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Paying closer attention
Key takeaways

» Historically, only rarely do investors start truly paying attention to upcoming presidential-election rhetoric before
mid-to-late September.

« There are major policy/ideological differences between the two major parties, but there are also notable divisions
within each party.

In this strategist’s nearly 40 years watching markets and election cycles, only rarely do investors start truly paying
attention to upcoming presidential-election rhetoric before mid-to-late September. Instead, the focus tends to be on the
economy and corporate earnings, as is the case during most years. But now, starting with this week’s debate, the markets
are going to spend a lot more time trying to digest the policies of the candidates, the potential effect on the economy, and
the polls that are going to hopefully give us a feel as to which candidate will assume the presidency on January 20 and
which party might control each chamber of Congress.

The polling shows that the upcoming election is a lot closer since President Biden decided to not seek a second term. That
also could be interpreted to mean that the ultimate control of Congress is more uncertain now. We believe the highest
probability outcome is a divided Congress. But even if one party holds a majority in both chambers, it is likely to be very
thin. And we know there are major policy/ideological differences between the two major parties, but there are also notable
divisions within each party. These intraparty divisions lessen the chance of big legislative packages being signed into law
even if both houses of Congress and the presidency are under one-party rule. Don’t forget that without a 60-seat, filibuster-
proof majority in the Senate, legislation can easily be derailed.

We expect both parties to push for additional spending but to differ on tax policy. Large changes to the tax code look
unlikely to us, mainly because of the difficulty of passing such legislation in a very divided Congress. But the 2017 tax cuts
do have a chance to be extended — including lower personal income-tax rates and more favorable estate-tax provisions —
if Congress can rekindle the House compromise on those issues from earlier this year. Either way, investors who have
concerns about tax rates and estate-tax provisions may want to talk to their tax advisors before the end of 2025.

Other policies with potential financial-market impacts include new tariffs on imports, especially from China, and
regulatory changes. But these issues have less common ground between the two parties. Another likely effort from both
candidates is aimed at small businesses and overlap somewhat in terms of taxation and reducing regulatory headwinds.
Issues with less overlap between the two candidates that have market-moving impact include housing affordability, the
cost of living outside of housing, immigration, and regulation.

We strongly favor not trying to guess either who will win or what the new government’s priorities and leverage will be in
the new year. Our regular readers know that we favor making portfolio investments and any necessary adjustments based
on where the economy is likely to go rather than on who one believes will be sitting at the Resolute Desk in January.

For our detailed outlook on the elections and potential issues for markets, please see our September 6 report, “Rounding
Third Base in Campaign 2024.”
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Risk considerations

Allinvestments are subject to market risk which means their value may fluctuate in response to general economic and market conditions, the prospects of individual companies, and industry sectors
due to numerous factors some of which may be unpredictable.

Wells Fargo and its affiliates are not legal or tax advisors. Be sure to consult your own legal or tax advisor before taking any action that may involve tax consequences. Tax laws or requlations are
subject to change at any time and can have a substantial impact on individual situations.
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