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US Midterm Elections
L I K E LY  O U T C O M E S  A N D  P O T E N T I A L  P O L I C Y  I M PA C T
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2026 midterms arrive under a tough backdrop for Republicans

3

• The incumbent President’s party typically struggles in midterm elections, with only two 

instances since WWII when it has gained seats

• 2026 is unlikely to offer anything different, as the backdrop looks like a difficult one for 

Republicans given widespread concerns over affordability and discontent around 

President Donald Trump’s handling of several key issues

• This is reflected in Trump’s overall approval rating, which has now dipped below 40% to 

put him more than 20ppt underwater when compared to his disapproval rating

• In addition to his overall approval rating, Trump’s approval on issues that used to be his 

bread and butter has deteriorated significantly as well, as he is further underwater with 

regards to the economy (-32.4ppt) and inflation (-43.8ppt), and is now underwater on 

immigration (-10.6ppt) as well

• This combines to make Democrats a strong favourite in the House and a favourite in the 

Senate as well, albeit to a more modest degree. We would handicap the odds as:

o Democratic sweep: 65%

o Democratic House/Republican Senate: 25%

o Republican sweep: 10%

o Republican House/Democratic Senate is a highly unlikely combination

26 October 2026 (15:39 CET)

Trump’s approval rating is well underwater

President’s party typically struggles in midterms

Source all charts: Gallup, RealClearPolitics, Bloomberg, Crédit Agricole CIB
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House polling suggests Democratic control a near certainty

4

• This backdrop is most evident in the House, where Democrats look a near certainty to re-

take control

• Republicans currently hold a 220-215 edge (if the two vacancies are assigned to the party 

that previously held the seat), meaning that Democrats would need a net gain of at least 

three seats to take control

• Polling for the generic congressional ballot gives Democrats a clear edge, as they 

currently lead by a margin of more than 8ppt

• When compared to the 2024 cumulative House vote that Republicans won by 2.6ppt, this 

represents a swing of close to 11ppt towards Democrats over the past two years

• Admittedly, polling is not perfect, but the magnitude of the swing means that anything 

other than a Democratic victory would be a major surprise, with odds of around 90% that 

Democrats retake control

• One silver lining for Republicans is that redistricting efforts (eg gerrymandering) have 

limited the number of seats that are truly in play, which may now only be in the 20s

• That makes a wave-type election with gains of 40+ seats highly unlikely, though the net 

gain of three seats needed to re-take control is not too high a bar

26 October 2026 (15:39 CET)

And represents a large shift since 2024

Generic congressional ballot strongly favours Democrats

Source all charts: RealClearPolitics, Bloomberg, Crédit Agricole CIB
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State
Current Party 

Control

Cook Political 

Report Ranking

Presidential 

Vote 2024
Republican Candidate Democratic Candidate

Latest RCP 

Average

RCP Average 

Two Weeks Ago

North Carolina Rep Likely D Trump +1.9 Michael Whatley Roy Cooper Cooper +10.6 Cooper +9.0

New Hampshire Dem Lean D Harris +2.8 John E. Sununu Chris Pappas Pappas +6.5 Pappas +6.7

Alaska Rep Toss-up Trump +13.1 Dan Sullivan (I) Mary Peltola Peltola +1.2 Peltola +1.4

Iowa Rep Toss-up Trump +13.2 Ashley Hinson Josh Turek Hinson +0.6 Turek +0.6

Kansas Rep Toss-up Trump +16.1 Roger Marshall (I) Adam Hamilton Marshall + 0.3 Tie

Maine Rep Toss-up Harris +6.9 Susan Collins (I) Troy Jackson Jackson +1.4 Jackson +1.2

Michigan Dem Toss-up Trump +1.4 Mike Rogers Abdul El-Sayed El-Sayed +1.9 El-Sayed +2.7

Ohio Rep Toss-up Trump +3.2 Jon Husted (I) Sherrod Brown Brown +3.3 Brown +3.1

Texas Rep Toss-up Trump +13.7 Ken Paxton James Talarico Talarico +1.5 Talarico +2.8

Senate is a closer call with a modest lean towards Democrats

5

• The Senate can be a different animal with roughly one-third of seats up for re-election each two-year cycle, compared to all 435 House seats, meaning the 

shifting map can play a role

• In 2026, Republicans have to defend substantially more seats than Democrats, and given the difficult backdrop a number of seats in decently red states seem 

in play

• With Republicans holding a 53-47 edge currently, Democrats need a net gain of at least four seats to regain control, as a 50-50 tie would be broken by Vice 

President JD Vance

• In looking at the list of key races to watch below, there is a clear path toward that net gain of four seats, though this is not a guarantee, and we would place 

Democrats odds at around 65% in this chamber

26 October 2026 (15:39 CET)

Key Senate races by Cook Political Report rating

Source all charts: RealClearPolitics, Cook Political Report, Crédit Agricole CIB
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Midterm elections likely to lead to legislative gridlock

6

• As long as Democrats win the House, the likely outcome will involve legislative gridlock, regardless of the Senate result. This comes down to the fact that 

even if the Democrats capture the Senate, they would still face obstacles in the form of the filibuster and the Presidential veto, which we do not think Trump 

would hesitate to use

• This means that Senate control is not a game changer in many ways, though could still have some impact in several ways. We note a few issues below:

o Judges and other appointments: while the President chooses nominees for judgeships and various other appointments, these must be confirmed by the Senate. Thus, if Democrats 

were to gain control of the Senate, they would be able to block Trump’s choices for key vacancies that could open up later in his second term. This would likely be the most significant 

impact of the Senate outcome

o Oversight and investigations: Democrats will most certainly open several investigations into Trump and/or members of his administration and winning the Senate would allow them to 

double down. The investigations themselves may not lead to any concrete outcomes, though at the very least they could be a thorn in the administration’s side that take up time it would 

otherwise prefer to devote to other priorities. We see a good chance that some of these investigations could lead to another impeachment, though we would see any impeachment as 

noise, if we are being frank, as there is little chance that Democrats would be able to reach the two-thirds majority in the Senate that would be needed for removal from office

o Legislation: as noted above, we expect that legislative gridlock will result regardless of the outcome in the Senate given the existence of the filibuster and Presidential veto. Admittedly, a 

veto can be overridden, but the two-thirds majority in both chambers necessary to do so would represent a high bar to achieve with Democrats likely to hold only narrow majorities even in 

the situation in which they sweep to control of both chambers of Congress

o Government shutdown: this is an issue that could go either way. In theory having one party control both chambers could make it easier to reach agreement on funding the government, 

but there is always a chance Trump could choose to veto legislation coming out of a Democratic congress if he thought the blame would fall on Democrats as the party controlling 

Congress. Overall, there is a decent chance that we could face another government shutdown at some point next year

o Tariffs and trade: we do not expect Congressional election outcomes to change much on this front, as Trump is relying on authority that Congress has previously delegated to the 

president in past legislation. The new Congress could in theory overturn past legislation, or implement some limitations on the President’s trade powers, but the veto again looms large

o Foreign policy: again, the President tends to have greater authority over foreign policy, so we would not expect any major shifts based on the election outcome

26 October 2026 (15:39 CET)

Source all charts: Crédit Agricole CIB
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M I D T E R M S ’  I M PA C T  O N  R AT E S ,  C U R V E ,  T E R M  P R E M I U M

US Rates Outlook

26 October 2026 (15:39 CET)
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Midterm elections: rates, curve, term premium

Source: Bloomberg, Crédit Agricole CIB

8

Midterm elections are approaching and could have important implications for 

the fiscal outlook and Treasury market. Our base case is that Democrats 

regain control of the House. Under this scenario, legislative gridlock is likely 

regardless of which party controls the Senate.

A divided government would reduce the likelihood of major spending 

programmes and tax cuts, easing upward pressure on Treasury term premium 

and long-term interest rates. All else equal, this would be supportive of lower 

long-end yields and a flatter yield curve. Front-end rates, however, are 

primarily driven by monetary policy expectations. With energy prices remaining 

elevated and the Fed likely to deliver additional rate hikes, front-end yields 

such as the 2Y Treasury yield, are likely to remain high.

The federal budget deficit surged to USD1.99trn in fiscal year 2026 (ended 30 

September), driven by USD7.4trn in spending (up 6%) against USD5.4trn in 

revenue (up 3%). This represents a significant increase from the prior two 

years’ deficits of USD1.775trn (FY2025) and USD1.817trn (FY2024). At 

roughly 6% of GDP, the deficit is exceptionally large for a period without 

recession or major economic crisis.

The Congressional Budget Office projects the debt-to-GDP ratio will climb from 

100% currently to 120% within a decade. While economic growth could 

marginally improve the outlook, it cannot reverse the debt accumulation 

trajectory – achieving 6% real GDP growth with 5% interest rates would be 

required merely to stabilise debt levels.
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Source: RMA by Crédit Agricole CIB
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What drives term premium?

Source: Bloomberg, Crédit Agricole CIB

10

In economics, Treasury yields consist of two components: 

1. Expectations of the future path of short-term Treasury yields, eg, 2Y yield 

2. Treasury term premium, defined as the compensation that investors require for bearing the 

risk that interest rates may change over the life of a bond, eg, 5-10Y curve. Inflation 

expectations and the deficit trajectory have been primary factors lately in driving term 

premium.

Macro factors: growth, R*, inflation expectations, deficit/supply, foreign demand

5-10Y 2Y yield Constant

Coefficient 2.27 0.55 -2.32

Standard error 0.06 0.02 0.09

R^2 76% 0.08

F statistic 811.1 499.0

T stats 40.2 31.7 -27.3
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US rate forecast

11

Dec-26 Mar-27 Jun-27 Sep-27 Dec-27

2Y 4.75        4.85        4.80        4.75        4.60        

5Y 4.90        4.95        4.90        4.85        4.75        

10Y 5.05        5.10        5.05        5.05        4.95        

30Y 5.40        5.45        5.40        5.40        5.30        Source: RMA by Crédit Agricole CIB
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3
A midterm GOP loss to 
trigger a USD mid(life) 
crisis?

26 October 2026 (15:39 CET)

M I D T E R M S ’  I M PA C T  O N  T H E  U S D  A N D  T H E  F X  M A R K E T S
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US midterms (1):  legislative gridlock and the USD

13

• Ahead of the US midterm elections on 3 November, the 

market betting odds suggest that investors are expecting a 

Democratic sweep of US Congress. 

• We agree that there is a strong chance of the House 

changing hands and that the risk of the GOP losing the 

Senate has increased considerably of late as well.  

• Our US economist expects a return of legislative gridlock in 

DC after the midterms, with fiscal support for the economy 

giving way to more policy uncertainty and potential 

government shutdowns. 

• Democratic control over the Senate could lead to more 

intense legislative oversight over the executive and frustrate 

President Donald Trump’s foreign policy as well.

• Political gridlock and a continuation of Trump’s foreign policy 

could pose downside risks to the US economic outlook and 

therefore the USD outlook.

26 October 2026 (15:39 CET)

Source all charts: Gallup, RealClearPolitics, Bloomberg, Crédit Agricole CIB
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US midterms (2): analyzing the historic FX impact 

14

• The experience since 1976 suggests that the two possible 

outcomes of the midterms could have very different FX impact: 

• In cases of a Democratic Congress coupled with a GOP 

president, the USD weakened in the months after the vote. 

• The results reflect the impact of the 1985 Plaza Accord but also 

the USD’s weakness at the start of both George H W Bush’s 

presidency and George W Bush’s second term. 

• The two episodes also featured a slowing economy, Fed rate 

cuts and a Middle Eastern conflict.    

• During periods with a GOP President and Senate coupled with a 

Democrat House, the USD rallied across the board. 

• The last such episode was during Trump’s first presidential term, 

after the 2018 midterms. It coincided with a recovering US 

economy and a hawkish Fed. 

• Earlier episodes from the 1980s were less USD-positive, 

however, partly due to weak economy and Fed easing.

26 October 2026 (15:39 CET)

Source all charts: RealClearPolitics, Bloomberg, Crédit Agricole CIB
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Looking beyond the midterms – the USD smirk 

26 October 2026 (15:39 CET)

The USD smile/ smirk and our FX market scenarios

• Main scenario:

o Cyclical convergence between the US and the rest:

- Slowing US AI investment & AI stock market correction → rebalancing 

flows

- Legislative gridlock in DC and fading fiscal support in the US after the 

midterms

- Slowing real wage growth and lack of savings → weaker US private 

demand

- Lower energy costs – a boon for economies of energy importers in 

Europe/ Asia

- Fiscal support in parts of Europe & Japan → repatriation flows into EUR 

& JPY

- Easing energy shock & ample household savings → more resilient 

domestic demand in Europe and Japan

o Global disinflation → central banks’ policy convergence: 

- Fiscal dominance in the US and Fed rate cuts in H227 → Fed policy rate 

convergence with the rest of G10

- Tighter financial conditions in Europe to force the ECB to cut rates too

- Economies with superior fiscal fundamentals require less CB support 

• Risk scenario:

o AI boom-bust cycle ends triggering a global market selloff

o Negative energy shock persists and hurts global growth

o Global and US slowdown – a potential recession and/or stagflation

Source all charts: Bloomberg, Crédit Agricole CIB
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FX Forecasts

26 October 2026 (15:39 CET)Source: Crédit Agricole CIB
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4
N O T  A  G A M E  C H A N G E R

Emerging Markets

26 October 2026 (15:39 CET)
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US midterms: possible changes in backdrop for EMs

• On the paper: likely not a game-changer for EMs

DEMOCRATIC 

SWEEP

DIVIDED 

GOVERNMENT 

Impact

Likely outcome: More power 

to the Democrats. Possible 

changes: 

⚫ Fiscal/Spending: less 

leeway. 

Social spending 

(SNAP/Medicaid) cuts 

(OBBBA) could be 

delayed or limited 

(possibly vetoed by 

Trump?)

Slightly less 

leeway

Social 

spending 

could be 

growth 

supportive 

⚫ AI trade cooling down? Possibly To a lesser extent AI trade 

adjustment 

could cap 

risk appetite

⚫ Iran Less leeway (funding 

constraints?) to be 

assertive

Slightly less 

leeway to be 

assertive

Less 

pressure on 

Iran = less 

upward 

pressure on 

oil prices?

Swing factor: President 

Trump’s assertiveness. Less 

leeway could mean less 

assertiveness… or not… It 

could also lead to more 

assertiveness to offset the loss 

of leeway and galvanise 

potential political support.

More 

pressure on 

Iran = more 

upward 

pressure on 

oil prices?

Oil price up

Oil price down

Growth 

down

Growth 

up

Trump could become 

more assertive with Iran 

to try to boost his base

Trump enjoys 

less leeway to 

spend on Iran

Less constraint 

on social 

spending

AI boost 

weakens

Possible effects of a shift to the left: 
no clear-cut conclusions

Three issues

- Fiscal/impact on growth

- Iran/impact on oil prices

- AI trade/impact on equity, 
wealth effect, risk appetite

→ Could happen with or without 
a change in the Congress
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EM retail sales: resilient

Domestic economic activity: resilient YTD
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• Retail sales: resilient in EMs (China is a different story)

• Industrial production resilient and stable, thanks to Asia
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Source all charts: Bloomberg, Crédit Agricole CIB
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EM exports: strong acceleration

• EM exports have been supported by different features: electronics/chips/AI (Asia), commodity prices (Latin 

America, Middle East), mid-tech components/German investment (Central Europe)

• Not only a volume effect, the price effect for both tech products & components and commodities has been 

significant. For electric cars (China): mostly a volume effect

• Asia benefits more, other countries also benefit from the tech push (eg, metals, incl Chile, Peru, South Africa)
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China: difficult growth equation… whatever the US election results

• Coping with difficult growth equation, but exports are helping

• GDP growth expected at 4.6% in 2026 (targeted stimulus measures on top of 

exports)

• US midterm elections: not a game changer (bi-partisan consensus on the need 

to cap China’s geoeconomic ascent)

Source: RMA by Crédit Agricole CIB
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EM carry attractiveness: decent

2226 October 2026 (15:39 CET)

Source all charts: Bloomberg, Crédit Agricole CIB

EM-DM carry gap: decently attractive
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Differentiated dependence on oil imports

2326 October 2026 (15:39 CET)

Our EMFX forecasts

Net exports of fuel (% GDP 2024)

Source: RMA by Crédit Agricole CIB
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Our forecasts

2426 October 2026 (15:39 CET)

Source: RMA by Crédit Agricole CIB
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Outlook and Forecasts:
A global view on the Developed Market 

economies and all our forecasts on Macro (up 

to extremely detailed components of growth 

and central banks).

Global Economics:
A detailed view on GDP and its sub-components: 

what contributes to growth, what is overheating, 

what is depressed? By geographic area. 

A view by sector and a cross-country analysis of 

labour markets.

Leverage Analytics:
Who is indebted – by agent and by country? 

What is the trend? What are the risks? 

Leverage is everywhere, but now you know 

where it is. 

Capital Flows: 
Who is buying what asset? What country is 

indebted to which country? What are central 

banks buying (by asset & by country)? 

You can dig as much as you like in these 

dashboards – we have all the answers. 

Macro

advanced 

tools

With Red Mount 

Analytics, we are 

setting a new 

standard for 

market 

intelligence.

See for yourself 

here:

Fiscal Policies and Public Debt:
A deep dive into Eurozone fiscal outlooks: 

deficits, debts, trends, sustainability, details of 

public expenditures. From the helicopter view to 

the geeky Maastrichian approach. 

Country by Country:
Only one topic for now, to be extended. France 

came to the brink of a crisis in 2024 – see how 

and why. This section will be expanded in the 

future as other countries come under the 

spotlight. 

A logo with a letter and text

AI-generated content may be incorrect.
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https://research.ca-cib.com/redmount-analytics/market-intelligence/report/49fcac38-81d1-4dbe-a922-215d1c647f91
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Important: Please note that in the United States, this fixed income research report is considered to be fixed income 
commentary and not fixed income research. Notwithstanding this, the Crédit Agricole CIB Research Disclaimer that can be 
found at the end of this report applies to this report in the United States as if references to research report were to fixed income 
commentary. Products and services are provided in the United States through Crédit Agricole Securities (USA), Inc.

Foreign exchange disclosure statement to clients of CACIB 

https://www.ca-cib.com/sites/default/files/2017-02/2016-05-04-cacib-fx-disclosure-april-2016_0.pdf  

Additional recommendation obligations – available from analyst(s) upon request:
• A list of all the recommendation changes on any financial instrument or issuer disseminated within the last 12 months. 

• Where Crédit Agricole CIB is a market-maker or liquidity provider in the financial instruments of the issuer.

Disclosures and certification

The views expressed in this report accurately reflect the personal views of the undersigned analyst(s). In addition, the undersigned analyst(s) has not and will not receive any compensation for 

providing a specific recommendation or view in this report. 

Nicholas Van Ness, Alex Li, Valentin Marinov, Sébastien Barbé Valuation and methodology
Based on their expertise, each analyst defines the information that is relevant 

to produce their recommendations. This information may change over time. All 

recommendations focus on FX and fixed income instruments, either spot, cash 

or derivate markets. Crédit Agricole CIB is currently disclosing investment 

recommendations either at the issuer level, at the financial instrument level or 

at the country level. Credit Agricole CIB investment recommendations are 

based on a risk and reward analysis:

• Risk analysis may be conducted at the financial instruments level. Among 

the information normally used to define the risks, are (1) publications 

produced by other research teams within Crédit Agricole CIB (Economics, 

FX, Credit Research, Interest rate), (2) country analysis, (3) regulatory 

filings; (4) regular discussions with relevant stakeholders such as experts or 

regulatory bodies or (5) any other publicly available sources.

• Reward analysis is usually based on valuation models. Valuation may be 

based on proprietary models or external models provided by sources 

considered as reliable (eg, Bloomberg). Among other factors, valuation 

models may be based on relative value models, quantitative models, cross-

asset models.

• Investment recommendations may also be based on other technical 

aspects, including positioning flows and observing the market and 

underlying movements in particular instruments or issuers. This analysis 

will take into account key criteria such as market liquidity of the financial 

instrument at the time of production of the recommendation.

Any change in recommendation is disclosed via specific documents indicating 

both the new and the previous recommendation and the rationale backing the 

change.

Credit Agricole CIB expressly disclaims any responsibility for: (i) the accuracy 

of the models or estimates used in deriving the recommendations; (ii) any 

errors or omissions in computing or disseminating the valuations: and (iii) any 

uses to which the recommendations are put. Any valuation provided may be 

different from the valuation of the same product that Credit Agricole CIB may 

use for its own purposes, including those prepared in its own financial records.
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