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market trajectory  
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What happened 
As of early Wednesday, the outcome of the midterm election remained unclear. Various 
projections indicate Republicans taking control of the House while the Senate remains too 
close to call.   

Elections matter, but other factors matter more for the 
trajectory of markets and the economy 
Investors need to look well beyond the political makeup to gauge markets’ risk/reward.  

• Markets have notched solid gains amid a wide range of partisan control scenarios in 
Washington.  

• Factors, such as the business cycle, monetary policy, and fundamentals will have a 
larger impact on the market’s near-term direction. 

Market performance hasn’t been significantly different across a wide range 
of partisan control scenarios 
 

 
 Data source: Truist IAG, Strategas; Period includes (1933-2019). Past performance does not guarantee future results. 
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• Elections matter, but other 

factors matter more for 
markets and the economy. 

• In our view the path of 
inflation, interest rates, 
monetary policy, the 
economy, and earnings will 
continue to exert the 
greatest influence on 
markets over the next year. 

• Stocks have risen in the 12 
months following every 
midterm election since 
1942, but there has also 
never been a recession in 
the third year of a 
presidential cycle. 

• The most aggressive 
monetary tightening cycle in 
decades is set to weigh on 
economic growth and 
earnings over the next year.  

• History suggests not to 
overextrapolate the election 
outcome with sector winners 
and losers. 

Highlights 



We made a similar point around the 2020 Presidential election. Our view then was that 
progress towards COVID-19 vaccines and therapeutics would have a much greater impact on 
the economy and markets over the next year than the election. Indeed, a positive study on 
vaccines right after the elections spurred a large move higher in stocks. Furthermore, the 
economy back then was in the relatively early stages of a new business cycle, and monetary 
and fiscal policy was extremely stimulative.   

Today’s backdrop is much different and, in our view, much more challenging. Markets 
have been weighed down by  

• Surging inflation

• The most aggressive Federal Reserve (Fed) policy tightening in 40 years

• A large reset in interest rates and market valuations

• And rising recession risks

Moreover, anticipation surrounding the midterm election has not been a key driver of 
market returns this year.  

• While election clarity could help provide some near-term market relief, the surge in
stocks often seen following the midterms may be more muted.

• Indeed, the S&P 500 has risen in the 12 months following every midterm election since
1942, or 20 straight times, with an average gain of almost 15%.

Data source: Truist IAG, Strategas; Past performance does not guarantee future results. 

The thought behind this enviable market track record following midterm elections is 
two-fold – the market rallies on: 

1. The removal of uncertainty

2. The expectation for increased stimulus in the following year as the party in power often
tries to support the economy ahead of the general election
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Stocks have risen in the 12 months following every 
midterm election since 1942, but context is important

S&P 500 price return – 12-month period following midterm election 



 

A key difference today relative to history is that both monetary and fiscal policy are 
more restrictive. Indeed, the most aggressive central bank tightening cycle during a midterm 
election year is set to weigh on economic growth next year.  

 
Data source: Truist IAG, Strategas; 2022 includes estimate of at least 50 basis point increase in December.                                              
Past performance does not guarantee future results. 
 

There has never been a recession in the third year of a presidential cycle. But in our view 
this looks like an increasing probability in 2023.  

• The 3-month/10-year U.S. Treasury yield curve recently inverted, which followed the  
2-/10-year yield curve earlier this year. 

• The housing market has slowed down sharply. 

• And the Conference Board’s Index of Leading Economic Indicators are trending 
negative. 

 

The economy has never been in recession during the third year of a 
presidential cycle, but there is rising risk this could change in 2023 

 

Data source: Truist IAG, Strategas; Financial Crisis/Great Recession considered Jan 2008 (Year 4) start; data since 1929    
Past performance does not guarantee future results. 
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History suggests not to overextrapolate the election outcome with sector 
winners and losers  

Another area where a lot of ink is often spilled is how segments of the market will do based on 
an election outcome. However, despite a consensus view often contrasting the impact of 
Democratic or Republican parties on sectors, the recent evidence has not been supportive. 

For instance, the top two sectors under Presidents Obama and Trump were the same – 
technology and consumer discretionary. In our view, this similarity was primarily driven by 
the post-global financial crisis environment of low economic growth and interest rates.  

More recently, after Democrats swept the 2020 elections, there was a consensus view that 
this would be most harmful for energy stocks, and that financials and health care would lag. 

• However, these sectors have actually been the three best-performing areas since the 
election, with energy by far on top.  

• The energy sector benefited from oil and gas prices being supported by less 
drilling/supply and energy companies focusing on generating earnings and positive 
cash flow.  

• We’ve held a favorable view of the energy sector since early 2021. We also currently 
favor industrials, health care, and staples as well as a value style tilt overall.  

 
Counter to consensus expectations, energy, financials, and health 
care have outperformed since the 2020 election  

Data source: Truist IAG, Bloomberg; Past performance does not guarantee future results. 
 
 

Bottom line 
The outcome of the election will have some market impact but does not significantly alter the 
outlook for capital markets or the economy in the near term. Instead, our view is the path of 
inflation, interest rates, monetary policy, the economy, and earnings will continue to exert the 
greatest influence on markets over the next year.  
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Disclosures 
Advisory managed account programs entail risks, including possible loss of principal and may not be suitable for all investors. 
Please speak to your advisor to request a firm brochure which includes program details, including risks, fees and expenses. 

Truist Wealth is a name used by Truist Financial Corporation. Banking products and services, including loans, deposit accounts, trust and 
investment management services provided by Truist Bank, Member FDIC. Securities, brokerage accounts, insurance/annuities offered by 
Truist Investment Services, Inc. member FINRA, SIPC, and a licensed insurance agency where applicable. Life insurance products 
offered by referral to Truist Insurance Holdings, Inc. and affiliates. Investment advisory services offered by Truist Advisory Services, Inc., 
Sterling Capital Management, LLC, and affiliated SEC registered investment advisers. Sterling Capital Funds advised by Sterling Capital 
Management, LLC. While this information is believed to be accurate, Truist Financial Corporation, including its affiliates, does not 
guarantee the accuracy, completeness or timeliness of, or otherwise endorse these analyses or market data. 

The opinions and information contained herein have been obtained or derived from sources believed to be reliable, but Truist Financial 
Corporation makes no representation or guarantee as to their timeliness, accuracy or completeness or for their fitness for any particular 
purpose. The information contained herein does not purport to be a complete analysis of any security, company, or industry involved. This 
material is not to be construed as an offer to sell or a solicitation of an offer to buy any security. 

Opinions and information expressed herein are subject to change without notice. TIS and/or its affiliates, including your Advisor, may have 
issued materials that are inconsistent with or may reach different conclusions than those represented in this commentary, and all opinions 
and information are believed to be reflective of judgments and opinions as of the date that material was originally published. TIS is under 
no obligation to ensure that other materials are brought to the attention of any recipient of this commentary. 

Comments regarding tax implications are informational only. Truist and its representatives do not provide tax or legal advice. You should 
consult your individual tax or legal professional before taking any action that may have tax or legal consequences. 

Investments involve risk and an investor may incur either profits or losses. Past performance should not be taken as an indication or 
guarantee of future performance. 

TIS/TAS shall accept no liability for any loss arising from the use of this material, nor shall TIS/TAS treat any recipient of this material as a 
customer or client simply by virtue of the receipt of this material. 

The information herein is for persons residing in the United States of America only and is not intended for any person in any other 
jurisdiction. Investors may be prohibited in certain states from purchasing some over-the-counter securities mentioned herein. 

The information contained in this material is produced and copyrighted by Truist Financial Corporation and any unauthorized use, 
duplication, redistribution or disclosure is prohibited by law. 

TIS/TAS’s officers, employees, agents and/or affiliates may have positions in securities, options, rights, or warrants mentioned or 
discussed in this material. 

Asset classes are represented by the following indexes. An investment cannot be made directly into an index. 

S&P 500 Index is comprised of 500 widely held securities considered to be representative of the stock market in general.  
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