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Finding Balance:

The 2022 Midterms Approach
By Michael O’Keeffe, Chief Investment Officer
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This week | had the good fortune to host a client webinar with Stifel’s Chief Washington Policy Strategist Brian
Gardner, someone who is very busy as the 2022 midterm elections quickly approach. We’ve often discussed how
uncertainties before an election can contribute to market volatility. We see the midterms as the first important
step going forward in finding balance that may calm markets.

You can watch the midterm webinar replay here, but in this week’s Sight|Lines, we summarize some of the key
learnings from our session on the upcoming midterm elections.

THE TAKEAWAY:
REPUBLICAN VICTORY LEADS TO AN ACTIVE LAME-DUCK SESSION, THEN GRIDLOCK

During our discussion, Brian shared a view, consistent with the HOUSE SENATE PROBABILITY
polls, that Republicans will likely gain control of the House, Republican Democrat 50%
leading to an active lame-duck session and then gridlock with a Republican Republican 40%
new Congress and divided government:
Democrat Democrat 10%
e Brian handicaps a Republican House victory at 90%, and Democrat Republican Aa%

the Senate race a toss-up. He has identified a dozen Source: Stifel Washington Policy Strategy

seats to watch closely.
e Highinflation, elevated crime, and a weakening economy are boosting Republican chances, with these
issues apparently crowding out topics like abortion and the January 6 House hearings.

e A Republican victory will mean a very active lame-duck session through the rest of the year, including a
budget, modest tax reforms, energy permitting, and judicial appointments.

e IfRepublicans gain control of the House, we’ll have a divided government, which means very little will
likely get done through 2024. Required legislation, like budgets, and some potential bipartisan topics,
like anti-trust, will still be hard fought.

e |If Democrats do keep control of Congress, we should expect some more dramatic moves like the
elimination of the filibuster and a refocus on broader elements of Build Back Better.
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https://vimeo.com/761614407
https://vimeo.com/762661375
https://omny.fm/shows/stifel-sightlines/finding-balance-the-2022-midterms-approach

IN-DEPTH: POLLS FAVOR REPUBLICANS, BUT THERE ARE RACES TO WATCH ... WHAT IF?
Polls signal that Republicans have the advantage, driven by high inflation, crime, and the economy:

e The House: All 435 House seats will be contested, with the current breakdown of 221 Democrats,
212 Republicans, and two vacancies. The average gain for a minority party is 27 seats. While polls
showed Democrats gaining strength in the summer, the trend has reversed and is now signaling a
Republican majority.

e The Senate: 35 Senate seats are being contested, and Brian describes this more as a toss-up.

e Thelssues: Polls show President Biden’s approval rating remains low at 43%, with 66% of respondents
viewing the country as on the “wrong track.” Voters describe inflation, the economy, immigration, and
crime as top issues facing the country. Most say inflation (96%) and crime (95%) are important as
they vote.

Brian has identified a dozen individual races to watch closely:

e Democratic Seats in Play: Arizona (Kelly versus Masters), Georgia (Warnock versus Walker), Nevada
(Cortez-Masto versus Laxalt), and New Hampshire (Hassan versus Bulduc).

e Republican Seats in Play: North Carolina (Budd versus Beasley), Ohio (Vance versus Ryan), Pennsylvania
(0z versus Fetterman), and Wisconsin (Johnson versus Barnes).

e Other Key Races: Colorado (Bennet versus O’Dea), Washington (Murray versus Smiley), Connecticut
(Blumenthal versus Levy), and lowa (Grassley versus Franken).

What if:

e Republicans win the House: A divided government will likely amplify political polarization, with the GOP
focused inwardly while launching its own investigations.

e Democrats keep the House and Senate: Energized by victory, Congress could move to eliminate the
filibuster to pursue elements of Build Back Better not yet enacted. We could see fiscal stimulus proposals
in response to a 2023 recession, but hopefully care will be taken if inflation remains elevated.

| asked Brian one final question in our webinar: Who will run for president in 2024? His answer surprises me:
He sees the most likely outcome as a repeat of 2020. He sees former President Trump itching to run again, which
will encourage President Biden to run given his confidence he is the best candidate to beat Trump.

CONCLUSION

| am fortunate to work with capable colleagues like Stifel’s Chief Washington Policy Strategist Brian Gardner.
Brian has been very busy as the 2022 midterm elections approach, but he took time to join me in a client
webinar, where he shared his views of a Republican victory and what that means for a lame-duck session
and the buildup to the 2024 election.
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a complete summary or
statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein. Opinions expressed are subject to change without
notice and do not take into account the particular investment objectives, financial situation, or needs of individual investors. There is no guarantee that the
figures or opinions forecasted in this report will be realized or achieved. Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at times,
release written or oral commentary, technical analysis, or trading strategies that differ from the opinions expressed within. Past performance is no guarantee
of future results. Indices are unmanaged, do not reflect fees or expenses, and you cannot invest directly in an index.

Asset allocation and diversification do not ensure a profit and may not protect against loss. There are special considerations associated with international
investing, including the risk of currency fluctuations and political and economic events. Investing in emerging markets may involve greater risk and volatility
than investing in more developed countries. Due to their narrow focus, sector-based investments typically exhibit greater volatility. Small company stocks
are typically more volatile and carry additional risks, since smaller companies generally are not as well established as larger companies. Property values can
fall due to environmental, economic, or other reasons, and changes in interest rates can negatively impact the performance of real estate companies. When
investing in bonds, it is important to note that as interest rates rise, bond prices will fall. The Standard & Poor’s 500 index is a capitalization-weighted index
that is generally considered representative of the U.S. large capitalization market. The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30
significant stocks traded on the New York Stock Exchange (NYSE) and the NASDAQ. The DJIA was invented by Charles Dow back in 1896. The MSCI EAFE
index (Europe, Australasia, and the Far East) is a free float-adjusted market capitalization index that is designed to measure the equity market performance
of developed markets, excluding the U.S. and Canada. VIXis a trademarked ticker symbol for the Chicago Board Options Exchange Market Volatility Index, a
popular measure of the implied volatility of S&P 500 index options.
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