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MARKET VIEW
U.S. MIDTERM ELECTIONS: GET READY FOR GRIDLOCK

With control of the U.S. Congress split as the Democrats take the House, what can investors expect? 
We turned to our experts for their insights.
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IN BRIEF

n The American electorate has spoken, and the key word is “gridlock.” In the 2018 U.S. midterm elections on 
November 6, Democrats took control of the House of Representatives, while Republicans maintained their 
hold on the Senate.

n The initial market response to this outcome was positive, with major equity indexes advancing on November 7.

n Lord Abbett experts’ key takeaways: Additional tax cuts are less likely, trade and regulatory policies are likely 
to remain in place, while Democrats may pursue a number of investigations of the Trump administration.

n What should investors do now? Our outlook for solid growth in the economy, supported by strong fundamentals, 
remains the same.  We believe this argues for a patient, long term approach to equity and fixed-income portfolios.
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The wait is finally over. After one of the most contentious campaigns in memory, the results of the U.S. midterm election on November 6 
are in. As widely expected, the Democratic Party picked up at least 26 Republican-held seats to gain control of the House of Representatives. 
In the Senate, the Republican Party added seats to strengthen its majority. At the state level, Republicans continue to hold the majority of 
governorships despite some high-profile defeats

The results may usher in a new era of partisan gridlock, as Democratic opposition may block key parts of President Trump’s policy 
agenda, especially a second round of tax cuts following the 2017 tax-reform legislation. Also, Republican efforts to undo the Affordable Care 
Act are likely to be blocked by a Democratic House.

Equity markets responded positively to the results on November 7, as “this middle ground (gridlock) allows for some controls on President 
Trump but does not undo his policies,” says Lord Abbett equity trader Nestor Melendez, who prepares a daily market analysis for the firm. The 
U.S. dollar weakened, while U.S. Treasury yields retreated from 7-year highs. 

Melendez notes that history has shown that markets typically rallied in the 12 months following midterm elections (even in a divided 
Congress). But, the potential for trade uncertainties, as well as new rounds of House investigations and subpoenas regarding potential 
Russian interference in the 2016 elections, as well as other matters, “may limit the post-election rebound this time.” 
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Potential beneficiaries of the November 6 results, in Melendez’s view, include infrastructure and defense stocks, while the pharmaceutical sector 
“may feel some pain” as Rep. Nancy Pelosi (D-Calif.), who will likely resume her previous tenure as Speaker of the House, said Democrats may 
“take real, very strong legislative action” to lower drug prices. 

A Bloomberg report surveying prospects for key sectors1 noted that industrials “may continue to languish” under a divided government as a 
major spending package would be unlikely. The report also noted that technology and internet stocks are likely to face more regulatory scrutiny, 
with the opposite holding true for banks, “as President Trump’s regulators are firmly in place.”

With the elections in the rear-view mirror, Melendez expects markets will focus once again on geopolitics, with a number of concerns, from 
Brexit to the Italy-European Union fiscal conflict to additional sanctions on Iran, coming into focus.

OUR EXPERTS’ VIEWS

Lord Abbett Partner and Director of Strategic Asset Allocation 
Giulio Martini says that the midterm elections “delivered no major 
surprises.” U.S. economic growth remains “dynamic,” he says, with 
the impact of federal fiscal moves expected to peak in the fourth 
quarter of 2018 to the first quarter of 2019. However, he believes 
U.S. trade and monetary policies remain “significant wild cards for 
global markets.”

Lord Abbett Partner and Portfolio Manager Leah Traub notes 
that “the most likely outcome is what indeed happened, although I 
don’t think this outcome was fully priced into the markets.” She 
observed that “polling was so wrong in [the 2016 U.S. presidential 
election] that it gave most people pause in positioning too much 
ahead of time” for the 2018 midterms. In her view, riskier assets—
including equities and high-yield bonds—“should have room to 
rally,” with the U.S. dollar likely to weaken in the near term. 

Given the November 6 results, Traub says it appears unlikely 
that any new tax bills will get passed, or that previous tax cuts will 
be repealed. Traub thinks that is “fine, since the economy is doing 
well and does not need more fiscal stimulus.” After the relief rally, 
Traub believes markets will go back to focusing on economic news, 
policy moves by the U.S. Federal Reserve (Fed)—which she thinks 
will remain on course to hike rates in December 2018 and “probably 
a couple of times next year”—and trade tensions. 

In a previous Market View, Lord Abbett Partner and Portfolio 
Manager Kewjin Yuoh noted some factors that investors should 
consider with split control of Congress. “Tax cuts have certainly 
been a supportive fiscal policy,” according to Yuoh. “This potential 
outcome would decrease the likelihood that a second wave of tax 
cuts would be coming. Economic growth could slow down under 
this scenario, a consideration that hasn’t necessarily been priced 
into the market yet,” Yuoh says. 

“Trade policy, tariffs, and potential trade wars have all been sig-
nificant to spread valuations and market action,” Yuoh says, “but 
decisions on these policies reside largely in the executive branch, 
so nothing significant would be expected to change in this regard. 
Of course, the political rhetoric would continue, contributing to 
market volatility.”

Yuoh provided an update to Market View on November 7. He thinks 
that after the midterms, the contentious state of U.S. politics is likely 
to remain, given widening party divisions. “I do think you will have 
some risks to headline market volatility, but once again, we’ll live by 
the tenet that political volatility needs to be looked through when it 
comes to longer term fundamental economic considerations.” He 
believes “the risks to the markets very much revolve around declin-
ing global growth and increasing Fed policy uncertainty.”

As Lord Abbett Partner and Chief Investment Risk Officer  
Alec Crawford and his team assessed the developments on Election 
Day, their goal was “not to predict whether events will happen or 
not, but to look at different scenarios,” assess their likelihood,  
and collaborate with internal and external research units to model 
the potential impact on the firm’s investment strategies. “In the 
end, we’re not trying to predict exact performance under these  
scenarios, we’re just trying to judge, from a risk management 
standpoint, whether any of these outcomes or events could have a 
very large impact on our portfolios,” Crawford told Market View 
ahead of the voting.

“What’s interesting, though, is what’s priced in—not just whether 
stocks may do well or poorly, but how well or poorly. So the big 
question is, what’s already built in? My view is that no matter the 
outcome, we’ll see at least a one-day move.” 

Crawford believes that a scenario of a Democratic House and 
Republican Senate “would be somewhat market positive, because 
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the markets tend to like gridlocked government, even if the electorate 
doesn’t.” He says that such a split would take moves to impeach 
President Trump off the table, as “it would be very hard to impeach 
him on a party line basis” given Republican control of the Senate. 

As investors digest the 2018 midterm results, Crawford notes 
that active managers may be in a better position to take advantage 
of future bouts of volatility compared to passive strategies. “We 
don’t have to own things to mirror indexes, so we have flexibility 
during times of market volatility and uncertainty.” 

As for U.S. equities, Lord Abbett Investment Strategist  
Brian Foerster says that the election results alleviate one of the 
three risks that the market has been digesting over the past six 
weeks, namely concern over either a “blue wave” or a “red wall.” In 
his view, “effectively, the market got both the predicted and most 
favorable outcome for equities.” He notes that the concern over a 
big Democratic sweep centered around legitimate concerns of the 
headline risk of impeachment proceedings and significant regulation 
around drug prices and Internet privacy, as well as attempts to 
unwind pro-business legislation over the past two years. Mean-
while, investor concerns over Republicans maintaining their domi-
nance centered around the potential for even more aggressive 
stimulus with a second tax cut that could lead to accelerated inflation 
and/or more aggressive Fed tightening. With the November 6 
outcome, Foerster says “it would appear that we are now steeped in 
gridlock for the next two years,” an outcome that he believes is 
“ironically, the most benign scenario for equities in the near term.” 

Foerster notes that midterms have tended to be drivers of near-
term volatility “going back decades,” but those pullbacks have  
historically been periods of opportunity for equity investors. He 
points to a Strategas Research analysis2 of the past 14 mid-term 
elections (1962-2014), which showed that the average correction 

during a midterm year was -18.9%, but that the subsequent 
12-month return from that low was an average of 31.2%. Moreover, 
Strategas found that the S&P 500® Index has not declined in the 12 
months after midterms going back to 1950, owning partly to the 
sharp selloff that typically occurs during the midterm election cycle 
and the relief rally that tends to follow. 

Foerster still anticipates more equity market volatility in the 
near term as political rancor intensifies into 2019, but believes that 
the simple fact that the midterms are over is a net positive for 
equities. “Longer term, we still believe overall market fundamentals 
are strong and that areas of innovation in secular bull markets 
continue to be underappreciated by investors, and may provide 
outsized returns to investors for the next few years, longer than the 
consensus view,” he says.

SUMMING UP

With the midterm results in, investors may have some time to 
catch their breath and take a fresh look at the current environment. 
As Yuoh pointed out earlier, it’s important to keep focused on  
fundamentals. “Historically, event risk, and specifically political 
event risk, generally provides short-term opportunities in the  
marketplace” according to Yuoh. “But as far as its impact on long-
term fundamentals—that has been a much slower-moving phenom-
enon. And so in the current environment, with fundamentals being 
as strong as they are, we expect the midterm elections to potentially 
provide some volatility and some risk-taking opportunities in the 
short term. But our outlook for U.S. growth and the domestic 
economy continues to support our position to take risk.”

Coming soon: Our experts will present their views on what’s ahead 
for the global economy and markets in 2019 in our Year-end Investment 
Roundtable. Don’t miss it!. 

https://www.lordabbett.com/en/global/biographies/brian-foerster.html
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IMPORTANT INFORMATION
A Note about Risk: The value of investments in fixed-income securities will change as interest rates 
fluctuate and in response to market movements. Generally, when interest rates rise, the prices of debt 
securities fall, and when interest rates fall, prices generally rise. The value of investments in equity securi-
ties will fluctuate in response to general economic conditions and to changes in the prospects of particular 
companies and/or sectors in the economy. 

Statements concerning financial market trends are based on current market conditions, which will fluctuate. 
All investments involve risks, including the loss of principal invested.

This material is provided for general and educational purposes only. The examples provided are for illustrative 
purposes only, and are not indicative of any particular investor situation.

This Market View may contain assumptions that are “forward-looking statements,” which are based on  
certain assumptions of future events. Actual events are difficult to predict and may differ from those 
assumed. There can be no assurance that forward-looking statements will materialize or that actual returns 
or results will not be materially different from those described here.

The S&P 500® Index is widely regarded as the standard for measuring large cap U.S. stock market perfor-
mance and includes a representative sample of leading companies in leading industries.

Indexes are unmanaged and are not available for direct investment

The information provided herein is not directed at any investor or category of investors and is provided 
solely as general information about our products and services and to otherwise provide general investment 
education. No information contained herein should be regarded as a suggestion to engage in or refrain from 
any investment-related course of action as Lord, Abbett & Co LLC (and its affiliates, “Lord Abbett”) is not 
undertaking to provide impartial investment advice, act as an impartial adviser, or give advice in a fiduciary 
capacity with respect to the materials presented herein. If you are an individual retirement investor, contact 
your financial advisor or other non-Lord Abbett fiduciary about whether any given investment idea, strategy, 
product, or service described herein may be appropriate for your circumstances.

The opinions in Market View are as of the date of publication, are subject to change based on subsequent 
developments, and may not reflect the views of the firm as a whole. The material is not intended to be relied upon 
as a forecast, research, or investment advice, is not a recommendation or offer to buy or sell any securities or to 
adopt any investment strategy, and is not intended to predict or depict the performance of any investment. Readers 
should not assume that investments in companies, securities, sectors, and/or markets described were or will be 
profitable. Investing involves risk, including possible loss of principal. This document is prepared based on the 
information Lord Abbett deems reliable; however, Lord Abbett does not warrant the accuracy and completeness  
of the information. Investors should consult with a financial advisor prior to making an investment decision.
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Investors should carefully consider the investment objectives, risks, charges, and expenses of the Lord Abbett funds. This and other important information is 
contained in each fund’s summary prospectus and/or prospectus. To obtain a prospectus or summary prospectus on any Lord Abbett mutual fund, contact your 
investment professional or Lord Abbett Distributor LLC at 888-522-2388, or visit us at lordabbett.com. Read the prospectus carefully before you invest.
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