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Since the 2008 Financial Crisis, voters have removed the party in power in Strategas Washington Research
seven of eight federal elections. We believe that this increased political Dan Clifton
volatility is a direct result of the elevated economic uncertainty that has CRTHEY (ROSET 2]y
temmed from the crisis. With midterm elections looming and inflation at Jeannette Lowe
S . o o i _g Christopher McGrath
40-year highs, we believe this trend is likely to continue in 2022.

2022 MIDTERM ELECTION PRIMER

Republican wave forming. Wave elections, like we saw in 2010 or 2018, occur when one political party makes major gains
in a single election. These events happen in a very systematic manner: 1) the president’s approval rating falls; 2) the
opposition party becomes very motivated to vote in the upcoming election; 3) the party in power becomes dispirited, leading
to depressed turnout; and 4) Independent voters move to the opposition party. We saw the first signs that the 2022 midterms
would be a wave election during the 2021 elections held in Virginia and New Jersey. Historically, these two off-year elections
have been good indicators of the following year’s midterm election results. In November 2021, voters in Virginia and New
Jersey moved toward the Republicans by 12 and 13 percentage points, respectively. If the entire country moved at the
same pace in the 2022 midterms, any district which voted for Biden by 13 points or less would be considered in play for the
House, as would several Senate seats usually won by Democrats. Currently, all of the conditions of a wave election are
present. The special election that will be held in Minnesota’s 15t district on August 9 will be an important indicator as to
whether or not that trend remains in place.

Republicans are very likely to take the House.
First midterm elections are referendums on the
president’s first two years in office. As a result, the
president’s approval rating is the most important
metric for how many seats their party will lose in
the midterms. On average, presidents lose 29
House seats in their first midterm election. In the
wave election of 2010, Democrats lost 63 seats,
and in the wave election of 2018, Republicans
lost 41 seats. President Biden’s approval rating in
the March Gallup poll stood at 42%, which
predicts a 42-seat loss for the Democrats come
November (Republicans need just a net five seats
to take control of the House). This may shift, but
the fact remains that a massive improvement in
approval rating would be needed to get above
water. Based on the current data, we anticipate a
Republican wave in 2022, with Republicans
taking control of the House. Bipartisanship will 35 40 45 50 55 60 65
be required for legislation to move through Presidential approval rating percentage (Gallup)
Congress, regardless of which party

controls the Senate.
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Candidate quality matters more in Senate races. In 2022, Republicans are defending more Senate seats than Democrats
(21 vs. 14 seats), and are also defending more open seats, including in the swing states of North Carolina, Pennsylvania,
and Ohio. Republicans need a net gain of just one seat in the Senate for the majority, and, on average, a president’s party
loses one Senate seat in the midterms. The president’s approval rating is also important in the Senate races, as a low
approval rating can put more seats in play, but it's more important to watch which candidates secure each party’s
nomination. Candidate quality is much more important in Senate elections than it is in House elections, which tend to reflect
the national mood. We have seen in the past that weaker candidates can lead to a party losing a Senate seat that it should
have otherwise won. Once the primaries have taken place, it will be easier to determine each party’s prospects for control
of the Senate.

Geopolitical issues are an unknown. President Biden’s approval rating started to decline following the US withdrawal from
Afghanistan in 2021 and has not recovered as of this writing. Biden saw a small bounce in his numbers following the initial US
response to the Russia-Ukraine crisis, but it was short-lived. Geopolitical issues are always a big unknown for elections, and both
the length and the ultimate outcome of the war in Ukraine could have a big impact on voters ahead of the midterms.

Inflation is the largest voter concern. Inflation is . . .
unlikely to ease anytime soon as gas and other _Inflatlon is a key economic
commodity prices continue to rise, partly as aresult 5, | ISSU€ for voters
of the Russia-Ukraine crisis. Inflation will weigh on

Biden’s standing among voters. 40

54%

Inflation

"Which is a more
important problem
facing the US today?"

Approval ratings decline in midterm years. 30
Presidents’ approval ratings generally decline
between January and October of the midterm 20
election year. President Biden’s approval rating

was quite low at the start of the year, soithasroom 10 | Unemployment 7%
to rise, but that would likely require inflation to
come down meaningfully, COVID to remain 0 : ‘ ; :
restrained, and either a resolution in Ukraine ora  *4n-202" Aug-2021 Oct-2021 Dec-2021 Feb-2022
domestic rallying around the US position with Source: Economist/YouGov Poll

respect to the conflict. This leaves a lot in the air

as we move closer and closer to election day.

Midterm years bring stock market volatility. The market has always bounced back By presidential cycle
Historically, midterm election years are much more (1962-2020)
volatile for the stock market than non-midterm years. S&P 500

The average S&P 500 intra-year decline in midterm gﬁg‘;’g‘;”;ﬂ‘;r-.s 31 6%

election years is 19%, as compared to just 13% in the correction 23.0%
other three years of the presidential cycle. We believe Market 17 0%

this is because 1) Presidents usually lose seats in correction i

midterms and thus try to motivate their bases (often 10.7%

with anti-growth policies); and 2) Investors begin to

grapple with the uncertainty of a new party taking
over. However, this volatility has also led to great

buying opportunities: stocks have historically been 13.4% A1.7% 13.7%

up one year from the bottom by an average of 32%. 19.0%
In addition, the S&P 500 has not declined in the 12
months following a midterm election since 1946. Year 1 Year2 Year 3 Year4
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Disclosures

This is not a complete analysis of every material fact regarding any company, industry or security. The opinions expressed
here reflect our judgment at this date and are subject to change. The information has been obtained from sources we
consider to be reliable, but we cannot guarantee the accuracy.

This report does not provide recipients with information or advice that is sufficient to base an investment decision on. This
report does not take into account the specific investment objectives, financial situation, or need of any particular client and
may not be suitable for all types of investors. Recipients should consider the contents of this report as a single factor in
making an investment decision. Additional fundamental and other analyses would be required to make an investment
decision about any individual security identified in this report.

For investment advice specific to your situation, or for additional information, please contact your Baird Financial Advisor
and/or your tax or legal advisor.

Fixed income yield and equity multiples do not correlate and while they can be used as a general comparison, the
investments carry material differences in how they are structured and how they are valued. Both carry unique risks that the
other may not.

Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All
investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index.

Strategas Asset Management, LLC and Strategas Securities, LLC are affiliated with and wholly owned by Robert W. Baird
& Co. Incorporated, a broker-dealer and FINRA member firm, although the firms conduct separate and distinct businesses.

Copyright 2022 Robert W. Baird & Co. Incorporated.

Other Disclosures

UK disclosure requirements for the purpose of distributing this research into the UK and other countries for which
Robert W. Baird Limited holds an ISD passport.

This report is for distribution into the United Kingdom only to persons who fall within Article 19 or Article 49(2) of the Financial
Services and Markets Act 2000 (financial promotion) order 2001 being persons who are investment professionals and may
not be distributed to private clients. Issued in the United Kingdom by Robert W. Baird Limited, which has an office at
Finsbury Circus House, 15 Finsbury Circus, London EC2M 7EB, and is a company authorized and regulated by the Financial
Conduct Authority. For the purposes of the Financial Conduct Authority requirements, this investment research report is
classified as objective.

Robert W. Baird Limited ("RWBL") is exempt from the requirement to hold an Australian financial services license. RWBL
is regulated by the Financial Conduct Authority ("FCA") under UK laws and those laws may differ from Australian laws. This
document has been prepared in accordance with FCA requirements and not Australian laws.
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