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HISTORY & BACKGROUND
Midterm elections in the U.S. occur mid-way through a
President’s term in office. Every four years, all 435 seats in
the House of Representatives and typically 33 or 34 of the
100 seats in the Senate are up for re-election. History has
shown that mid-term elections have not been kind to the
incumbent President’s political party. Specific to the
upcoming mid-term elections, changes in the political
landscape are expected, but it’s the magnitude of those
changes that could ultimately impact asset prices.

INSIGHTS & PORTFOLIO IMPLICATIONS
Mid-Term Elections and Financial Markets
Going into the 2018 mid-term elections, the balance of
power sits with the Republican Party. Currently, there is a
unified Republican Congress operating alongside President
Trump. If history is a good predictor, it would not be
surprising to see the Republicans lose some of their political
influence in Congress.

From 1934 through 2014, there have been 13 mid-term
elections for first time presidents. In those mid-term elections,
the President’s political party lost an average of 27 seats
between the House and Senate. The market implications for
those losses are varied, but on average, the S&P 500 Index
advanced +5.4% in the last two months of the year,
following the elections, suggesting that political losses are
not necessarily bad for the markets.

Forecasting the impact of an election outcome is challenging as
non-political factors can still have a significant influence on
markets. While the economy and monetary conditions
historically have carried greater weight than politics in the
minds of voters, the former two have only been shown to be
true factors when either was considered a headwind.
Today, the U.S. economy continues on a path of moderate
growth, unemployment is low and while the Federal Reserve
is in tightening mode, most agree it is a necessary
prescription to normalize the interest rate environment. As a
result, we believe the upcoming mid-term elections will be
more of a referendum on the President's social, fiscal and
foreign policies, than on the economy.

Could this be a “Wave Election”?
According to Ballotpedia, a wave election occurs when
one political party makes significant mid-term gains. In the
current mid-term election, there are 77 races in the House
that are considered battleground races. Of those, 68 are
currently held by Republicans. In the Senate, there are 16
such battleground races, but only five are held by
Republicans. This suggests that there is more risk to the
Republican party in the House. Additionally, there are
reports that Republican party leaders fear that potential

voter complacency could result in low voter turnout,
benefitting the Democrats.

Adding to the complexities of the mid-term elections, is the
President's approval rating, recently at 40%, low by historical
standards. President Trump’s approval rating is closest to Bill
Clinton in 1994 or Ronald Reagan in 1982, where both had
approval ratings of 42%. Reagan lost a total of 25 seats and
Clinton lost a total of 60 seats.

What Matters to the Markets?
Financial markets generally do not like political gridlock due
to the uncertainty, and with the prospects for a wave
election for the Democrats, the end result could be a split
Congress, with the Democrats taking the majority in the
House, but the Republicans retaining control in the Senate.
This may cause risk-based assets to weaken temporarily.
Historically, a split Congress with a Republican president has
produced the lowest annualized returns compared to other
gridlock scenarios. Despite the potential for sizable
Democratic gains, we do not think they will reach the
required 67 seats in the Senate, so impeachment of the
President seems very unlikely. Therefore, following the mid-
term elections, it is expected that the President will resume
his agenda of de-regulation, tax-cuts and fiscal stimulus.
Should the Republicans retain power in Congress, we would
expect little disruption to risk asset pricing. Fundamentals
should remain the focus, although an extended cycle and
ongoing geopolitical tensions create concern.

ACG’S POSITION
Timing the market is difficult and positioning portfolios
around the upcoming mid-term election is no different.
More recently, political forecasting has also proven less
reliable (consider Brexit or the 2016 U.S. Presidential
Election). The data is mixed regarding market performance
driven by mid-term election outcomes. ACG’s position is
that financial markets are currently focused more on global
issues, such as international trade policies and geopolitical
negotiations, which in turn have been contributing to recent
market volatility. We continue to believe investors should
remain globally diversified, long-term focused and employ
risk-mitigating strategies, as appropriate.
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SUMMARY
▪ Mid-Term Elections in the U.S. are set for November 6th
▪ Each of the 435 House of Representative seats are up for re-election; in the Senate, 33 seats will be contested
▪ History suggests that, the party of newly elected Presidents lose, on average, approximately 27 seats in Congress

Source: ACG Research, Bloomberg (Return data is YTD through September 2018.)
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General Notes and Disclaimers

The views expressed herein are those of Asset Consulting Group (ACG). They are subject to change at any time. These views do not necessarily reflect
the opinions of any other firm.

This report was prepared by ACG for you at your request. Although the information presented herein has been obtained from and is based upon
sources ACG believes to be reliable, no representation or warranty, express or implied, is made as to the accuracy or completeness of that information.
Accordingly, ACG does not itself endorse or guarantee, and does not itself assume liability whatsoever for, the accuracy or reliability of any third party
data or the financial information contained herein.

Certain information herein constitutes forward-looking statements, which can be identified by the use of terms such as “may”, “will”, “expect”,
“anticipate”, “project”, “estimate”, or any variations thereof. As a result of various uncertainties and actual events, including those discussed herein,
actual results or performance of a particular investment strategy may differ materially from those reflected or contemplated in such forward-looking
statements. As a result, you should not rely on such forward-looking statements in making investment decisions. ACG has no duty to update or amend
such forward-looking statements.

The information presented herein is for informational purposes only and is not intended as an offer to sell or the solicitation of an offer to purchase a security.

Please be aware that there are inherent limitations to all financial models, including Monte Carlo Simulations. Monte Carlo Simulations are a tool used to
analyze a range of possible outcomes and assist in making educated asset allocation decisions. Monte Carlo Simulations cannot predict the future or
eliminate investment risk. The output of the Monte Carlo Simulation is based on ACG’s capital market assumptions that are derived from proprietary
models based upon well-recognized financial principles and reasonable estimates about relevant future market conditions. Capital market assumptions
based on other models or different estimates may yield different results. ACG expressly disclaims any responsibility for (i) the accuracy of the simulated
probability distributions or the assumptions used in deriving the probability distributions, (ii) any errors or omissions in computing or disseminating the
probability distributions and (iii) and any reliance on or uses to which the probability distributions are put.

The projections or other information generated by ACG regarding the likelihood of various investment outcomes are hypothetical in nature, do not
reflect actual investment results and are not guarantees of future results. Judgments and approximations are a necessary and integral part of
constructing projected returns. Any estimate of what could have been an investment strategy’s performance is likely to differ from what the strategy
would actually have yielded had it been in existence during the relevant period. The source and use of data and the arithmetic operations used for
calculating projected returns may be incorrect, inappropriate, flawed or otherwise deficient.

Past performance is not indicative of future results. Given the inherent volatility of the securities markets, you should not assume that your investments will
experience returns comparable to those shown in the analysis contained in this report. For example, market and economic conditions may change in the
future producing materially different results than those shown included in the analysis contained in this report. Any comparison to an index is for comparative
purposes only. An investment cannot be made directly into an index. Indices are unmanaged and do not reflect the deduction of advisory fees.

This report is distributed with the understanding that it is not rendering accounting, legal or tax advice. Please consult your legal or tax advisor concerning
such matters. No assurance can be given that the investment objectives described herein will be achieved and investment results may vary substantially
on a quarterly, annual or other periodic basis. There is no representation or warranty as to the current accuracy of, nor liability for, decisions based on
such information.

© 2018 Asset Consulting Group. All Rights Reserved. Asset Consulting Group is the sole owner of all rights, title, and interest to the materials,
methodologies, techniques, and processes set forth herein, including any and all intellectual property rights. No part of this document may be
reproduced, stored, or transmitted by any means without the express written consent of Asset Consulting Group.
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