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4 things to watch ahead of
the U.S. elections

This is the biggest election year in world history. Seventy-six countries — home to roughly
4.4 billion people — will hold political contests in 2024. You might call it an “election
palooza.”

Some have already taken place. Last month, Taiwan elected a pro-independence
candidate who may aggravate already tense relations with China. A few elections are on
the way, but largely decided. For instance, no one expects Russian President Vladimir
Putin to face a serious challenge on March 17.

Then there is the event the entire world will be watching: U.S. elections on November 5,
when the President and Vice President, 34 Senate seats and all 435 members of the
House of Representatives will be up for election. Numerous state and local offices, as
well as many important ballot measures, will be contested on that day as well.
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More than half the world’s population could vote in 2024

Population across countries with elections in that year (billions)
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Sources: Capital Group, International Institute for Democracy and Electoral Assistance, World Bank.
Population figures for 2024 are based on most recently reported World Bank figures. As of January 9,
2024.

With that global backdrop in mind, here are four things that, in our view, will shape the
outcome of what is likely to be one of the most pivotal U.S. elections in a generation:

1. It's (still) the economy, stupid

Borrowing a phrase from the 1992 campaign, the 2024 election will be dominated by
economic issues. Are we headed for a recession? When will inflation return to
normal? Will the Federal Reserve cut interest rates? Did your family’s finances emerge
from the pandemic better or worse?

For President Joe Biden, who is likely to face off against former President Donald Trump,
the latest economic indicators are good news. The U.S. economy, as measured by gross
domestic product, grew by 3.1% over the past year, far above expectations. Inflation has

declined from 9.1% in the summer of 2022 to 3.4% in December. And U.S. stocks have
set a series of new record highs so far this year.

On the other hand, rising prices at the grocery store, unaffordable homes and the
skyrocketing national debt are likely to be the focus of opposition candidates from
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Trump on down. Fear of an impending recession appears to have dissipated, but there
are plenty of economic indicators still pointing in that direction.

Fair or not, U.S. presidents win or lose elections based on perceptions of the economy.
Whether it was Herbert Hoover in 1932, toppled by the Great Depression, or Jimmy
Carter, who lost the 1980 election amid the economic malaise of the late 1970s, kitchen
table issues often determine election outcomes. This year probably will be no different.

Investing in an election year webinar
Watch it on demand
CE credit available

2. It all comes down to a few battleground states

In the quest for control of the White House, the Senate and the House of Representatives,
the final tallies in battleground states are likely to be very close again. Winners may be
determined by razor-thin margins. And whichever party comes out ahead, Democrat or
Republican, there will almost certainly be complaints of unfair tactics, calls for recounts
and court challenges. There is a good chance we won't know the outcome of some
races, including the presidency, for days after the election.

The fact is, the country is split down the middle. We can see it clearly in the makeup of
Congress today. Republicans control the House by a three-seat majority. Democrats and
Independents control the Senate by a one-seat majority. In the last presidential election,
if 45,000 votes in three states had gone the other way, Trump would be the sitting
incumbent.
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The U.S. electorate is split down the middle, just like Congress

Partisan composition of the U.S. House of Representatives
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Sources: Capital Group, 270toWin, Cook Political Report, Office of Clerk of the United States House of
Representatives. Number of competitive districts is the total number of upcoming U.S. House of
Representatives elections defined by 270toWin as either "likely," "leans" or "toss-up" based on current
consensus estimates from eight polling sources (including Cook Political Report, FiveThirtyEight,
Inside Elections, Fox News, Politico, Split Ticket, Elections Daily and Sabato's Crystal Ball). As of
January 22, 2024.

If the battleground states sound familiar, it's because they are the same as they were in
2020. The key states to watch this November are Arizona, Georgia, Michigan,
Pennsylvania and Wisconsin. Those are the traditional swing states that could go either
way. Two other states, North Carolina and Nevada, have also seen very close races in
recent years, so they are often included on the watch list as well.

Once again, a handful of states and a small number of voters should be critical to the
outcome. Fewer than 100,000 people — or roughly the same amount of people who
attended NFL playoff games in person earlier this month — are going to decide who will
be the next president of the United States.

3. Tax policy will have the biggest long-term impact

Major tax cuts enacted under the Trump administration will be up for renewal in 2025.
Whether they are extended or expire will depend a great deal on who controls the White
House and Congress after the 2024 election.

The Tax Cuts and Jobs Act of 2017 brought significant changes to the federal tax code,
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resulting in generally lower individual and business taxes. By various estimates, it is
expected to reduce federal revenue by nearly $1.5 trillion over 10 years. Supporters
argue it boosts economic growth while critics say it worsens the national debt.

A second Trump administration, with the support of a Republican-controlled Congress,
would likely extend major provisions of the act, while the Biden administration would
probably look for alternatives, including raising taxes on businesses and individuals,
although Biden has pledged that he would not raise taxes on people making less than
$400,000 a year.

In addition, the U.S. debt limit will come up for consideration again in the spring of 2025,
creating renewed pressure on tax and spending initiatives. The national debt hit a new
high of $34 trillion at the end of 2023.

With the annual deficit and the national debt much larger now than they were when
Trump first came into office in 2016, these challenges will not be easily solved under
either party. Changes to tax rates and retirement savings programs are nearly always on
the table no matter who is in charge. When Washington is looking for ways to raise
money, the retirement industry often comes under scrutiny, so we will be watching that
closely as candidates for office unveil their economic proposals.

4. Don't let politics derail your investment plan

In addition to economic issues, many others will come up for debate as the campaign
season unfolds. Immigration, abortion, climate change and global trade will certainly be
among them. In the realm of international relations, we will hear arguments about the
wars in Ukraine and the Middle East, along with rising tensions between the U.S. and
China.

All of this may result in a degree of market volatility, particularly as we get closer to
November 5. Markets hate uncertainty, and this election is likely to produce a lot of it. But
there is one important point to keep in mind: Over the long term, going as far back as
the 1930s, U.S. stocks have nearly always been higher at the end of a president’s term in
office than they were at the beginning, regardless of party affiliation.
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Stocks have moved higher no matter which party won the White House
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Sources: Capital Group, RIMES, Standard & Poor's. Chart shows the growth of a hypothetical $1k
investment made on March 4, 1933 (the date of Franklin D. Roosevelt's first inauguration) through
December 31, 2023. Dates of party control are based on inauguration dates. Values are based on
total returns in USD. Past results are not predictive of results in future periods. The index is
unmanaged and, therefore, has no expenses. Investors cannot invest directly in an index.

Don't allow politics to interfere with investment decisions. If you were flabbergasted
when a reality TV star named Trump shocked the world by defeating Hillary Clinton in
2016, and you went to cash, you were right for one day. After that, you missed four years
of very strong returns.

Conversely, if you were upset that a community organizer named Barack Obama was
elected in 2009 — at the height of the financial crisis — and you got out of the market, you
were right for about six weeks. After that, you missed out on one of the greatest bull
markets in U.S. history.

As the adage goes, time in the market is far more important than timing the markets.

Hear more from Reagan Anderson:
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John Emerson is vice chair of Capital Group International, Inc. and has been with Capital
Group since 2000. He was the U.S. Ambassador to Germany from 2013 to 2017. Prior to
that, he was president of Capital Group Private Client Services.

Reagan Anderson is a senior vice president of government relations at Capital Group.
She has 23 years of industry experience and has been with Capital Group for eight years
(as of 12/31/2023). She holds a bachelor's degree in journalism from Ohio University.

S&P 500 Index is a market capitalization-weighted index based on the results of approximately 500
widely held common stocks.

The S&P 500 Index is a product of S&P Dow Jones Indices LLC and/or its affiliates and has been
licensed for use by Capital Group. Copyright © 2024 S&P Dow Jones Indices LLC, a division of S&P
Global, and/or its affiliates. All rights reserved. Redistribution or reproduction in whole or in part is
prohibited without written permission of S&P Dow Jones Indices LLC.

Investments are not FDIC-insured, nor are they deposits of or guaranteed by a bank or any other entity,
so they may lose value.

Investors should carefully consider investment objectives, risks, charges and expenses. This and other
important information is contained in the fund prospectuses and summary prospectuses, which can be
obtained from a financial professional and should be read carefully before investing.

Statements attributed to an individual represent the opinions of that individual as of the date published
and do not necessarily reflect the opinions of Capital Group or its affiliates. This information is intended
to highlight issues and should not be considered advice, an endorsement or a recommendation.

All Capital Group trademarks mentioned are owned by The Capital Group Companies, Inc., an affiliated
company or fund. All other company and product names mentioned are the property of their respective
companies.

Use of this website is intended for U.S. residents only. Use of this website and materials is also subject to
approval by your home office.

American Funds Distributors, Inc.

This content, developed by Capital Group, home of American Funds, should not be used as a primary
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basis for investment decisions and is not intended to serve as impartial investment or fiduciary advice.

Copyright © 2024 Capital Group. All rights reserved.
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