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Midterms result in split Congress

The midterm elections are 
poised to result in a split 
Congress, as widely expected

Further tax cuts are unlikely. 
Increasing the debt ceiling may 
re-emerge as a source of 
political tension 

Domestic constraints could 
result in more activist foreign 
policy from the president

Debate around infrastructure 
plans may intensify, but there 
are significant political and 
financial limitations to action 
Our views

A split Congress does not 
change our core asset 
class views. We remain 
neutral on US equities and 
underweight Treasuries,
although we think yields 
are approaching attractive 
levels

Democrat House, Republican Senate
The US midterm elections are poised to result in a split Congress, with the 
Democrats taking the House of Representatives (HoR) and the Republicans 
holding the Senate, as widely expected. Projections suggest the Democrats 
are likely to win around 230 of the 435 seats in the House while the 
Republicans are on target for 53-54 of the 100 Senate seats, against 51 
previously.  
Increased tensions
We doubt that the new split Congress will have a meaningful impact on the 
trajectory of the US economy over the next couple of years. The bulk of the 
measures from the Tax Cuts and Jobs Act (TCJA) have already been 
implemented and President Trump may veto any attempt by the Democrats to 
reverse the stimulus. However, there are some potential effects worth noting:

• The result reduces the potential for further tax cuts over the next two 
years. A Republican majority in both houses, on the other hand, 
would have left open the possibility of modest tax reductions to slow 
the pace at which the current stimulus is expected to fade in 2019.

• The debt ceiling may re-emerge as an issue. Currently the ceiling on 
federal debt has been suspended until 1 March 2019. Once it is re-
introduced, it will most likely need to be raised again. In 2011 and 
2013, the Republicans used the Congressional vote needed to raise 
the ceiling as a tool to frustrate President Obama’s agenda, ultimately 
resulting in a 16-day federal government shutdown in October 
2013.The Democrats may now return the favour.
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• There is a risk that if the split Congress 
means the president cannot make progress 
on his domestic agenda, he becomes more 
activist on the international stage using his 
executive powers, which might increase 
market volatility.

• Democrat control of the HoR opens the door 
to Congressional investigations, including 
subpoenas. It would also allow the Democrats 
to try and impeach President Trump if the 
investigations found evidence of wrongdoing. 
Again, this could raise market volatility

Infrastructure boost?
Ahead of the midterms, there was some discussion 
that a Democrat HoR could push hard for a USD1 
trillion (5% of GDP) boost to federal infrastructure 
spending, given that upgrading the country’s 
infrastructure is generally seen as a less partisan 
issue than most. In our view, however, there are a 
number of political and financial obstacles to pushing 
through a large-scale infrastructure programme.
It is worth remembering that President Trump’s own 
plan, which is considerably less ambitious (a USD200 
billion increase in federal funding for infrastructure) 
has made little progress, which suggests the 
Democrats would have to rein in their expectations of 
what is achievable.
A fundamental constraint on pushing through a large-
scale infrastructure investment programme is 
agreeing where the money comes from. The 

International Monetary Fund (IMF) forecasts a US 
structural budget deficit at 5-6% of GDP by 2019, at 
least double that expected in other major developed 
economies. It also sees the debt/GDP ratio rising 
towards 120% by 2023; among G20 countries, only 
Japan and Italy have higher projected debt ratios.
An alternative to debt-financed spending would be to 
raise taxes. However, a Republican Senate or 
President Trump are unlikely to support significant tax 
increases.

Market considerations
As it was widely expected, we think a split Congress 
is unlikely to have a significant impact on markets in 
the short term. Equally, it is not clear whether it would 
have much impact on the economy over the next 
couple of years. We therefore see little by way of 
implications for our core investment views. Within the 
context of being underweight developed market 
government bonds, US Treasuries look more 
interesting to us given the yield on offer, particularly at 
the short end, but increasingly at the long end too, 
following the recent sell-off. We remain neutral on US 
equities, although Treasury yields are approaching 
levels that may represent a headwind to risk assets.
A split Congress may inject additional volatility into 
markets at certain points, if it leads to the threat of 
government shutdowns when the debt ceiling needs 
to be lifted or if domestic gridlock pushes President 
Trump into greater foreign-policy activism..
.
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Important information:

The contents of this document may not be reproduced or further distributed to any person or entity, whether in whole or in 
part, for any purpose. All non-authorized reproduction or use of this document will be the responsibility of the user and may 
lead to legal proceedings. The material contained in this document is for general information purposes only and does not 
constitute advice or a recommendation to buy or sell investments. Some of the statements contained in this document may 
be considered forward looking statements which provide current expectations or forecasts of future events. Such forward 
looking statements are not guarantees of future performance or events and involve risks and uncertainties. Actual results 
may differ materially from those described in such forward-looking statements as a result of various factors. We do not 
undertake any obligation to update the forward-looking statements contained herein, or to update the reasons why actual 
results could differ from those projected in the forward-looking statements. This document has no contractual value and is 
not by any means intended as a solicitation, nor a recommendation for the purchase or sale of any financial instrument in 
any jurisdiction in which such an offer is not lawful. The views and opinions expressed herein are those of HSBC Global 
Asset Management Global Investment Strategy Unit and HSBC Securities (USA) Inc. at the time of preparation, and are 
subject to change at any time. These views may not necessarily indicate current portfolios’ composition. Individual portfolios 
managed by HSBC Global Asset Management primarily reflect individual clients’ objectives, risk preferences, time horizon, 
and market liquidity.

The value of investments and the income from them can go down as well as up and investors may not get back the amount 
originally invested. Past performance contained in this document is not a reliable indicator of future performance while any 
forecasts, projections and simulations contained herein should not be relied upon as an indication of future results. Where 
overseas investments are held the rate of currency exchange may cause the value of such investments to go down as well 
as up. Investments in emerging markets are by their nature higher risk and potentially more volatile than those inherent in 
some established markets. Economies in Emerging Markets generally are heavily dependent upon international trade and, 
accordingly, have been and may continue to be affected adversely by trade barriers, exchange controls, managed 
adjustments in relative currency values and other protectionist measures imposed or negotiated by the countries with which 
they trade. These economies also have been and may continue to be affected adversely by economic conditions in the 
countries in which they trade. Mutual fund investments are subject to market risks, read all related documents carefully.
Please consider the investment objectives, risks, charges and expenses carefully before investing. The 
prospectus, which contains this and other information, can be obtained by calling an HSBC Securities (USA) Inc. 
Financial Advisor or call 888-525-5757. Read it carefully before you invest.

Investment and certain insurance products, including annuities, are offered by HSBC Securities (USA) Inc. (HSI), member 
NYSE/FINRA/SIPC. In California, HSI conducts insurance business as HSBC Securities Insurance Services. License #: 
OE67746. HSI is an affiliate of HSBC Bank USA, N.A. Whole life, universal life, term life, and other types of insurance are 
provided by unaffiliated third parties and are offered through Insurance Agents of HSBC Insurance Agency (USA) Inc., a 
wholly owned subsidiary of HSBC Bank USA, N.A. Products and services may vary by state and are not available in all 
states. California license #: OD36843.

Investments, Annuity and Insurance Products: Are not a deposit or other obligation of the bank or any of its 
affiliates; Not FDIC insured or insured by any federal government agency of the United States; Not guaranteed by 
the bank or any of its affiliates; and subject to investment risk, including possible loss of principal invested.

All decisions regarding the tax implications of your investment(s) should be made in consultation with your 
independent tax advisor.
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