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Situation analysis November 9, 2022 

U.S. midterm elections: Capital market implications 
The much-anticipated U.S. midterm election remains unsettled due to several unresolved races, but the outcomes are in 
line with our pre-election day viewpoints: Macroeconomic variables like inflation and growth trends historically have a far 
larger impact on capital markets than political outcomes. That said, the election results, including those not yet 
determined, do have market impacts. Below are some future considerations as we continue to monitor specific results 
across the country. 

From a top-down perspective, it appears that our divided government remains, although the division seems to be less 
pronounced than anticipated. As of midday on Wednesday, November 9, national news media project Republicans will 
recapture a majority in the House of Representatives, albeit by a slimmer margin than many analysts predicted. The 
Senate majority remains an open question, with the Georgia contest between incumbent Democrat Raphael Warnock and 
Republican challenger Herschel Walker moving to a December 6 runoff election, a phenomenon seen in the 2020 Georgia 
Senate race when Democrats Jon Ossoff and Warnock defeated Republicans David Purdue and Kelly Loeffler in a special 
election. Gubernatorial races represented more mixed outcomes across parties; as of Wednesday morning, the only two 
governorships that changed parties were Maryland and Massachusetts, both of which went from Republican to 
Democrat.  

Since the House is expected to be in Republican control, the Senate still undetermined and gubernatorial results more 
mixed, the market implications at a broad level are less straightforward than if either party had taken a more pronounced 
lead in part or in aggregate. The adage “markets like political gridlock” may hold true, but we anticipate a more nuanced 
outcome to the U.S. political economy. Some argue that instead of a two-party system, the U.S. has four: Moderate 
Republicans and Democrats and more fundamentalist or extreme Republicans and Democrats. With what some pundits 
are referring to as “razor-thin” election mandates, not only will Republicans and Democrats need to negotiate with each 
other to move legislative agendas, but more fractured intra-party dynamics may further thwart legislative activity 
becoming law.  

The largest market implications we foresee involve fiscal policy, tax policy and the debt ceiling. Fiscal policy can 
counterbalance diminished economic growth and activity; when consumer and corporate growth slows, government 
spending can serve as a supplement. In the current environment, inflationary pressures are at least partly tied to fiscal 
policies in 2020 and 2021; should the economy weaken in 2023, a divided government will likely leave fiscal policy on the 
sideline for the near future. Further, monetary policy, as led by the U.S. Federal Reserve, is in a tightening mode following 
years of pro-growth policies, so fiscal expansion would undermine the Fed’s stated current monetary policy goals. 
Growth offsets through fiscal policy are unlikely to accompany the next economic downturn, causing a deeper slowdown, 
all else equal.   

Republican control of the House of Representatives alone provides Republicans the ability to originate spending bills. Tax 
increases were a major component of President Biden’s Build Back Better legislative package when Democrats held 
majorities in both the House and the Senate, and legislators included some components of Build Back Better in the 
Inflation Reduction Act passed earlier this year. The widely projected “flip” in control of the House to Republicans means 
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we are very unlikely to see any of the significant corporate and individual tax increases previously proposed in the Build 
Back Better legislation.    

The debt ceiling debate is the last significant election implication. With the Senate race an open question possibly into 
December, the political will to come together on a debt deal in the lame-duck Congress is low. Investors have seen long 
political standoffs on the debt ceiling, and we anticipate this debate gaining vigor in 2023 as total public debt approaches 
the $31 trillion debt limit. Should the debt ceiling debate extend deep into the new year and conjoin with other legislative 
entanglements, this can drive rating agencies to express concerns as best manifested in 2011, when ratings agency 
Standard & Poor’s cut the U.S. sovereign credit rating from AAA, with S&P citing, “our opinion (is) that the fiscal 
consolidation plan that the Congress and the Administration recently agreed to falls short of what, in our view, would be 
necessary to stabilize the government’s medium-term debt dynamics.”1 While we do not anticipate debt rating 
downgrades, legislators recognize the high stakes in the event of a debt ceiling showdown. 

On the more constructive side from a capital market perspective, the election results suggest a lower likelihood of 
significant sector-focused legislation, particularly aimed at the Technology sector. Irrespective of one’s politics, 
Technology represents an outsized weight in major domestic and global equity indices (the Technology sector has a 26% 
weight and is the largest in the benchmark S&P 500 Index as of the end of September). Legislation aimed at antitrust, 
privacy and online safety could all move markets. Bipartisan bills may be scarce, but analysts cite continued China-
focused legislation alongside health care and energy bills as areas where Republicans and Democrats may find common 
ground.  

We will keep you posted on our assessments as election results unfold. We maintain a more defensive outlook for 
diversified portfolios as we transition to 2023 due to concerns about economic momentum and corporate earnings 
reflecting slowing consumer spending and inflation’s cumulative negative impact on growth. The election implications are 
important, but in the aggregate calculus we see bigger capital market drivers as we turn our attention to the new year. As 
always, please do not hesitate to let us know if you have questions regarding your unique situation.  

 

  

 
1 https://www.reuters.com/article/us-usa-debt-downgrade/united-states-loses-prized-aaa-credit-rating-from-sp-
idUSTRE7746VF20110806. Accessed November 9, 2022.  
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This information represents the opinion of U.S. Bank Wealth Management. The views are subject to change at any time based on market or other 
conditions and are current as of the date indicated on the materials. This is not intended to be a forecast of future events or guarantee of future 
results. It is not intended to provide specific advice or to be construed as an offering of securities or recommendation to invest. Not for use as a 
primary basis of investment decisions. Not to be construed to meet the needs of any particular investor. Not a representation or solicitation or 
an offer to sell/buy any security. Investors should consult with their investment professional for advice concerning their particular situation. The 
factual information provided has been obtained from sources believed to be reliable, but is not guaranteed as to accuracy or completeness. U.S. 
Bank is not affiliated or associated with any organizations mentioned. 

Based on our strategic approach to creating diversified portfolios, guidelines are in place concerning the construction of portfolios and how 
investments should be allocated to specific asset classes based on client goals, objectives and tolerance for risk. Not all recommended asset 
classes will be suitable for every portfolio. Diversification and asset allocation do not guarantee returns or protect against losses. 

Past performance is no guarantee of future results. All performance data, while obtained from sources deemed to be reliable, are not 
guaranteed for accuracy. Indexes shown are unmanaged and are not available for direct investment. The S&P 500 Index consists of 500 widely 
traded stocks that are considered to represent the performance of the U.S. stock market in general. 

Equity securities are subject to stock market fluctuations that occur in response to economic and business developments. International 
investing involves special risks, including foreign taxation, currency risks, risks associated with possible differences in financial standards and 
other risks associated with future political and economic developments. Investing in emerging markets may involve greater risks than investing 
in more developed countries. In addition, concentration of investments in a single region may result in greater volatility. Investing in fixed 
income securities are subject to various risks, including changes in interest rates, credit quality, market valuations, liquidity, prepayments, early 
redemption, corporate events, tax ramifications and other factors. Investment in debt securities typically decrease in value when interest rates 
rise. This risk is usually greater for longer-term debt securities. Investments in lower-rated and non-rated securities present a greater risk of loss 
to principal and interest than higher-rated securities. Investments in high yield bonds offer the potential for high current income and attractive 
total return, but involve certain risks. Changes in economic conditions or other circumstances may adversely affect a bond issuer's ability to 
make principal and interest payments. The municipal bond market is volatile and can be significantly affected by adverse tax, legislative or 
political changes and the financial condition of the issues of municipal securities. Interest rate increases can cause the price of a bond to 
decrease. Income on municipal bonds is free from federal taxes, but may be subject to the federal alternative minimum tax (AMT), state and 
local taxes. There are special risks associated with investments in real assets such as commodities and real estate securities. For commodities, 
risks may include market price fluctuations, regulatory changes, interest rate changes, credit risk, economic changes and the impact of adverse 
political or financial factors. Investments in real estate securities can be subject to fluctuations in the value of the underlying properties, the 
effect of economic conditions on real estate values, changes in interest rates and risks related to renting properties (such as rental defaults). 

U.S. Bank and its representatives do not provide tax or legal advice. Your tax and financial situation is unique. You should consult your tax 
and/or legal advisor for advice and information concerning your particular situation.  
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