of this report in Hong Kong by NBC Financial Markets Asia Limited ("NBCFMA")which is licensed by the Securities and Futures
Commission (“SFC”) to conduct Type 1 (dealing in securities) and Type 3 (leveraged foreign exchange trading) regulated activities, the contents of this report
are solely for informational purposes. It has not been approved by, reviewed by, verified by or filed with any regulator in Hong Kong. Nothing herein is a
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NBCFMA or its affiliates or other persons or entities named herein are obliged to notify you of changes to any information and none of the foregoing assume
any loss suffered by you in reliance of such information.

The content of this report may contain information about investment products which are not authorized by SFC for offering to the public in Hong Kong and such
information will only be available to, those persons who are Professional Investors (as defined in the Securities and Futures Ordinance of Hong Kong (“SFO")). If
you are in any doubt as to your status you should consult a financial adviser or contact us. This material is not meant to be marketing materials and is not
intended for public distribution. Please note that neither this material nor the product referred to is authorized for sale by SFC. Please refer to product prospectus
for full details.

There may be conflicts of interest relating to NBCFMA or its affiliates’ businesses. These activities and interests include potential multiple advisory, transactional
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hold themselves out as carrying on a business in any regulated activity in Hong Kong; or (iii) actively market their services to the Hong Kong public.
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