
MIDTERMS AND MARKETS
What midterm elections could mean for your financial plan

Overview
Americans are heading back to the polls. Midterm elections, 
scheduled for Tuesday, Nov. 8, will determine not only who has 
control of both the U.S. House and Senate but also who is governor in 
36 states.

While midterm elections don’t generally see the same level of turnout 
as presidential elections, some analysts say turnout could be higher 
than usual this November.1 That’s because this year’s race seems to 
be centered more on hot-button social issues, which tend to drive up 
voter participation.

Investors are keeping a particularly close eye on this year’s elections. 
A shift in power could mean either gridlock or advancement of 
political agendas. And in this hotly contested election season, it’s 
anyone’s guess which party will end up in charge. But one thing is for 
certain: Until the election is completed and uncertainty dies down, 
markets will likely stay volatile.

Who is up for election in 2022?

     • �All 435 House seats

     • �35 of the 100 Senate seats

     • �36 out of 50 state governors

Market Volatility and Midterm Elections
We don’t need to look far to find examples of midterms causing 
trouble for markets; in fact, since 1962 the average market decline 
during a midterm election year is 19%.2 So far, we have followed 
the trend in 2022, although this year’s losses have been higher than 
average for some indexes. By mid-October, the S&P 500 was down 
24.82% for the year, while the Dow Jones had declined by 18.45%.3,4

But why do midterms create such havoc for markets? Uncertainty, 
mostly. If the presidential party also has control of the Senate and 
House, it could result in the passage of a host of new policies. But 
if the non-presidential party holds the majority in either chamber, 
then it could halt the adoption of new legislation until the next 
election cycle.

The thought of shifting legislative priorities tends to make markets 
squeamish, particularly when they concern changing fiscal, 
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environmental, tax and international policies. After all, these policies 
directly impact businesses and consumers, the driving forces of 
the U.S. economy. That’s an especially nerve-wracking thought for 
markets this year, as high inflation, rising interest rates and a sluggish 
economy have everyone on high alert for a potential recession.

Still, there is good news. In the past 60 years, markets have roared 
back following a midterm election. On average, markets have 
returned 31.6% in the 12 months after midterms, with zero negative 
returns in that same amount of time.5 Whether this midterm 
election will continue or break the cycle remains to be seen, 
especially as we face strong headwinds going into the new year.

Final Thoughts
So what should investors hope for as we head into midterms? 
Politics aside, stocks have historically performed best under divided 
control. A 2020 study published by Forbes found that the Dow Jones 
averaged annual returns of 12.9% in the years when Congressional 
leadership was split, compared to the overall annual average of 8.3% 
between 1945 and 2020.6

If Republicans take control of the House or Senate, it will likely slow 
government spending — not necessarily a bad thing as the Federal 
Reserve wages its battle against inflation. Divided control will also 
make the passage of new tax hikes and changes to retirement-
related legislation unlikely. However, it will mean an uphill battle 
for the Biden administration in its pursuit of expanded social and 
environmental programs.

No matter which political party is in charge, investors would be wise 
to remember that short-term events should not serve as a distraction 
from long-term goals. Stay focused on the bigger picture and rely 
on your financial advisor to help you navigate new legislation and 
regulations as they come.
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This content is provided for informational purposes. It is not intended to be used as the 
sole basis for financial decisions, nor should it be construed as advice designed to meet the 
particular needs of an individual’s situation. None of the information contained herein shall 
constitute an offer to sell or solicit any offer to buy a security. Individuals are encouraged 
to consult with a qualified professional before making any decisions about their personal 
situation. The information and opinions contained herein provided by third parties have been 
obtained from sources believed to be reliable, but accuracy and completeness cannot be 
guaranteed by AE Wealth Management. Neither AEWM nor the firm providing you with this 
report are affiliated with or endorsed by the U.S. government or any governmental agency. 
Investing involves risk, including the potential loss of principal. No investment strategy 
can guarantee a profit or protect against loss in periods of declining values. AE Wealth 
Management, LLC (“AEWM”) is an SEC Registered Investment Adviser (RIA) located in 
Topeka, Kansas. Registration does not denote any level of skill or qualification. The advisory 
firm providing you this report is an independent financial services firm and is not an affiliate 
company of AE Wealth Management, LLC. AEWM works with a variety of independent 
advisors. Some of the advisors are Investment Adviser Representatives (IARs) who provide 
investment advisory services through AEWM. Some of the advisors are Registered Investment 
Advisers providing investment advisory services that incorporate some of the products 
available through AEWM. Information regarding the RIA offering the investment advisory 
services can be found at http://brokercheck.finra.org. 
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