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Democrats Toss Ups

Republicans

46 10 44

42 Safe or Not Up = | 10 1 2 41 Safe or Not Up

-

51 Seats Needed For Majority

DATE STATE PREVIOUS STATUS NEW STATUS DEMS TOSS UPS GOP
10/25 South Carolina Leans GOP DR Toss Up 46 10 44
10125 Nebraska Leans GOP PR Toss Up 46 10 44
10125 Georgia Leans Dem PR» Likely Dem 48 10 44
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P (robust/cohesive majori (fragile majorii
Status quo Democratic leverage to enact some policies Most gridlock

Fiscal Policy
Tariffs/Trade Polic

De-regulation

US Economics
Michael Gapen

Matthew Hornbach
Martin Tobias

EM Sovereign Credit
Simon Waever

Policy Variables

- Neutral to expansionary + Upside risks to growth ; overall deficit likely steady

- Downside risks to growth via fiscal episodic debates

Under executive power, unlikely to see significant change regardless of midterms outcome

+ Oversight hearings potentially slow at the margin
+ Agency heads unconfirmed longer

Main Risks to Economics and Asset Class

» Agency-led actions continue

» Slight upside to GDP/deficit if defense is larger » Upside to growth given delays or pullbacks to SNAP and Medicaid

+ Uncertainty is a headwind to index-level prices

+ Status quo: OBBBA intact
sectors

» Removes the main source of upside to Treasury's borrowing needs (R-
led reconciliation)

+ Expect the belly to underperform on net, but only slightly

+ The front end and financing matters more here, as December funding
deadline and the 2027 debt limit come into focus

- Only deficits larger than investors currently expect should move
the curve

* Risk of R-led reconciliation bill is main upside risk to Treasury's
borrowing needs

+ WH leaning harder on tariffs and sanctions may be selactively USD
supportive when narrowly targeted

» Own long-dated USD optionality in the pairs most exposed to targeted
trade action (CNY, CAD, MXN)

» Unified control offers the most upside to 2-7 year US yields,
boosting the USD versus low yielders like JPY and EUR

» Slight (+) for the LatAm sovereigns that have established close
working relationships with President Trump (Argentina,
Venezuela, Ecuador, EI Salvador and Colombia)

given increased scrutinty
+ Unlikely to stop the actual support given executive actions

K2R : Morgan Stanley Research, Kalshi, 2026/10/19 -

» Slight (-) for the LatAm sovereigns that depend on unorthodox support

- Oversight hearings largely do not affect process

- Downside risks to growth via shutdowns & cuts implemented as
scheduled

- Incremental headwind to Al on data center pushback, otherwise similar

+ Potential delayal of SNAP and Medicaid cuts is a failwind to consumer |to R win

- Pushback does not significantly derail or delay Al capex spending

= Treasury's borrowing needs should track what investors already
expect: 2-7 year sector has least supply pressure of the three outcomes
+ 2027 debt limit: bills maturing around the x-date have cheapened most
consistently

« Narrower legislative variance means lower rate volatility

- Investors questioning Al-related corporate supply translates into lower
long-end yields

- Gridlock and Al-related corporate supply concems offer the least
support to the dollar from yields

= High beta currencies underperform (AUD, NOK, GBP) versus low
yielders including JPY and CHF as risk demand remains subdued

= Slight (-) for the LatAm sovereigns that depend on unorthodox support
given increased scrutinty
« Unlikely to stop the actual support given executive actions
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Transmission Channel Blue Wave Split Congress / Gridlock Republican Status Quo
Fiscal Deficits & Treasury Supply More spending initiatives but deficits likely remain elevated Least legislative change Tax relief / fiscal expansion remains more likely
Regulation & M&A Greater oversight, hearings, merger scrutiny Limited change Most supportive backdrop for M&A and consolidation
Trade & Industrial Policy L ess emphasis on protectionism; more allied trade integration Limited legislative change Most supportive of tariffs, reshoring and domestic manufacturing
Consumer Affordability (Greater focus on housing, SNAP, affordability inifiafives Incremental policy change More market-oniented / supply-side approach
Al Infrastructure More scrufiny of data centers, environmental and affordability concerns Current trajectory largely maintained Continued policy support but increasing locallcommunity resistance
Unified Democratic Divided government Unified Republican s HG Credit Spreads (bp)
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