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Post-Election Update: Different Congress, Not Much Change

The midterm elections this week resulted in Republicans taking control of the Senate and maintaining their
hold on the House of Representatives. Even with a one-party Congress, do not expect much to change.
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the Senate and, in turn, Congress. Now that the elections are over, Congress
will be back in session next Wednesday with a host of issues that still need

to be addressed before the new Congress begins in January. In this note we = °% ﬂ/\ 0%
review some of the issues likely to come up over the next few months and _,, | 1 20
provide our views on how the political landscape of the next Congress may
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impact policy and the economy in the year ahead.
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Unfinished Business, The Budget and Tax Extenders 6% - r 6%

The government is currently operating under a Continuing Resolution (CR)  -se +
to keep the government funded through December 11th. House and Senate
staff have begun working behind the scenes in an attempt to hammer out
an omnibus appropriation bill that would provide funding for the rest of the -12%
current federal fiscal year. We expect that an omnibus bill will be passed, as
opposed to another CR, providing much-needed budget certainty to federal ReaIBaF:S%X?;! ng‘g‘iryr:mfe'ltenfgh';ggeases
agencies and state and local governments relying on federal grants. Both  25% i o e 25%
parties have an incentive to complete an omnibus bill. Democrats will have Federal Spending Yr/¥r: Q3 @ -0.6%
more of an influence over the bill if it is completed before year’s end, while

Republicans have a need to get some of these budget debates behind them
and begin with a clean slate in January. Besides passing a funding bill, 100 |
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there are also a host of tax breaks that expired at the beginning of this year I o l
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which need to be addressed, including an accelerated depreciation business i |
tax credit and a research & development tax credit, both of which have been 0% iy F 0%
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be extended retroactively for this year and perhaps beyond. | I

popular. The current thinking is that many of these expired tax credits will ~ _, |
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New Congress, But Same Old Issues and Partisanship

In the w.ake of last night s electlpn results, our blggest concern \'NIH be t'he S eos au0s 2e0s 2008 2e10 aoiz ao1a 2o1e T
debt ceiling debate which will occur sometime next spring. With

Republicans in control of Congress, the debate over how to handle the debt Bars = CAGE'SLME{S?LSEJ;M Change
ceiling will likely become a political lightning rod once again. It is likely that 0% TR BT 10%
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Republicans will attach policy riders or other unrelated legislation to a debt % GDP - Yr/Yr Percent Change: Q3 @ 2.3%
ceiling bill in order to force the President to sign key policy items into law. 6% I
This showdown will begin early next spring and could have implications for 4, |
financial markets. It is currently too early to determine the exact date when
we will reach the debt limit but right now the window to hit the borrowing
limit is between March and June. The exact date will be determined by the
structure of the funding bill and tax collections.
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In short, there will likely be more legislation moved through Congress; 1 I IS

however without a supermajority in the Senate and the veto power of the
President, we do not see much in the way of major policy changes taking
place over the next two years. The political gridlock may look different, but -10%
it likely will remain.
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