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Strategas Washington Research Analyst Jeannette Lowe breaks
down the policy landscape in DC as we begin the new year. She
addresses the faltering Build Back Better agenda, the fading fiscal
stimulus, and how stocks perform during midterm election years.
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ROSS MAYFIELD: Let's begin with your update on the stalled Build Back Better (BBB) legislation and where it stands today.
JEANNETTE LOWE: The House passed a version of BBB in November, but ultimately Senator Manchin (D-WV) said he
couldn't support the package in its current form and cited inflation as a reason. So he'll try to cut the package down which will
mean focusing on just a few priorities—we think it’ll be climate and green energy spending, funding to continue expansion of
the Affordable Care Act, and maybe universal pre-K. But inflation is going to remain a headwind, and if we still have high
readings in February and March, that could impact the timing of the bill’s passage. What's critical about that is that further delay
chips away at the likelihood that tax changes such as the small businesses tax and the wealth surtax will be retroactive to
January 2022. Same thing on the corporate side, where some potential 2023 taxes might get pushed to 2024.
ROSS: You mentioned inflation, and it's obviously a key issue right now. It seems inevitable that we’ll see tighter monetary
policy this year (in addition to tighter fiscal policy) and that seems like a lot for the market to digest—what are your thoughts?
JEANNETTE: We had historic policy support for the US
economy in 2020 and 2021. That's rolling off now, but the
economy is still in great shape. One of the implications of
that is strong tax revenues: this year, we'll see the US
budget deficit come down by ~9% of GDP, which we
haven't seen since the 1940s. So that'll have a big impact.
And then of course, the Fed is looking to raise rates. So all
in all, way less federal stimulus in 2022. The other side of
this story is that states are benefiting from both strong tax
revenues and the federal government paying many
pandemic expenses via Covid-relief programs. So states are
flush with cash, and you could see is governors (most of
whom are up for reelection in 2022) looking to cut taxes or
create new spending programs. So you might see this
dichotomy—tightening at the federal level but perhaps more
stimulative at the state level.
ROSS: That’s a great point, so maybe a little fiscal support after all. Ok let’s end here—it’s a midterm election year. Could you
talk about what a midterm year looks like for the stock market versus years 1, 3, and 4 of a presidential term?
JEANNETTE: We generally see much more volatility in a midterm election year. The average S&P 500 intra-year decline in a
midterm year is -19% vs. -13% in a non-midterm year (more on that here). Even though we might see more volatility, stocks
have historically been up in the year after the bottom, by an average of 32%. In fact, we haven’t seen the S&P 500 decline
in the 12 months following a midterm election since 1946. So we should see some buying opportunities amid the volatility.
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IMPORTANT DISCLOSURES
Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All
investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index.
This communication was prepared by Strategas Securities, LLC (“we” or “us”). Recipients of this communication may not
distribute it to others without our express prior consent. This communication is provided for informational purposes only and
is not an offer, recommendation or solicitation to buy or sell any security. This communication does not constitute, nor should
it be regarded as, investment research or a research report or securities recommendation and it does not provide information
reasonably sufficient upon which to base an investment decision. This is not a complete analysis of every material fact
regarding any company, industry or security. Additional analysis would be required to make an investment decision. This
communication is not based on the investment objectives, strategies, goals, financial circumstances, needs or risk tolerance
of any particular client and is not presented as suitable to any other particular client; therefore, this communication should
be treated as impersonal investment advice. The intended recipients of this communication are presumed to be capable of
conducting their own analysis, risk evaluation, and decision-making regarding their investments.
For investors subject to MiFID II (European Directive 2014/65/EU and related Delegated Directives): We classify the
intended recipients of this communication as “professional clients” or “eligible counterparties” with the meaning of MiFID II
and the rules of the UK Financial Conduct Authority. The contents of this report are not provided on an independent basis
and are not “investment advice” or “personal recommendations” within the meaning of MiFID II and the rules of the UK
Financial Conduct Authority.
The information in this communication has been obtained from sources we consider to be reliable, but we cannot guarantee
its accuracy. The information is current only as of the date of this communication and we do not undertake to update or
revise such information following such date. To the extent that any securities or their issuers are included in this
communication, we do not undertake to provide any information about such securities or their issuers in the future. We do
not follow, cover or provide any fundamental or technical analyses, investment ratings, price targets, financial models or
other guidance on any particular securities or companies. Further, to the extent that any securities or their issuers are
included in this communication, each person responsible for the content included in this communication certifies that any
views expressed with respect to such securities or their issuers accurately reflect his or her personal views about the same
and that no part of his or her compensation was, is, or will be directly or indirectly related to the specific recommendations
or views contained in this communication. This communication is provided on a “where is, as is” basis, and we expressly
disclaim any liability for any losses or other consequences of any person’s use of or reliance on the information contained
in this communication.
Strategas Securities, LLC is a registered broker-dealer and FINRA member firm, as well as an SEC-registered investment
adviser. It is affiliated with Strategas Asset Management, LLC, an SEC-registered investment adviser. Strategas Securities,
LLC is also affiliated with and wholly owned by Robert W. Baird & Co. Incorporated (“Baird”), a broker-dealer and FINRA
member firm, although the two firms conduct separate and distinct businesses.
A complete listing of all applicable disclosures pertaining to Baird with respect to any individual companies mentioned in
this communication can be accessed at http://www.rwbaird.com/research-insights/research/coverage/thirdpartyresearchdisclosures.aspx.
You can also call 1-800-792-2473 or write: Robert W. Baird & Co., PWM Research & Analytics, 777 E. Wisconsin Avenue,
Milwaukee, WI 53202.
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