
Mountstone Partners Ltd is registered in England. Registered number 08076218. Authorised and regulated by the Financial Conduct Authority. 

“When you win the presidency, for some reason you always end up losing the House” – Donald J Trump  
 
The US midterm elections are only weeks away now and US President Trump’s prediction might well soon become a reality.  
 
As a Republican President, Donald Trump has enjoyed a majority in both the House of Representatives and The Senate since his elec-
tion.  However, the problem for him has been that his majority is slim and that some of his own Republican members of Congress 
don’t believe in his policies or what he stands for.   After November 6th, when the US public head to the polls to vote in the midterm 
elections, Donald Trump could well lose this slender majority in either or both Houses.  These elections are seen as a stark choice be-
tween Trump’s ideologies on the one hand and just about anything else on the other.  He’s desperate to win, not least because losing 
control of the Houses would turn him into a “lame duck” President.  If he does lose control, then of more concern must be the possi-
bility of personal impeachment after the scandals that have dogged him and his entourage over the past 24 months.  This makes the 
US midterms a make or break for the embattled President. 
 
In this overview we will examine the current landscape of US politics, explain the framework of the midterm elections and consider 
the implications of the results for the US, as well as for global markets. 

When Donald Trump was sworn in the US economy was already in 
a rude state of health, with unemployment at close to record lows, 
growth strong, earnings positive and both interest rates and 
inflation under control. Stock markets are now at an all-time high 
and the Federal Reserve has been able to raise interest rates from 
0.25% at the beginning of his presidency to a current 2.25%.  
However, this hasn’t stopped Trump from claiming the credit for 
economic transformation in the US, even though he turned up 
when the party was in full swing.   
 
Trump has used US economic exuberance as his security blanket to 
protect him from the myriad of crises that have dominated his 
Presidency.  These include: 
 
1. Paul Manafort (campaign manager) being convicted for 

fraud  
2. Michael Cohen (lawyer) pleading guilty to eight Federal 

charges  
3. Sexual abuse claims raised against his most recent Supreme 

Court nominee, Brett Kavanaugh 
4. Publicly siding with Putin Vs his US intelligence services over 

claims of election interference  
5. Triggering a revolving door of staffers at the White House 
6. Being the subject of a New York Times article written by an 

insider claiming chaos and incompetence from the very top, 
down.  

 
It would make a great film if it weren’t for the fact that this is the 
real-life political situation faced by the most important economy in 
the world.   
 
Taking these factors into account it is no wonder that President 
Trump is finding it difficult to continue to use US economic growth 
as a shield.  Extreme pressure is now mounting ahead of the 
midterm elections.   
 
So what else can he use to protect himself, if not the US economy?  
He has both instigated and escalated the global trade war with 
China, in the process also making threats against Canada and the 
EU.  However, taking this hard-line protectionist approach may 
help Trump, come November. Cynically, we believe that he has 
used the timing and scale of this trade war as a way of pandering to 
and building upon the fan base which helped propel him to the 
White House in the first place.   

We think he hopes that by ‘talking big’ on trade with the ‘economic 
enemies’ of the US, that he will rouse support for his cause at 
home and in so doing shift support more towards the Republicans 
in the midterms.   
 
Significance of the Midterms 
So, what are the midterms and why are they so important? In 
relation to the UK, they are more equivalent to a general election 
because these elections dictate who will hold sway over the two 
Houses of Congress. Before exploring the significance of the 
elections though, it is important to analyse the structure of the US 
government, which is broken down into two distinct groups:  
 

• The Senate (The Upper House) and, 

• The House of Representatives (The Lower House). 
 
The Senate is linked to each state. Irrespective of population size 
each state elects two members (a total of 100 members sit in the 
Upper House) and Senate representation is therefore lopsided – 
the state of Wyoming has fewer than half a million residents but 
still has two members of the Senate, the same as California (for 
example), which has a population of 39 million (!). Senate powers 
include the appointment of important governmental roles such as 
Federal and Supreme Court judges, Ambassadors and Cabinet 
Secretaries.  Importantly for Donald Trump, the Senate is also 
responsible for conducting the trials of those impeached by the 
House.  
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Election to the House of Representatives on the other hand is 
based on population size in areas (districts) of a state, the lines 
being re-drawn approximately every 10 years.  Each state sets and 
adjusts the voting districts according to population and 
demographic changes.  This is open to manipulation and 
boundaries can often be adjusted to benefit one side or the other, 
in a highly controversial practice known as gerrymandering.  There 
are 435 Representatives, tasked with passing general federal 
legislation and with the impeachment of federal officers, amongst 
other duties.   
 
Those elected to the Senate serve a six-year term and will focus 
less on the wind of politics and take more time on key decisions, 
whereas the House of Representatives will serve only two-year 
terms and therefore decision making is subject to more immediate 
scrutiny.  Appointment to the Senate is widely seen as more 
prestigious than the House of Representatives.  Republicans 
currently hold majorities in both Houses - 51/100 Senate seats and 
235/435 Representatives. 
 
In the Senate, 35 of the 100 available seats are up for re-election in 
November – 26 Democrats and 9 Republicans.  Democrats 
therefore have more to lose than the Republicans in the midterms 
and it is possible that the Republicans will retain and perhaps even 
grow their majority. 
 
Key point: The final steps of an Impeachment of a President (at 
the trial stage) requires a 2/3rds majority vote in the Senate, so 
even if the Democrats do exceptionally well, they will require 
votes from the Republicans to impeach Trump – no doubt 
something he will be fully aware of!  
 
Congress can remove the President if enough members agree that 
he has committed “treason, bribery, or other high crimes and 
misdemeanours”. The House of Representatives will need to table 
an article of impeachment which will be voted upon and requires a 
majority vote. Should this pass, the Senate will then hold a trial 
overseen by the Supreme Court. In such a scenario, a team of 
lawmakers from the House of Representatives will play the role of 
prosecutor and the President will assemble his own defence team. 
The Senate will act as jury and if they vote in favour of 
impeachment with the 2/3rds majority, then the President will be 
impeached.  In summary – this is highly unlikely unless the 
Democrats win a huge majority in the Senate. 
 
In the House of Representatives there are 435 seats, requiring a 
party to have 218 seats for a majority. Currently the Republicans 
have 235 seats vs the Democrats 193. History doesn’t bode well for 

the Democrats in achieving such a swing, even though all 435 seats 
are up for election. Only twice in the last 50 years have they 
achieved such a large swing of seats. As with safe seats in the UK, 
much is the same in the US. Of the 435 seats up for election, both 
parties are focusing on only 48, 25 of which are in strong Democrat 
territory and 23 in Republican districts. The Democrats have 
however recently upped the ante, with increased donations, more 
phone calls and more knocking on doors along with major support 
from former President Barack Obama.  With Trump’s approval 
rating at rock bottom and with a far more balanced spread of swing 
votes up for grabs, the Lower House is far more likely to shift 
towards the Democrats, come November 6th.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
In Republican circles, voters are divided between a core base of 
centre-right voters who don’t recognise Trump’s brand of 
conservative politics and a large group of “undesirables” who 
proudly backed Trump for his “America First” campaign message.  
The core Republican centre-right are being targeted by the 
Democrats, whilst the “undesirables” will be keen to make sure 
that Trump is given six more years to finish the job.  
 
So, could the Republicans consolidate their gains in the Senate and 
lose control of the House of Representatives?  Very possibly.  
However, historically a sitting President loses an average of 30 
seats across both Houses. For instance, in 2010 the Democrats lost 
69 seats across both Houses on the back of Obama’s overhaul of 
the nation’s health care system, in 2006 the Republicans lost 36 
seats over the war in Iraq and in 1994 the Democrats lost 60 seats 
during Bill Clinton’s presidency.  Interestingly though, each of the 
above Presidents were re-elected two years later.  However, 
current polls suggest that Trump is now one of the least popular 
Presidents since records began, just ahead of Truman and Clinton, 
and so this may compound his losses both in the midterms and 
possibly harm his chances of being re-elected in 2020.    
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How would policy change if Trump were to lose his majority? 
Since he has been President, Trump has passed over 40 laws and 
executive orders ranging from ripping-up long-established trade 
deals to re-imposing sanctions on Iran and forcing the US to 
abandon the Paris Agreement on Climate change.  These are all big 
and disruptive moves however the most important economic 
legislative changes must be passed through Congress and cannot 
be imposed by executive order.  Whilst his biggest success with 
Congress has been the massive tax reform bill, there have also 
been some spectacular failures too, despite his current majority in 
both Houses.  These include his attempt to make Mexico pay for 
the wall, the travel bans from Muslim countries and the failed 
replacement of Obamacare.   
 
If the Democrats do win a significantly greater number of seats it 
could well bring a halt to one of the more controversial economic 
policies – Trump’s war on trade. Whilst the tariffs implemented by 
Trump thus far have not needed Congressional approval, any new 
trade agreements (such as the new deal that will replace NAFTA) 
will need that approval.  These may either fail completely or have 
to be watered down to pass through a Lower House with a 
Democrat majority.  
 
The ensuing political gridlock caused by a Democrat majority would 
also lead to slower deregulation and a freeze on Supreme Court 
confirmations. The Democrats may also start impeachment 
proceedings but given that they are unlikely to hold sway over the 
Senate, such action may be only symbolic.  
 
A Democrat victory would probably put an end to further proposed 
tax-cuts. The Republicans would like to provide further tax cuts to 
support start-ups, incentivise families to save more and make the 
tax changes they have made already more permanent. In contrast, 
the Democrats have already confirmed that they plan to raise 
corporate tax rates to 25% and they also plan on unpicking the tax 
cuts that high-income earners have benefited from under the 
Trump administration. 
 
Therefore, in summary, whilst blocking further trade tariffs is 
certainly good, economically this is counterbalanced by squabbling 
over further tax-reforms and so the benefits of a Democratic 
victory are not clear cut by any means. 
 
The market reaction 
Uncertainty over which party controls each chamber is likely to 

spur volatility in the run up to the vote. However, history suggests 
that investors should expect strong performance afterwards, once 
the uncertainty passes and once investors are able to analyse what 
the new political environment might mean for equities. 
 
According to the Wells Fargo Investment Institute, the S&P 500 
sees an average pullback of nearly 19% in midterm election years, 
based on the past 14 midterm cycles. In the year after the 
midterms however, the S&P climbs more than 31%, on average.  
We haven’t seen a pullback this year, with the S&P 500 up 8.44 %, 
but neither are we likely to see a 30% uplift next year either, given 
the strength of the US equity rally over the past 10 years. 

Whilst volatility levels of US markets are almost certainly linked to 
the political focus around the midterms, the subsequent strong 
stock market growth is probably more coincidental and traditional 
drivers such as growth and earnings are more likely to be the key 
drivers of the rallies. Pleasingly from that perspective, economic 
growth and corporate earnings at present suggest we might have 
supportive conditions in place to ensure that the positive trend of 
growth, post midterms, continues. 
 
Regarding US debt, it is unlikely that the benchmark 10-year 
Treasury yield will be materially impacted by the results. A majority 
across both Houses for the Democrats might lead to a slight decline 
in yields but either way the debt mountain is such that the short-
term political direction will not have a major impact.  
 
It is perhaps the currency, as we witnessed post the Brexit vote, 
where we might see the most significant moves if the Democrats 
gain control of the House of Representatives or indeed both. 
Political gridlock in such an event might lead to a period of 
weakness in the US dollar, although sterling has its own problems 
currently, with the chances of a no deal Brexit increasing daily. 
 
Trump is a man who has a way of somehow getting what he wants. 
The midterms historically have a very weak turn out rate (40%) and 
this will work in his favour.  However, Obama is encouraging people 
to vote for the rising Democratic ‘blue wave’, spurred by anti-gun 
activists, pro-immigration organisations and the youth wing of the 
Democratic party.  They are all working very hard to make major 
dents in the Republican majority.   These midterms may be pivotal 
for the prospects of the embattled US President, making 6th 
November a key date for stock-markets in 2018.  
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S&P 500 Index historically has corrected before 
midterm elections, yet outperformed after them
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