
We are in a divided government today, and regardless of the outcome of the upcoming midterms, we’re 
likely to stay there. Why? There’s no chance for a super majority in the Senate, and assuming Democrats 
win either or both houses, President Trump will simply veto legislation he doesn’t like. With the election six 
weeks away, Brian Gardner, Stifel’s Chief Washington Policy Strategist, shares his latest midterm election 
outlook – a base case of divided government, with Democrats retaking the House while Republicans 
hold the Senate. For investors, it can be helpful to focus less on who wins and more on how markets have 
tended to behave on either side of midterm elections. In this Sight|Lines, we unpack how the election 
is setting up, how markets behave before and after midterms, on average, and what continued divided 
government will mean for policy going forward.

THE TAKEAWAY: DIVIDED GOVERNMENT WILL CONTINUE AFTER THE MIDTERMS
With the election six weeks out, our base case is continued divided government. Here we revisit how 
markets tend to behave through midterm elections. In summary:

•	 Midterms usually mean a loss of power for the president’s party.

•	 Stifel sees divided government – Democrats retaking the House while Republicans hold the Senate.

•	 The House is the likelier chamber to change hands, as the margin needed to flip it is small.

•	 Consistent with historical results, the polling and recent election results point the same way, though 
redistricting may temper Democrats’ gains. 

•	 Fewer Senate seats are being contested, giving Republicans a greater chance of holding it.

•	 For Republicans to defy history, the election would have to become a referendum on the Democrats 
rather than the president.

•	 Looking at markets, equity market volatility tends to run higher and returns tend to lag coming into 
a midterm, historically these results attributed more to uncertainty rather than policy and these 
patterns often reverse after the election.

•	 And, of course, once results are known, focus returns to the policy implications of the results. 
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IN-DEPTH: THE MIDTERMS APPROACH WITH CONTINUED DIVIDED GOVERNMENT AS THE BASE CASE
The election is six weeks out, and as it approaches, we see little change in the sense that we expect divided government to 
continue; we also take the opportunity to review again how markets tend to behave through midterms. Going deeper:
•  Stifel’s Chief Washington Policy Strategist, Brian Gardner, also sees divided government is the base case:

o	He sees roughly a 90% chance that Democrats win the House, and a 60% chance Republicans retain the Senate.
o	He sees political uncertainty and investigations ahead, more than a change in legislative or regulatory direction.

•  Republicans hold the House 218-214 (three seats are vacant), so only a small shift is needed for a change in control:
o	Assuming the vacant seats go to each one’s incumbent party, Democrats need a net gain of three seats to take control.
o	Since World War II the average gain for the party out of power is 25 seats, with only two exceptions – 1998 and 2002 – 

when presidential approval was over 60%, against 41% today.
•  Polling and recent special elections have signaled this likely shift favoring Democrats:

o	Democrats hold a 5.1-point lead in the average generic congressional ballot, and special elections since 2024 have 
shifted materially in their direction.

o	Gardner expects gains of 10-20 seats, with redistricting and recent court decisions capping the upside.
•  The Senate contest is narrower given that only a subset of seats is being contested:

o	Republicans hold the Senate 53-47, so Democrats need a net gain of four seats to gain control.
o	Gardner sees 10 races most influencing the outcome, with Republicans defending seven – Alaska, Iowa, Maine, 

Nebraska, North Carolina, Ohio, and Texas – and Democrats defending three – Georgia, Michigan, and New Hampshire.
•  �For Republicans to remain in control, the election would have to become a referendum on the Democrats rather than the 

president – defying historical patterns – and Gardner has identified two important drivers of such a result:
o	President Trump’s approval rating would need to improve further despite gains since its May low, with the race reframed 

around Democratic socialists more than the president and party in power.
o	Republicans would also need to turn out their base in force — the RNC and allied groups hold roughly an 8-to-1 cash 

advantage over the DNC, but Gardner remains skeptical given recent Republican turnout in primaries and special 
elections.

•  �Our analysis reviews historical market behavior around midterm elections; results have varied and are not indicative of 
future performance:

o	Historically, volatility and equity returns have differed in the months leading up to midterm elections; the VIX index has 
averaged 22.8 during the months before a midterm election, higher than average, and the S&P 500 has averaged a 
year-to-date return of 1.9% heading into the midterms, lower than average.

o	For longer-term investors, historical post-midterm market outcomes have varied: The VIX has tended to fall back to 18.9 
and the S&P 500 has posted an average return of 15.4% in the 12 months following a midterm election since 1950.

•  As results become known, focus returns to the policy implications of the results and the shape of the new government:
o	With divided government and less legislation, the focus shifts to regulatory agencies and the Federal Reserve, as well as 

the stronger potential for lengthy government shutdowns.  
o	We see increased scrutiny on artificial intelligence, technology, healthcare, energy, defense, cryptocurrencies, and 

financial services. 

WHAT WE THINK
We are in a divided government, and expect to remain so. In our base case, we expect the House to shift to Democratic 
control and the Senate to likely remain in Republican control, but with narrow majorities in both cases. In the end, we don’t 
expect much in the way of bipartisan legislation. So, we remain focused on policy shifts from the executive branch, the Federal 
Reserve and the economy. We’re focused less on who wins, and more on the evolving market dynamics and where the new 
government focuses its attention across sectors.
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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 Bloomberg software Index is a price-weighted index of software 
companies located or doing significant business in the Silicon Valley. The Bloomberg 500 Financials Total Return Index tracks the financial 
sector within Bloomberg 500 Universe. This index includes 87 constituent companies spanning various financial services sectors. 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. VIX is 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. The risk of loss in trading commodities and futures can be substantial. You should therefore 
carefully consider whether such trading is suitable for you in light of your financial condition. The high degree of leverage that is often 
obtainable in commodity trading can work against you as well as for you. The use of leverage can lead to large losses as well as gains. 
Volatility is measured by calculating the standard deviation of the annualized returns over a given period of time.  
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