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National implications of the midterm 
elections  

Vox populi 

Midterm elections generally play out as a referendum on incumbent 
leadership, but other factors are in play and will likely attract investor 
attention this year. With slim majorities in both chambers of Congress, a wide 
variety of national polls predict that Republicans will retake the House. 
Considering the heightened divisions — between and even within the two 
parties — markets will be watching whether the Republicans can retake the 
House and, if so, with a large enough majority to overcome internal factions.  

As for the Senate, we expect that markets will be watching key races in 
Georgia, Pennsylvania, and Arizona. Voter turnout is invariably key to watch 
but could be more difficult than usual to predict this year. Turnout historically 
has been lower in midterm elections than in presidential elections, but Gallup 
found that 50% are more enthusiastic than usual about voting this year.1 

Whether a single party controls both chambers or one, we see two reasons 
why the midterm election results may rank lower than the economy as 
market movers in the coming months. First, divided government traditionally 
has hampered legislative actions, meaning that government policy on taxing 
and spending is unlikely to move markets in the coming Congress. Second, 
and more important, even if Congress could find consensus on economic 
support, the economy’s strong negative momentum is likely to resist fiscal 
policy remedies. We expect that the strong prospect for divided government 
and the trend toward a weak economy and earnings will leave the economy to 
drive asset prices into year-end.  

Moreover, we believe presidential action is unlikely to move policy into first 
place as a market mover. President Biden has issued 92 executive orders to 
date and may continue to do so. If the pace continues, the number of orders 
issued by President Biden by year-end could exceed those issued by 
Presidents Trump and Obama in their first two years in office at 92 and 74, 
respectively. But presidential action also has been increasingly likely to face 
judicial challenges in recent years.2 

Midterm overview 

Nevertheless, some basic contours of the midterm elections are worth 
remembering. In November, 469 seats in Congress are up for regular election 
— 34 in the Senate and all 435 in the House. The Senate currently has 48 
Democrats, 2 independents, and 50 Republicans. The House currently has 220 
Democrats, 209 Republicans, and 6 vacancies. Since 1974, the president’s   

                                                      
1. Gallup, July 8, 2022 
2. Federal Register, July 19, 2022 
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18% of likely voters think 
the U.S. is headed in the 
right direction. 

Source: Rasmussen Reports, July 8, 2022  

2018 and 2020 marked the 
highest midterm (53.4%) 
and presidential (66.2%) 
election turnouts in over a 
century.  

Source: www.fairvote.org  
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party has lost, on average, 23 congressional seats in the midterms. But that 
number has been higher in recent midterm years when the White House and 
Congress were controlled by a single party. In 2006, Democrats picked up 31 
seats; in 2010, Republicans gained 64 seats; and in 2018, Democrats gained 40 
seats.3  

Not surprisingly, according to Gallup, the top issue for voters today is the 
economy — 85% of likely voters say the economy is an “extremely or very 
important” issue.  

Chart 1. Important issues for voters 

 
Sources: Gallup and Wells Fargo Investment Institute, July 8, 2022. Data June 1 – 20, 2022. 

Voter engagement 

In recent decades, about 60% of eligible voters voted in presidential elections 
and 40% voted in midterms.4 Low turnout is typically attributed to political 
disengagement and the view that voting will do little to change policy. More 
recently, turnout has trended upward.   

One factor for the uptrend is young voters. Turnout for 18- to 29-year-olds 
rose from 20% in 2014 to 36% in 2018.5 Younger voters generally lean 
Democrat and helped reclaim the House in 2018. Another factor has been 
dissatisfaction with incumbent leaders. President Biden’s approval rating is in 
the low 40s, and Congress’ stands at 18%.6 President Biden's current approval 
rating mirrors President Trump's in 2018 when Republicans lost 40 House 
seats. In addition to young voters, engagement extended across racial and 
ethnic groups, marking the first time since 1982 when midterm turnout 
exceeded 50%.7 High inflation and an economy teetering on recession could 
persuade disenchanted voters to show up in November.  

In the following two sections, we consider how we prefer to think about 
investment strategy before and after the midterm elections. 

                                                      
3. Piper Sandler, June 1, 2022 
4. www.fairvote.org 
5. www.census.gov, April 23, 2019 
6. Gallup, May 2022 
7. Pew Research Center, May 1, 2019 

Key takeaways 

• Midterms are generally 
viewed as a referendum on 
incumbent leadership.  

• Our base case for the 
midterms is for split 
government.   

• We believe divided 
government coupled with a 
weak economy and earnings 
will leave the economy as the 
main driver of asset prices. 
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What’s at stake in the midterm policy 
debate? 

The midterms and the economic-policy debate 

We believe that the prospect of divided government after the midterm 
elections and the short time remaining for Congress to work before November 
narrow the field of policy options but reinforce particular elements of our 
investment outlook. 

Build Back Better (BBB): Proposed BBB legislation continues to wither under a 
self-imposed early-August deadline. The latest changes are the result of a 
fresh set of objections by Senator Manchin, a key swing vote in the Senate. 
His opposition in the latest round of negotiations to tax increases and 
renewable-energy tax credits, on worries over a looming recession and 
elevated inflation, leaves the bill now focused on drug-pricing reform and an 
extension of enhanced subsidies for Affordable Care Act (ACA) insurance 
granted early in the pandemic.  

The silver lining for corporations and upper-income small-business owners is 
that tax increases targeting them appear to be off the table this year. In fact, 
businesses large and small may enjoy a reasonably stable tax environment 
into late 2025, when Trump-era tax cuts for individuals expire. Technology 
and other multinationals appear particularly well positioned for a freeze on 
tax increases that would have extended to income on overseas intangible 
income. Moreover, elimination of multinational tax increases in a BBB bill also 
reduces the chances for a global minimum tax deal surviving this year.  

With BBB tax increases off the table, chances also increase measurably for 
Republican support of $52 billion in semiconductor industry subsidies under a 
scaled-down China competition bill that could be enacted by the time this 
report goes to press. Semiconductor industry spending by the government is 
designed to boost the U.S. share of global manufacturing capacity, which has 
fallen to just 12% from 37% in 1990, according to the Semiconductor Industry 
Association.9 We expect that semiconductor supply chains will be slow to 
benefit from new funding because of both the limited scale of the added 
investment compared with industry requirements and the two- to three-year 
gestation period to get new investments online.  

Semiconductor shortages likely will persist into 2023, though the magnitude 
could depend on the extent to which a looming recession cools demand. 
Taken together, an effective tax freeze and the opening for semiconductor-
industry financing by the government is fully consistent with our favorable 
rating for the Information Technology sector, based on strategic opportunities 
favoring the industry. 

                                                      
8. Gallup and Wells Fargo Investment Institute, July 8, 2022. Data June 1 – 20, 2022. 
9. "2021 State of the U.S. Semiconductor Industry," Semiconductor Industry Association, p. 10, September 2021 
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Recent polling results show 
worries over a recession, 
rising fuel, and other prices 
high enough to boost voter 
turnout in the November 
elections.8  
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Infrastructure spending: Irrespective of the midterm results, we believe 
spending from the Bipartisan Infrastructure Law and the existing American 
Rescue Plan should increase economic productivity and partially cushion the 
recession we expect. We recently published an in-depth report on 
infrastructure investment opportunities over the law’s 10-year horizon.10   

Energy policy: Domestic and foreign supplies have been unable to keep up 
with demand, while U.S. refining capacity remains below pre-pandemic rates. 
Partisan differences on how to update energy policy and the prospect of 
divided control of Congress make a deal more difficult in our view. Executive 
orders, such as limiting U.S. energy exports, run the risk of further disrupting 
global supply and keeping upward pressure on prices. We expect rising prices 
through 2023 and favor the Energy equity sector as well as a tactical 
overweight allocation to Commodities.  

Reducing tariffs on China: Reduction of U.S. tariffs on imports from China 
could come from the president but may dent inflation by only a few tenths of 
a percentage point. However, we believe the impact would be magnified by 
likely price action of U.S.-based competitors to cost reductions on Chinese 
goods and should be supportive of those consumer-based companies with 
sizable operations in China. 

Conclusion — Limited government policy help for inflation: We believe 
divided government after the midterms should make bipartisan action against 
inflation very difficult. For now, aggressive credit tightening by the Federal 
Reserve will be the main anti-inflation weapon, by dampening demand and 
exposing the economy to a recession.11 Thus, we have downgraded our 2022 
global equity earnings expectations. Our outlook for 2023 anticipates higher 
earnings and equity index values into year-end, in large part because we 
expect the recession to squeeze inflation lower. 

                                                      
10. Please see, “Infrastructure: From a Shot in the Arm to a New Era,” February 24, 2022 
11. For a primer on why energy companies are not reacting to higher prices with enough new production to lower prices, please see our report, “Will Oil Producers 
Produce More As Oil Prices Rise?” April 7, 2022 

Key takeaways 

• Tax increases seemingly are 
off the table for a Build Back 
Better bill whittled down to 
discussions over drug-pricing 
reforms and extended 
subsidies for Affordable Care 
Act health insurance, a 
potential lift to technology 
companies, to other 
businesses large and small, 
and to most of the stock 
market in our view. 

• We believe bipartisan 
remedies for inflation and a 
likely economic recession 
should be few, either before or 
after the elections. 

• Once the new Congress 
convenes in January 2023, our 
view is that infrastructure 
spending may remain the 
most significant source of 
investment opportunities 
from public spending.   
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The state of state elections  

A look into the 2022 state-level elections 

In November, 36 governors, 43 state senates, and 45 state houses of 
representation will be up for election. We will discuss potential state 
legislative and executive outcomes and how those changes might affect policy 
and investments.  

Table 2. A look at current and projected party control of state governments 

Governing body, party control Current Forecasted* 

Governors, Republican 28 24 

Governors, Democrat 22 20 

State senates, Republican 32 32 

State senates, Democrat 18 18 

State houses/assemblies, Republican** 31 33 

State houses/assemblies, Democrat 18 16 

Trifectas, Republican 23 - 

Trifectas, Democrat 14 - 

Source: Data and forecasts from 270towin.com, as of July 7, 2022  
*Table does not include toss-up elections. 
**The Alaska House is considered Republican-controlled, as the majority of representatives are Republican-
aligned. Total does not sum to 50, as Nebraska has one house in its state legislature. 

Even with so many contested government bodies, only 15 appear 
competitive, and the elections with the most impact will be in states in which 
a trifecta (when all three bodies are controlled by the same party) is up for 
grabs.12 In Massachusetts and Maryland, the Democratic Party has a chance to 
earn a trifecta, while Republicans may win total control of Alaska, Kansas, 
Pennsylvania, and Wisconsin. Michigan, where both parties appear 
competitive, could become a trifecta for either party. Although legislation is 
more likely to succeed in trifecta states, important legislative matters will 
affect all 50 states. Here are summaries of three major issues and how new 
state governments might respond. 

Affordable health care 

Increased health care access means increased health care spending: For 
instance, since the Affordable Care Act was enacted, uncompensated care 
costs in states that implemented an optional expansion of Medicaid programs 
fell 47%, while unexpanded states only fell 11%.13 New legislative party 
distribution provides the 12 states that haven’t expanded Medicaid 
programming an opportunity to do so. Regardless, both parties aim to expand  

                                                      
12. 270towin.com, as of July 7, 2022 
13. Center on Budget and Policy Priorities, as of March 19, 2019 
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Republican-led 
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Kansas, Maryland, 
Massachusetts, Michigan, 
Pennsylvania, and 
Wisconsin.  
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health care access, whether through private or public means. Other legislative 
acts on the agenda are the reduction of health care taxes and incorporating 
telehealth options into legislation — both of which would likely bolster the 
health care industry, reinforcing our favorable guidance on this equity sector. 

Affordable housing 

Many state governments are also focusing on increasing access to affordable 
housing. For instance, politicians in Arizona have recently proposed laws that 
uncap the amount of units allowed in affordable housing projects and 
mandate a large portion of unclaimed property revenue be put toward the 
Housing Trust Fund.15 Nonetheless, housing supply may still fall short of 
demand, unless state legislatures pass laws working toward creating and 
maintaining affordable housing, a traditionally more Democratic policy aim. 
Since state governments are likely to remain largely Republican-controlled, 
we don’t foresee residential supply finding government support soon, 
benefiting our favorably rated apartment and single-family real estate 
investment trusts (REITs). 

Budget and taxes 

The last major item on most state legislative agendas is what to do regarding 
bulging budget surpluses. Injections of stimulus through the series of COVID-
19 response bills and the distribution of funds from the Infrastructure 
Investment and Jobs Act have boosted total balances to record highs.16 New 
legislative bodies, no matter the winning party, are likely to spend the surplus 
on infrastructure, energy, and information technology, sectors in which we are 
favorable. States with Democratic leadership may spend extra money on 
environmental protection efforts and green energy, providing an opportunity 
for environmental, social, and governance (ESG) investments.  

Another implication of strong state budgets is in the municipal bond markets. 
With strong finances, states will not have to raise as much money through the 
sale of municipal bonds. Prices of municipals are likely to rise in the future, 
potentially extending the investment opportunity.  

A third major implication is that, with Republican leadership, the legislatures 
might take the budget surplus as an opportunity to decrease taxes, convert to 
a flat income tax, or remove the income tax altogether. In this case, “blue” 
states might lose wealthy residents to “red” states as investors chase tax 
benefits; this tax migration could redistribute populations before the 2024 
election.17  

                                                      
14. 270towin.com, July 7, 2022 
15. The National Conference of State Legislatures, data as of July 7, 2022 
16. JP Morgan, data as of June 21, 2022 
17. Henrik Kleven, Camille Landais, Mathilde Munoz, and Stefanie Stantcheva, “Taxation and Migration: Evidence and Policy Implications,” 2020 

Key takeaways 

• 124 out of 149 total state 
government bodies are having 
elections in 2022.14 

• Major areas of legislative 
debate are in affordable 
health care, affordable 
housing, and state budget 
surpluses. 
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Risk considerations 

Forecasts and targets are based on certain assumptions and on views of market and economic conditions which are subject to change.  

Different investments offer different levels of potential return and market risk. The level of risk associated with a particular investment or asset class generally 
correlates with the level of return the investment or asset class might achieve. Equity securities are subject to market risk which means their value may fluctuate in 
response to general economic and market conditions and the perception of individual issuers. Investments in equity securities are generally more volatile than other 
types of securities.  Investing in foreign securities presents certain risks not associated with domestic investments, such as currency fluctuation, political and 
economic instability, and different accounting standards. This may result in greater share price volatility. These risks are heightened in emerging markets. Bonds are 
subject to market, interest rate, price, credit/default, liquidity, inflation and other risks. Prices tend to be inversely affected by changes in interest rates. Municipal 
bonds offer interest payments exempt from federal taxes, and potentially state and local income taxes. These bonds are subject to interest rate and credit/default 
risk and potentially the Alternative Minimum Tax (AMT). Quality varies widely depending on the specific issuer. Municipal securities are also subject to legislative and 
regulatory risk which is the risk that a change in the tax code could affect the value of taxable or tax-exempt interest income. The commodities markets are 
considered speculative, carry substantial risks, and have experienced periods of extreme volatility.  Investing in a volatile and uncertain commodities market may 
cause a portfolio to rapidly increase or decrease in value which may result in greater share price volatility. 
General disclosures 

Global Investment Strategy (GIS) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFII is a registered investment adviser and wholly owned subsidiary of 
Wells Fargo Bank, N.A., a bank affiliate of Wells Fargo & Company. 

The information in this report was prepared by Global Investment Strategy. Opinions represent GIS’ opinion as of the date of this report and are for general 
information purposes only and are not intended to predict or guarantee the future performance of any individual security, market sector or the markets generally. 
GIS does not undertake to advise you of any change in its opinions or the information contained in this report. Wells Fargo & Company affiliates may issue reports or 
have opinions that are inconsistent with, and reach different conclusions from, this report. 

The information contained herein constitutes general information and is not directed to, designed for, or individually tailored to, any particular investor or potential 
investor. This report is not intended to be a client-specific suitability or best interest analysis or recommendation, an offer to participate in any investment, or a 
recommendation to buy, hold or sell securities. Do not use this report as the sole basis for investment decisions. Do not select an asset class or investment product 
based on performance alone. Consider all relevant information, including your existing portfolio, investment objectives, risk tolerance, liquidity needs and 
investment time horizon. 

Wells Fargo Advisors is registered with the U.S. Securities and Exchange Commission and the Financial Industry Regulatory Authority, but is not licensed or 
registered with any financial services regulatory authority outside of the U.S. Non-U.S. residents who maintain U.S.-based financial services account(s) with Wells 
Fargo Advisors may not be afforded certain protections conferred by legislation and regulations in their country of residence in respect of any investments, 
investment transactions or communications made with Wells Fargo Advisors.  

Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC, Members SIPC, separate registered 
broker-dealers and non-bank affiliates of Wells Fargo & Company. CAR-0722-02937 
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