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White Paper Report 
What Does History Tell us About Midterm 
Elections? 

In roughly a month, Americans will be able to cast a vote 

to voice their opinion about the direction of the country 

and the economy. On midterm election day the entire 

House of Representatives and about a third of the 

Senate will come up for re-election and/or need to be 

voted in. It is also the first midterm election cycle since 

2006 that both sitting majorities in Congress are at risk 

of losing control.1 In addition, nearly 70% of U.S. state 

Governors are on the ballot. With 85% of the American 

population believing the country is on the wrong track 

(including eight in 10 Democrats)2, the U.S. economy 

facing the worst inflationary environment in over 40 

years and arguably one of the most divisive political 

climates since the Civil War, this midterm election is 

shaping up to be about as important as a Presidential 

election. 

 

Political officials have taken note and according to 

the nonpartisan firm AdImpact, candidates are 

spending ~$10 billion on political ads for the 

upcoming elections. This is a record amount for any 

midterm election and surpasses the record high ad 

spending during the 2020 Trump-Biden 

Presidential election. We also expect another 

record-breaking year for voter participation across 

Congressional and Gubernatorial races not only 

because of so many pressing issues and discontent 

across both political affiliations but there are an 

additional ~8 million young voters who turned 

voting age since 2020.3    



 

 

2 

Megan Horneman | Chief Investment Officer 
mhorneman@verdence.com 
Past performance is not indicative of future returns 
 

 

 

White Paper 3Q | 2022 

 

In this white paper we will not voice a political opinion 

about the election or what combination of political party 

is better suited to change the trajectory of an economy 

that is facing so many headwinds. Instead, we will focus 

on the key economic (we will avoid societal issued such 

as immigration, crime, and abortion) issues that 

Americans are considering when they head to the polls 

next month. In addition, we will look at history and what 

past midterm elections and Presidential cycles have 

meant for the economy and financial markets. The 

analysis we offer in this white paper on the economy and 

the performance of financial markets surrounding 

midterm elections is simply using history as a guide. In 

these highly volatile times, it would be foolish to use only 

history as the deciding factor when making investment 

decisions. However, it is interesting to acknowledge 

some patterns (some consistent) seen in the aftermath 

of past midterm elections.  

  

This midterm election is shaping up to be about as 
important as a Presidential election. 
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Key Economic Topics that may Influence the Election Outcome  

The midterm elections are considered a report card for 

the President and his party on the health of the economy 

midway through the President’s four-year term. 

Historically there has been a high correlation between the 

President’s approval rating at the time of the midterm 

election and the number of seats the President’s party 

wins or loses in Congress. (Chart 1). With the U.S. 

economy in the technical definition of a recession this year 

with two consecutive quarters of negative economic 

growth (1Q22 and 2Q22) and President Biden’s approval 

rating sitting below the historical average seen at midterm 

elections for all Presidents going back to President Truman 

in 1946, the Democratic party is facing a challenging 

election.4 Below we focused on the key economic topics 

that are at the forefront of voter’s minds and what may 

influence the upcoming election.  

 

• Inflation Eating at Voter’s Minds and Wallets: 

Inflation has been an adverse result of the pandemic 

related actions taken in 2020-2021 which caused the 

money supply to grow to nearly 100% of nominal 

GDP, a record high, and the supply chain to collapse. 

As a result, prices across nearly every sector of the 

economy are growing at an uncomfortable pace and 

inflation as measured by the Consumer Price Index is 

rising at the fastest annual pace seen since the early 

1980’s. (Chart 2 – next page). Food prices are rising 

more than 10% a year and at the fastest pace since 

the late 1970s and energy costs (including housing 

related energy costs) are up more than 20% over the 

past year. In addition, the savings rate has dwindled 

to a 14-year low and credit card debt has grown by 

more than 14% over the past year, the fastest since 

the late 1990s. This is affecting consumer sentiment 

and will likely be a key consideration at the voting 

booths. 

 
  

Chart 1 
President Approval Rating Correlates with Mid-Term Election Outcome 
Data is from 1946-2018 midterm election years. Source: statista.com, Verdence Capital Advisors. 
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• The Impact of Higher Interest Rates on Americans: 

To combat inflation, the Federal Reserve has started 

its most aggressive Fed tightening cycle in decades. 

This is good news for savers who have not seen a 4% 

two-year Treasury yield since 2007. However, higher 

rates hamper the younger generation that is trying 

to accumulate wealth through buying a home. 

Homebuyer affordability (which takes into 

consideration home prices and mortgage rates) for 

first time homebuyers has fallen to a level that 

matches the record low posted in 2006. (Chart 3 - 

next page). In addition, those Americans that are 

forced to rely on credit card debt to afford everyday 

necessities in this high inflation environment are 

facing growing monthly expenses. The national 

average APR for credit card debt is ~18% up from 

~16% in 1Q22.5  

• High Energy Costs an Immediate Concern: While 

gasoline prices have fallen ~$1.25 per gallon from 

their peak this year (to $3.08/gallon), this is still 

significantly higher than Americans have been 

accustomed to over the past decade. The average 

price of a gallon of gasoline over the past 10 years 

has been $2.82. (Chart 4 - next page). While the 

global shift to green energy has its advantages for 

the long term, the lack of infrastructure and 

shunning of fossil fuel investments in the present 

leave us little opportunity to increase supply and no 

realistic immediate relief at the pump. However, the 

options to fix our energy predicament are very 

partisan. As a result, we expect the future of energy 

and energy independence to be a main theme this 

midterm election.   

 

Chart 2 
Inflation a Key Concern on Voter’s Minds 
Data is as of August 2022. Source: Bloomberg Finance LP, Verdence Capital Advisors. 
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  Chart 3 
Young Losing Out on Chance for Wealth Accumulation 
Data is as of June 2022. Index and a level of 100 means the first-time buyer can qualify for a loan with 10% down given typical income and rent of those 
25-44 years old. Source: Bloomberg Finance LP, Verdence Capital Advisors. 
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Chart 4 
Gasoline Prices Moderating but Still Above Historical Average 
Data is trailing 10 years as of September 28, 2022. Source: Bloomberg Finance LP, Verdence Capital Advisors. 
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The Economy and Midterm Elections 

The U.S. economy has already crossed into the technical 

definition of a recession. We agree with Economists and 

the Federal Reserve that a substantial and sustainable 

economic rebound in the near term is unlikely, and risks 

are more to the downside than the upside. However, if 

you were to use history as a guide, it paints a more 

optimistic picture about midterms and economic growth 

at this point in a Presidential term. Going back to 1929, 

the third and fourth year of a Presidential term are the 

best years for economic growth (will be 2023 and 2024 

for Biden). (Chart 5). In addition, most recessions in 

history have started in the first year of a Presidential 

term. Of the 15 recessions that have occurred between 

1929-2020, nine of them started in year one of a 

President’s term and only one recession started in the 

second and one in the third year. (Chart 6 – next page). 

This may be because a President does not mind making 

tough decisions in the first part of his tenure but wants 

economically friendly policies as they move towards 

reelection.  

When only using history as a guide it tells us that the 

combination of government that has delivered the best 

economic climate has been a full Democratic sweep. As 

can be seen in (Chart 7 – next page)., the average 

annual GDP growth when Democrats control all facets of 

the Government has been ~5%. However, this is a good 

example of how using history as an overriding factor in 

decision making may be misleading. This average statistic 

is also skewed by Democratic majorities in the aftermath 

of the Great Depression and World War II. In addition, 

when looking at a variety of different early polls this 

combination is unlikely. However, early polls lean 

towards the Republicans taking control of the House and 

the Senate is a very thin margin for the Republicans to 

gain full control.6 However, if that were to occur, as can 

be seen in (Chart 7 – next page), history suggests this is 

the next best scenario for economic growth. 

Chart 5 
Good Time for Economy Given Presidential Term 
Time period reflects 1930-2020. Source: Bloomberg Finance LP, Verdence Capital Advisors. 
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Chart 6 
Recessions are Rare in the Middle of a Presidential Term 
Time period is all recessions from 1929-2020. Source: Bloomberg Finance LP, Verdence Capital Advisors. 
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Chart 7 
A Look at Historical Government Combinations 
Data is median average DGP year over year from 1929-2020. Source: Bloomberg Finance LP, Verdence Capital Advisors. 
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The Equity Market and Midterm Elections

When we deliver our findings about midterm elections 

and the historical relationship with equity performance, 

we must remind investors about the common refrain that 

past performance is not indicative of future results. This 

economic environment is highly complex and there are a 

plethora of other factors influencing the equity markets 

than just politics. This includes company earnings and the 

expectation for further downgrades, how high the Federal 

Reserve will need to raise interest rates, how much 

damage it will inflict on the economy and will the Fed be 

successful in tackling inflation. What we can draw from 

history is that midterm election years tend to be volatile. 

The average drawdown in a midterm election year has 

been 19% since 1934 and, as illustrated, the ~25% 

drawdown thus far this year is more than the historical 

average. (Chart 8). However, history has also suggested 

this should be used as a buying opportunity as the year 

after midterm elections is a favorable time for equity 

markets regardless of the economic environment. As can 

be seen in (Chart 9 – next page), there has only been one 

time in history that the S&P 500 was negative in the year 

after a midterm election (i.e., 1938) and the index is 

positive, on average, ~15%. Even the midterm elections in 

the 1970s and 1980s (which many are drawing a parallel 

comparison to the current inflation and economic 

environment) delivered attractive returns in the 

aftermath of the midterm election. The story becomes 

even more favorable in years that the S&P 500 is negative 

year to date (like 2022) leading up to the midterm election 

(which has occurred in 45% of the midterm election years 

since 1934). In these instances, the S&P 500 is positive 

100% of the time a year later and up by, on average, 19%. 

This compares to the index being up by 11% in the years 

that the S&P 500 is positive leading up to midterm election 

day. 

  Chart 8 
S&P 500 Tends to See Dramatic Drawdowns in Midterm Election Years 
Data is all midterm elections from 1934-2018. 2022 is as of September 28, 2022. Source: Bloomberg Finance LP, Verdence Capital Advisors. 
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Chart 9 
S&P 500 Returns One Year After Midterm Elections 
Data is all midterm elections from 1934-2018. Source: Bloomberg Finance LP, Verdence Capital Advisors. 
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Our View 
We realize that this year has been extraordinarily difficult 

for not just Americans but citizens around the world and 

sentiment towards how governments’ have handled 

major issues is mediocre at best (e.g., COVID, inflation, 

civil unrest, geopolitical tensions). It is not just Americans’ 

who have low confidence in their government. Canada’s 

Prime Minister Justin Trudeau has only a 40% approval 

rating.7 German Chancellor Olaf Scholz has a record low 

approval rating 8 and Italy has elected the “most right-

wing” government since World War II.9 This overwhelming 

political dissatisfaction may bring change in the U.S. and 

around the world this year and next. While we are 

cognizant that using history to draw future comparisons 

(especially for the economy and asset classes) may be an 

interesting exercise, it may also mislead investors. It is 

important to note that every midterm election year was 

accompanied by a different economic, interest rate and 

political climate. At this time, the Congressional race in the 

U.S. is still tight and we are not going to speculate on what 

political issue either party will tackle first. Instead, we will 

focus on what we know and continue to focus on 

economic fundamentals and asset class valuations when 

considering asset allocation. There are a few parallels we 

can draw from history and the current environment which 

include:  

• Equities like gridlock: Equities have historically 

preferred a split Congress and/or White House. Going 

back to 1929 and excluding the Great Depression, 

some of the best annual returns for the S&P 500 have 

been seen when the sitting President does not have 

full control over both sides of Congress. (Chart 10). 

This may be because markets do not expect major 

changes to law with a split Congress.  

  

President R R R R D D D 

Senate R D R D D R D 

House R R D D D R R 

Chart 10 
A Historical Look at Equity Performance and Government Combinations 
Data is annual S&P 500 performance for 1929-2020. Source: Bloomberg Finance LP, Verdence Capital Advisors. 
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• Selectivity and active management: Even with the 

current bear market, select sectors are still in price 

discovery mode. They are trying to find a suitable 

valuation that will be appropriate given the changing 

interest rate and inflation environment. Therefore, 

we remain focused on an active management 

strategy and focus on long term investment 

objectives. 

• Next stop is Presidential race: We are not certain if 

Biden will run again and if not who the Democratic 

front runner may end up being. However, we do 

know the day after midterm elections, the race for 

2024 for both parties begins.  

If you have any questions or concerns, please feel free to 
reach out to your financial advisor. 
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Disclaimer: 
This material was prepared by Verdence Capital Advisors, LLC (“VCA” or “we”, “our”, “us”). VCA believes the information and data in this document were obtained from sources 

considered reliable and correct and cannot guarantee either their accuracy or completeness. VCA has not independently verified third-party sourced information and data. Any 

projections, outlooks or assumptions should not be construed to be indicative of the actual events which will occur. These projections, market outlooks or estimates are subject to 

change without notice. This material is being provided for informational purposes only and is not intended to provide, and should not be relied upon for, investment, accounting, 

legal, or tax advice. Past performance is not a guarantee of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the 

future performance of any specific investment, investment strategy, or product or any non-investment related content, made reference to directly or indirectly in these materials 

will be profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful. You should not 

assume that any discussion or information contained in this report serves as the receipt of, or as a substitute for, personalized investment advice from VCA. Alternative 

investments are designed only for sophisticated investors who are able to bear the risk of the loss of their entire investment. Investing in alternative investments should be viewed 

as illiquid and generally not readily marketable or transferable. Investors should be prepared to bear the financial risks of investing in an alternative investment for an indefinite 

period of time. Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. All 

indexes are unmanaged, and you cannot invest directly in an index. Index returns do not include fees or expenses. Sector Watch Use of this website is intended for U.S. residents 

only.  Any recommendation, opinion or advice regarding securities or markets contained in such material does not reflect the views of Verdence Capital, and Verdence Capital does 

not verify any information included in such material.  Verdence Capital assumes no responsibility for any fact, recommendation, opinion, or advice contained in any such research 

material and expressly disclaims any responsibility for any decisions or for the suitability of any security or transaction based on it. Any decisions you may make to buy, sell, or hold 

a security based on this research will be entirely your own and not in any way deemed to be endorsed or influenced by or attributed to Verdence Capital. It is understood that, 

without exception, any order based on such research that is placed for execution is and will be treated as an UNRECOMMENDED AND UNSOLICITED ORDER. Further, Verdence 

Capital assumes no responsibility for the accuracy, completeness, or timeliness of any such research or for updating such research, which is subject to change without notice at any 

time. Verdence Capital does not provide tax, or legal advice. Under no circumstance is the information contained within this research to be used or considered as an offer to sell or 

a solicitation of an offer to buy any particular investment/security. Fixed income securities are subject to increased loss of principal during periods of rising interest rates. Fixed 

income investments are subject to various other risks including changes in credit quality, market valuations, liquidity, prepayments, early redemption, corporate events, tax 

ramifications and other factors. Lower rated securities are subject to greater credit risk, default risk, and liquidity risk. Commodity‐related products, including futures, carry a high 

level of risk and are not suitable for all investors. Commodity‐related products may be extremely volatile, illiquid and can be significantly affected by underlying commodity prices, 

world events, import controls, worldwide competition, government regulations, and economic conditions, regardless of the length of time shares are held. Data is provided for 

information purposes only and is not intended for trading purposes. Verdence Capital shall not be liable for any errors or delay in the content, or for any action taken in reliance on 

any content. Weekly Insights/Qtrly & Annual Outlook The indexes presented are unmanaged portfolios of specified securities and do not reflect any initial or ongoing expenses nor 

can it be invested in directly. An investment’s portfolio may differ significantly from the securities in the index.  Semi-Annual Chart Pack Where shown, performance information 

presented is that which has been calculated and presented by an unaffiliated third-party manager.  We have no insight into the performance of the advisor/product/account or 

fund shown and do not attempt to determine whether the performance presented is accurate.  Therefore, the performance could be incorrect, overstated or not reflective of 

actual trading of client funds.  There is the potential that the performance shown is a back test and not the result of real investment advice and trading.  As such, it could not be 

relied upon as indicative of future returns of a particular strategy.  Where performance shown is that of a pooled account, limited partnership, or private equity fund, you should 

be aware that there is a significant lack of transparency into the operations and investment process and investment vehicles invested in.  As a result, pricing and valuation of the 

underlying holdings which produced the stated performance could be incorrect, stale, or overstated and therefore the performance figures presented cannot be relied upon.   

Before investing, we encourage you to request additional information, particularly performance information, of any product that you are considering for your client.  You should 

read, as applicable, the Prospectus, SAI, Composite Disclosure and/or performance disclosure associated with any product that you are considering for investment for your or your 

client’s.  Products shown may have minimum account sizes or minimum investments which may preclude retail and non-high net worth investors from being able to invest in these 

products.  You should be aware that certain LPs may be closed to new investors and therefore your clients may be prevented from investing in these products. Portfolio 

Implementation and Rationales The SMA Asset Allocation Models do not represent a personalized recommendation of a particular investment strategy to you or your clients.  You 

should not buy or sell an investment without first considering whether it is appropriate for your client’s portfolio. Additionally, you should review and consider any recent market 

news. All expressions of opinion are subject to change without notice in reaction to shifting market conditions. Data contained herein from third-party providers is obtained from 

what are considered reliable sources. However, its accuracy, completeness or reliability cannot be guaranteed. Supporting documentation for any claims or statistical information 

is available upon request. Examples provided are for illustrative purposes only and not intended to be reflective of results you can expect to achieve.  Diversification and asset 

allocation do not ensure a profit and do not protect against losses in declining markets. Any forecasts contained herein are for illustrative purposes only, may be based upon 

proprietary research and are developed through analysis of historical public data. Investments in growth stocks may experience price volatility due to their sensitivity to market 

fluctuations and dependence on future earnings expectations. Sector allocation references to market capitalization (“smid cap” or “micro caps” etc.) may be subject to special risks 

given their characteristic narrow markets, limited financial resources, and less liquid stocks, all of which may cause price volatility. International/global investing can involve special 

risks, such as political changes and currency fluctuations. These risks are heightened in emerging markets. A significant percentage of the underlying investments in aggressive 

asset allocation portfolio investments have a higher-than-average risk exposure.  You should consider your risk tolerance of each of your clients carefully before choosing such a 

strategy. An investment with multiple underlying investments (which may include asset-allocation or custom blended investments) may be subject to the expenses of those 

underlying investments in addition to those of the investment itself. Investments may reside in the specialty category due to 1) allowable investment flexibility that precludes 

classification in standard asset categories and/or 2) investment concentration in a limited group of securities or industry sectors. Investments in this category may be more volatile 

than less flexible and/or less concentrated investments and may be appropriate as only a minor component in an investor's overall portfolio. Investment Managers You and your 

clients should carefully consider investment objectives, risks, charges, and expenses of Funds discussed. This and other important information are contained in the respective Fund 

prospectuses and summary prospectuses, which should be read carefully before investing. Investment portfolio statistics change over time.  Current performance may be lower or 

higher than return data quoted herein. The investment return and the principal value of an investment will fluctuate; so, an investor's shares/units, when redeemed, may be worth 

more or less than their original cost. Verdence relies heavily on unaudited third-party data.   Data sources include public data, such as mutual fund data, and non-public data, such 

as information provided by other investment advisors and managers of limited partnership pooled accounts.   Data and/or statistics included on this Portal, including references to 

performance, opinions, ratings, rankings, manager statistics and demographic information, product, or strategy descriptions, either quantitative or qualitative, are based upon 

information reasonably available to us as of the applicable date(s) then-published. Information has been obtained from sources that we believe to be reliable, but these sources 

cannot be guaranteed as to their accuracy or completeness. All data and information produced by a third party has the potential to be incorrect, incomplete, or otherwise 

misleading.  No implication shall be created that the information contained on the Site is correct, including as of any time subsequent to the publish date, and Verdence does not 

undertake an obligation to update such information at any time after such date. Verdence makes not warranty or representation of the veracity of the data and information and its 

use of the information should not be implied as an endorsement of any material or statements made.  Data, particularly non-public data, is subject to error and where the 

information is not audited, the potential for error is greater.  Where shown, performance information presented is that which has been calculated and presented by an unaffiliated 
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third-party manager.  We have no insight into the performance of the advisor/product/account or fund shown and do not attempt to determine whether the performance 

presented is accurate.  Therefore, the performance could be incorrect, overstated or not reflective of actual trading of client funds.  There is the potential that the performance 

shown is a back test and not the result of real investment advice and trading.  As such, it could not be relied upon as indicative of future returns of a particular strategy.  Where 

performance shown is that of a pooled account, limited partnership, or private equity fund, you should be aware that there is a significant lack of transparency into the operations 

and investment process and investment vehicles invested in.  As a result, pricing and valuation of the underlying holdings which produced the stated performance could be 

incorrect, stale, or overstated and therefore the performance figures presented cannot be relied upon.   Before investing, we encourage you to request additional information, 

particularly performance information, of any product that you are considering for your client.  You should read, as applicable, the Prospectus, SAI, Composite Disclosure and/or 

performance disclosure associated with any product that you are considering for investment for your or your client’s.  Certain products shown may have account minimums or 

minimum investment sizes that are unattainable for your clients and therefore they may not be eligible to invest in these products.   Reference to registration with the Securities 

and Exchange Commission (“SEC”) does not imply that the SEC has endorsed or approved the qualifications of Verdence or its respective representatives to provide any advisory 

services described on the Site.  
1 https://www.cnn.com/2022/08/11/politics/political-ad-spending-midterms/index.html 

2 According to a survey by Associate Press-NORC Center for Public Affairs Research, June 2022. 

3 https://circle.tufts.edu/latest-research/more-8-million-youth-are-newly-eligible-voters-2022 

4 https://projects.fivethirtyeight.com/biden-approval-rating/ as of October 4, 2022, President Biden’s approval rating is 43% compared to a median average of 49% since 1946.  
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