PARTNERSHIP SINCE 1590

MACRO NEWS 02/08/21

Holger Schmieding, Chief economist | holger.schmieding@berenberg.com | +44 20 3207 7889

BLUE SWEEP? DEMOCRATS AHEAD IN THE US SENATE RUN-OFFS
Berenberg Macro View

The Democrats may have won the run-off elections for the two Senate seats in Georgia. Although
the counting continues and the result seems to be too close to call, electionbettingodds.com puts
the probability that the two Democratic candidates will prevail at 94.4%. According to US media,
the votes that still need to be counted are mostly in districts that lean towards the Democrats.

If the apparent result is confirmed, both Democrats and Republicans would have 50 seats in the
Senate. After taking office on 20 January, Vice President Kamala Harris could thus cast the tie-
breaking votes in favour of the Democrats. With a slim majority in the House of Representatives,
the Democrats would thus control both chambers of the US congress. Such a result would come
as a modest surprise. Until a last-minute rise in support for the two Democratic candidates, which
had pointed to a very close race, the Republicans had been favoured to win at least one of the two
seats in Georgia. The controversial behaviour of outgoing US President Donald Trump, who un-
successfully tried to pressure Republican officials in Georgia to void the certified result of the
Georgia vote on 3 November for Joe Biden as new president, may have benefitted the Democrats.

WHAT IF?

If the Democrats win the two run-offs in Georgia, the result would make it much easier for in-

coming President Joe Biden to

- get Senate approval for his key appointments

- shape the agenda in the Senate

- implement parts of his legislative agenda

- scale up the short-term US fiscal stimulus with more generous checks for individuals with low
incomes

- ease the fiscal strains on the state level

- pass a major infrastructure investment programme later this year

While change is in the air for the US, changes in US legislation may not be very radical. With a
50:50 distribution of seats in the Senate if the Democrats indeed prevail in Georgia, any legisla-
tion that does not garner some bipartisan support would have to be backed by the most moderate
Democrats in the Senate to become law. Not all Democrats are in favour of what are called “very
progressive” policies in the US. For example, Joe Manchin, the Democratic senator from West Vir-
ginia, considers himself moderate-conservative and may not support any legislation that he sees
as too extreme such as Medicare for all. The small Democratic majority in the House, which had
been reduced by the 3 November election to just 222 versus 212 seats, points in the same direc-
tion.

Since the presidential election on 3 November, Biden has lived up to his moderate reputation in
his speeches and, more importantly, his picks for key positions. Although a “blue sweep” with
a Democratic win in Georgia result may revive a discussion about US tax hikes to come, we con-
sider it unlikely that the new Treasury Secretary Janet Yellen would pursue policies that could
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stifle the US economic recovery. Given her dovish leaning, her focus will likely be on more stimu-
lus instead. Biden’s the first priorities seem to be to get the pandemic under the control, ramp up
the production and distribution of vaccines and support the economy. Beyond the legislative
agenda, key changes in the US will also come through regulation and the shift to a calmer foreign
and trade policy.

For a discussion of the fiscal outlook, see Mickey Levy’s U.S. Bipartisan Congressional Fiscal Leg-
islation to Support Economy.
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Disclaimer

This document was compiled by the above mentioned authors of the economics department of Joh. Berenberg, Gossler & Co. KG (hereinafter referred to as “the
Bank”). The Bank has made any effort to carefully research and process all information. The information has been obtained from sources which we believe to be
reliable such as, for example, Thomson Reuters, Bloomberg and the relevant specialised press. However, we do not assume liability for the correctness and complete-
ness of all information given. The provided information has not been checked by a third party, especially an independent auditing firm. We explicitly point to the
stated date of preparation. The information given can become incorrect due to passage of time and/or as a result of legal, political, economic or other changes. We do
not assume responsibility to indicate such changes and/or to publish an updated document. The forecasts contained in this document or other statements on rates of
return, capital gains or other accession are the personal opinion of the author and we do not assume liability for the realisation of these.

This document is only for information purposes. It does not constitute investment advice or recommendation to buy financial instruments. It does not replace
consulting regarding legal, tax or financial matters.

Remarks regarding foreign investors
The preparation of this document is subject to regulation in the United Kingdom. The distribution of this document in other jurisdictions may be restricted by law,
and persons into whose possession this document comes should inform themselves about, and observe, any such restrictions.

United Kingdom
This document is meant exclusively for institutional investors and market professionals, but not for private customers. It is not for distribution to or the use of
private investors or private customers.

United States of America

This document has been prepared exclusively by the Bank. Although Berenberg Capital Markets, LLC (“BCM”), an affiliate of the Bank and registered US broker-
dealer, distributes this document to certain investors, BCM does not provide input into its contents, nor does this document constitute research of BCM. In addition,
this document is meant exclusively for institutional investors and market professionals, but not for retail investors or private customers. It is not for distribution to or
the use of retail investors or private customers. BCM accepts responsibility for this research document’s contents and institutional investors receiving this research
and wishing to effect any transactions in any security discussed herein should do so through BCM and not the Bank.

Please contact Berenberg Capital Markets, LLC (+1 646 949 9000) if you require additional information.

Copyright
The Bank reserves all the rights in this document. No part of the document or its content may be rewritten, copied, photocopied or duplicated in any form by any

means or redistributed without the Bank’s prior written consent.
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