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Democrats set to control US Senate
The US Democratic Party is
set to win two seats in a
Senate run-off election in
Georgia
If victory is confirmed,
President-elect Biden would
have more scope to enact his
fiscal and regulatory agenda
However, Biden would still
face constraints, including
resistance in the Senate and
the US Supreme Court
Our views
While we retain an
overweight long-term
stance on US and global
equities, the prospect of
higher bond yields poses a
risk to valuations
Further US fiscal and
monetary policy support
creates an environment for
US dollar weakness,
benefitting non-US equities
We continue to favour US
Treasuries over other
government bonds

The US Democratic Party on course to win Senate elections
In the US, the Democratic Party is set to win two Senate seats contested in a run-off
election in Georgia to take control of the US Senate. At the time of writing,
Democratic candidate Raphael Warnock has defeated incumbent Republican
Senator Kelly Loeffler. Vote counting is ongoing in the race between Democrat Jon
Ossoff and Republican David Perdue; the candidates are near-tied but the remaining
count covers mostly Democratic counties.
The result means the number of senators who typically vote with the Democrats will
rise to 50, tied with the Republicans. In such a scenario, the Vice President casts a
deciding vote, giving the Democrats a majority in the Senate when President-elect
Biden takes office on 20 January.
The Senate is an important arm of Congress – the legislative branch of US
government – along with the House of Representatives, in which the Democrats
already have a majority. If the Democrats take both seats, President-elect Biden
would have more scope to enact his fiscal and regulatory agenda. However, it is
important to note that he will still face constraints; Biden could still face resistance in
the Senate as well as from the US Supreme Court.

Fewer constraints on fiscal policy
A Democratic-controlled Congress substantially reduces risk of policy underdelivery if further fiscal aid is needed to support demand during the Covid-19
pandemic. While lawmakers agreed a sizeable USD900bn (4% of GDP) fiscal deal
on a bipartisan basis in December, there was extended wrangling between the
parties leading to delay.
Additional relief measures – particularly a boost to cash payments to households –
could now follow, increasing already elevated household savings and pent-up
demand. Spending in areas such as national infrastructure, where there is crossparty and bipartisan support, is also likely. This additional policy support is expected
to expedite the US economic recovery if Covid-19 restrictions are lifted following
successful virus control and vaccine rollout.
However, beyond these measures, we do not expect further substantial easing of
fiscal policy. During 2020, House Democrats passed extensive fiscal proposals
ranging between USD2.2tn-USD3.2tn. These proposals – as well as measures to
sharply increase corporate and personal wealth taxes – are unlikely to find support
among conservative Democratic senators.
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This commentary provides a high level overview of the recent economic environment, and is for information purposes only. It is a marketing
communication and does not constitute investment advice or a recommendation to any reader of this content to buy or sell investments nor should it
be regarded as investment research. It has not been prepared in accordance with legal requirements designed to promote the independence of
investment research and is not subject to any prohibition on dealing ahead of its dissemination.

Greater enforcement of regulations
A Democratic-controlled Senate also supports moderate parts of Biden’s regulatory agenda. Appointments to Biden’s
executive administration are more likely to be approved, which means the government will be better able to implement and enforce
existing regulations.
The Biden Administration could use the broad scope of the 1963 Clean Air Act to toughen environmental rules, the 2010 DoddFrank Act to regulate banks, and the 1890 Sherman Antitrust Act to limit concentration of corporate power. However, the
government may face legal challenges from a conservative Supreme Court regarding regulatory overreach.
Furthermore, new regulations covering other parts of Biden’s agenda (such as strong rises in the minimum wage and healthcare
reform) are not expected to come into law, as – unlike fiscal measures – they are likely to require a minimum of 60 votes to pass in
the Senate.

Market considerations
A strong US economic recovery is likely to lead to higher Treasury yields. Although we expect the Federal Reserve to maintain low
long-term interest rates, the potential for higher yields creates a risk to equity market valuations. Other downside risks such as
delayed vaccine rollout and the impact of Covid-19 mutations on virus control must also be closely watched.
Nevertheless, further fiscal stimulus – if delivered – would strengthen the US economic recovery and support domestically
generated profits. As we outlined in our 2021 outlook – The Restoration Economy, we think it makes sense to stay selectively
overweight US equities in the long-term to benefit from the recovery, while keeping a close eye on risks and maintaining realistic
return expectations. Elsewhere, strong US fiscal and monetary policy supports an environment of a weaker US dollar, benefitting
non-US equities including emerging markets.
Lastly, although we remain underweight US Treasuries, higher bond risk premiums and improved valuations in this asset class lead
us to favour it over other government bonds.
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Important information:
The contents of this document may not be reproduced or further distributed to any person or entity, whether in whole
or in part, for any purpose. All non-authorized reproduction or use of this document will be the responsibility of the
user and may lead to legal proceedings. The material contained in this document is for general education information
purposes only and is neither intended as, nor does it constitute, advice or a recommendation to buy or sell
investments, as defined by the US Securities and Exchange Commission. For individualized tailored
recommendations based on your needs or objectives, please contact your financial professional directly for more
information.
Some of the statements contained in this document may be considered forward looking statements which provide
current expectations or forecasts of future events. Such forward looking statements are not guarantees of future
performance or events and involve risks and uncertainties. Actual results may differ materially from those described in
such forward-looking statements as a result of various factors. We do not undertake any obligation to update the
forward-looking statements contained herein, or to update the reasons why actual results could differ from those
projected in the forward-looking statements. This document has no contractual value and is not by any means
intended as a solicitation, nor a recommendation for the purchase or sale of any financial instrument in any jurisdiction
in which such an offer is not lawful. The views and opinions expressed herein are those of HSBC Global Asset
Management Global Investment Strategy Unit and HSBC Securities (USA) Inc. at the time of preparation, and are
subject to change at any time. These views may not necessarily indicate current portfolios’ composition. Individual
portfolios managed by HSBC Global Asset Management primarily reflect individual clients’ objectives, risk
preferences, time horizon, and market liquidity.
The value of investments and the income from them can go down as well as up and investors may not get back the
amount originally invested. Past performance contained in this document is not a reliable indicator of future
performance while any forecasts, projections and simulations contained herein should not be relied upon as an
indication of future results. Where overseas investments are held the rate of currency exchange may cause the value
of such investments to go down as well as up. Investments in emerging markets are by their nature higher risk and
potentially more volatile than those inherent in some established markets. Economies in Emerging Markets generally
are heavily dependent upon international trade and, accordingly, have been and may continue to be affected
adversely by trade barriers, exchange controls, managed adjustments in relative currency values and other
protectionist measures imposed or negotiated by the countries with which they trade. These economies also have
been and may continue to be affected adversely by economic conditions in the countries in which they trade. Mutual
fund investments are subject to market risks, read all related documents carefully. Please consider the investment
objectives, risks, charges and expenses carefully before investing. The prospectus, which contains this and
other information, can be obtained by calling an HSBC Securities (USA) Inc. Financial Consultant or call 888525-5757. Read it carefully before you invest.
Investment and certain insurance products, including annuities, are offered by HSBC Securities (USA) Inc. (HSI),
member NYSE/FINRA/SIPC. In California, HSI conducts insurance business as HSBC Securities Insurance Services.
License #: OE67746. HSI is an affiliate of HSBC Bank USA, N.A. Whole life, universal life, term life, and other types of
insurance are provided by unaffiliated third parties and offered through HSBC Insurance Agency (USA) Inc., a wholly
owned subsidiary of HSBC Bank USA, N.A. Products and services may vary by state and are not available in all
states. California license #: OD36843. Bonds are subject generally to interest rate, credit, liquidity and market risks.
Investors should consider the investment objectives, risks and charges and expenses associated with bonds before
investing. Further information about a bond is available in the issuer’s official statement. The official statement should
be read carefully before investing. Investments, Annuity and Insurance Products: Are not a deposit or other
obligation of the bank or any of its affiliates; Not FDIC insured or insured by any federal government agency
of the United States; Not guaranteed by the bank or any of its affiliates; and subject to investment risk,
including possible loss of principal invested.
All decisions regarding the tax implications of your investment(s) should be made in consultation with your
independent tax advisor.
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