Key messages

+ The US presidential election will be held on 5
November. A Trump or Harris win without their party
controlling Congress are the most likely scenarios.

« This would limit the ability of the new President to
implement major policy changes, except for tariffs.

+ Under a Harris presidency, we would not expect
additional tariffs. The biggest impact on economic
growth and especially inflation would come via higher
tariffs especially in the event of a Red wave.

» The impact for the USD and interest rates should be
moderate in the event of a split Congress. In the event
of a Red wave, the USD and interest rates would lead
to upside over the medium term relative to our current
scenario.

The election and possible outcomes

The US presidential election will be held on 5 November.
A number of seats in the US Congress will also be
potentially renewed and could lead to a change in
majorities.

As chart 1 shows, the race is extremely tight at this stage,
and the outcome may not be clear on the election night or
immediately afterwards. Pennsylvania is probably the key
state to watch among the “swing states” (Pennsylvania,
Georgia, Michigan, Arizona, Nevada, Wisconsin and North
Carolina). Extreme scenarios with a low probability, but
high impact, could materialise if no candidate secures an
Electoral College majority or if results are subject to legal
challenge. Such scenarios imply that markets could face
post-election uncertainty for several weeks.
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Chart 1: The election polls
US Election Poll
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We see 4 scenarios:

(1) Red wave: Donald Trump wins the White House,
and the Republicans win Congress (House of
Representatives and Senate);

(2) Trump - divided: Trump wins the White House,
but the Republicans do not control Congress;

(3) Harris - divided: Kamala Harris wins the White
House, but the Democrats do not control Congress;

(4) Blue wave: Harris wins the White House and the
Democrats win Congress.

The key issues related to economic growth and
markets are:

1. Tariffs and trade

Whoever wins the US presidential election, the trend
towards greater protectionism will remain. Trade
barriers are one reflection of the broader shift away
from the ongoing globalisation that has already led to
higher tariffs and protectionism.
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Under a Harris presidency we do not expect
additional tariffs. We would, however, expect tariffs
to be much higher under a Trump presidency. The
extent of tariffs remains an open question. If we
consider an extreme scenario, such as a policy of
import tariffs of 10% globally and 60% on China, the
impact on the US and the world economy would be
quite substantial. The effect from the US imposing
such tariffs on China would probably have a much
larger and more persistent effect on inflation than
on growth. The full impact on inflation would
probably be seen later, in 2025 but the US central
bank would probably be forced to stop cutting rates
and even hike rates again. That would amplify the
negative effect on growth, not only in the US.
Whatever policy Donald Trump chooses could
depend on the outcome of the elections for Congress.
It is, however, very likely that the impact on the
eurozone will be more negative if Trump wins. The
recent business surveys in the eurozone, however,
suggest that companies are expecting a negative
outcome, and the current pessimism is probably
exaggerated.

2. Fiscal policy, deficits and debt

The key issues are whether to extend the Tax Cuts
and Jobs Act (TCJA) voted in 2017, which are
scheduled to end at the beginning of 2026, and a
potential change in the Federal Corporate Tax. We
also consider public spending. We summarise the
scenarios in table below.

Table 1: Fiscal Impact
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As chart 2 and 3 show, the effects on growth and
inflation are quite different depending the outcome
of the elections.

Chart 2: Expected effects on economic growth
GDP growth versus baseline (%)
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Chart 3: Expected effects on inflation

Consumer price inflation versus baseline (%)
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The impact on future deficits and thus public debt is
expected to be biggest in the scenario of a
Republican or Democratic wave. Obviously, this
impact could grow over time, but it could increase
the level of government bond yields in the longer
term. A divided government is unlikely to impact
the current path of deficits and debt.

Note that the existing debt ceiling deal has only
suspended the debt limit until 1 January 2025. A
scenario of a close-fought election and potential
post-election dispute (as seen in 2000 and 2020)
may force lawmakers to find common ground in a
difficult environment. The Treasury should be able
to use extraordinary measures until July 2025. This
could add to the uncertainty in the first half of
2025.
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3. Immigration

Whatever the US election outcome, we think that
the positive impulse from higher immigration on
growth and the labour market is likely to fall
gradually. A faster immigration progress is unlikely,
given Donald Trump’s through stance on border
issues and Kamala Harris's focus on other priorities.
Mass deportation is a key downside risk. However,
the probability of such scenario is limited by border-
control capacity constraints. Under the most likely
scenarios with divided Congress, immigration
should continue supporting growth even if the flow
of new arrivals slows considerably.

The impact on the USD and US bond yields

A Red wave would lead to the biggest upside for the
dollar in the medium term. As discussed earlier,
such scenario would probably imply higher inflation
and higher policy rates. A Harris presidency with a
divided Congress would imply more downside for
the dollar in the medium term, lead to less
uncertainty about the economic outlook, and reduce
the appetite for safer currencies. Inflation
uncertainty would also fall and support the Federal
Reserve in cutting rates and keeping rates low.

Bond yields are not expected to deviate a lot from
our current outlook in the event of either
presidential candidate winning with a divided
Congress. A Red wave would lead to the highest
upside risk for yields in the medium term as it
would imply higher inflation and possibly higher
policy rates. A Blue wave would suggest somewhat
less upside for bond yields relative to our current
outlook.

Conclusion

The race will remain very tight, and the most likely
outcomes are either Trump or Harris winning but
without having their party control Congress. This
would limit the ability of the new President to
implement major policy changes, except for tariffs.
Under a Harris presidency, we would not expect
additional tariffs. The biggest impact on economic
growth would come via higher tariffs in the event
of a Trump win.
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The main risk is a scenario with a policy of import
tariffs of 10% worldwide and 60% on China. This
should have a much larger and more persistent
effect on inflation than on growth. The full impact
on inflation would probably be seen later in 2025
and the US central bank would probably be forced
to stop cutting rates and even hike rates again. That
would amplify the negative effect on growth, not
only in the US. Under a Trump - divided Congress,
it is likely that the tariff changes would be more
moderate. The impact of tariffs for the eurozone
would be more negative under a Trump
administration.

The impact for the USD, interest rates and yields
should be moderate in the event of a split Congress.
In case of a Red wave, the USD and rates have
upside over the medium term relative to our
current scenario.
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DISCLAIMER

This marketing document is communicated by the Wealth
Management Métier of BNP Paribas, a French Société
Anonyme, Head Office 16 boulevard des Italiens, 75009 Paris,
France, registered under number 662 042 449 RCS Paris,
registered in France as a bank with the French Autorité de
Controle Prudentiel et de résolution (ACPR) and regulated by
the French Autorité des Marchés Financiers (AMF). As
marketing material, it has not been prepared in accordance
with legal and regulatory requirements aimed at ensuring the
independence of investment research and is not subject to any
prohibition on dealing ahead of its dissemination. It has not
been submitted to the AMF or any other market authority.

This document is confidential and intended solely for the use
of BNP Paribas SA, BNP Paribas Wealth Management SA or
their affiliates (“BNP Paribas”) and the persons to whom this
document has been delivered. It may not be distributed,
published, reproduced or disclosed by any recipient to any
other person, nor may it be quoted or referred to in any
document, without the prior consent of BNP Paribas.

This document is provided solely for information and shall not
constitute an offer or solicitation in any state or jurisdiction in
which such an offer or solicitation is not authorized, or to any
person to whom it is unlawful to make such offer, solicitation
or sale. It is not, and under no circumstances is it to be
construed as, a prospectus.

Although the information provided herein may have been
obtained from published or unpublished sources considered to
be reliable and while all reasonable care has been taken in
the preparation of this document, BNP Paribas does not make
any representation or warranty, express or implied, as to its
accuracy or completeness and does not accept responsibility
for any inaccuracy, error or omission. BNP Paribas gives no
warranty, guarantee or representation as to the expected or
projected success, profitability, return, performance, result,
effect, consequence or benefit (either legal, regulatory, tax,
financial, accounting or otherwise) of any product or
transaction. Investors should not place undue reliance on any
theoretical historical information regarding such theoretical
historical performance. This document may contain or refer to
past performance; past performance is no guarantee for future
performance.
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The information contained in this document has been drafted
without prior knowledge of your personal circumstances,
including your financial position, risk profile and investment
objectives.

Prior to entering into a transaction each investor should fully
understand the financial risks, including any market risk
associated with the issuer, the merits and the suitability of
investing in any product and consult with his or her own legal,
tax, financial and accounting advisors before making his or her
investment. Investors should be in a position to fully
understand the features of the transaction and, in the absence
of any provision to the contrary, be financially able to bear a
loss of their investment and willing to accept such risk.
Investors should always keep in mind that the value of
investments and any income from them may go down as well
as up and that past performance should not be seen as an
indication of future performance. Any investment in a product
described herein is subject to the prior reading and
understanding of the legal documentation concerning the
product, and in particular the one which describes in details
the rights and obligations of investors as well as the risks
inherent to an investment in the product. Save as otherwise
expressly agreed in writing, BNP Paribas is not acting as
financial adviser or fiduciary of the investor in any transaction.
The information, opinions and projections expressed herein
reflect the opinion of their author at the time of writing; they
are not to be relied upon as authoritative or taken in
substitution for the exercise of judgment by anyone, and are
subject to change without notice. Neither BNP Paribas nor any
BNP Paribas Group entity accepts any liability whatsoever for
any consequences that may arise from the use of information,
opinions or projections contained herein.

As distributor of the products described herein, BNP Paribas
may receive distribution fees on which you can obtain more
information upon specific request. BNP Paribas, their
employees or administrators may hold positions in these
products or have dealings with their issuers.

By accepting this document, you agree to be bound by the
foregoing limitations.
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