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US midterm elections
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Key takeaways

€ The 2026 midterms could change control of Congress and with

it, the legislative, fiscal and oversight environment. However, Jose Rasco

we wouldn't reposition portfolios around a single political Chief Investment Officer,
outcome. Refer to our scenario analysis of the potential policy Americas, HSBC Private Bank
and market implications under a Republican status quo, divided and Premier Wealth
government, or Democratic control of Congress.

Michael Zervos

Control of both chambers remains closely contested, according Investment Strategist,
to the Cook Political Report. Cook currently rates 22 House < / HSBC Private Bank and
races and seven Senate races as Toss-Ups. Assuming all other Premier Wealth

House races follow their current ratings, Democrats would need
10 of the 22 Toss-Ups to reach 218 seats, while Republicans
would need 13. In the Senate, Republicans can retain
organisational control with 50 seats, given the vice president’s
tie-breaking vote, while Democrats need 51.

€ Ourinvestment conclusions remain anchored in fundamentals rather than the election outcome.

We remain overweight on US equities with a growth bias, supported by strong earnings visibility,
broadening earnings growth and structural themes, including Al, re-industrialisation and energy
independence. In fixed income, we see opportunities in 5-7-year duration through high-quality
developed-market investment grade credit, while remaining selective in higher-risk credit.

What happened?

The 2026 midterms are the nationwide federal elections held halfway through President Trump's
four-year presidential term. The president will not be elected in 2026. Instead, voters will determine
the composition of Congress, the US federal legislature consisting of the House of Representatives
and the Senate.

Control of either chamber matters because most federal legislation must pass both the House and
the Senate in the same form before it can be sent to the president. Losing control of either chamber
can therefore materially constrain an administration’s ability to advance its legislative agenda.

At the federal level, voters will elect all 435 members of the House of Representatives and 35 of the
100 members of the Senate. In addition, 36 states will elect governors, the chief executives of their
state governments. Three US territories will also hold gubernatorial elections. Election Day is
Tuesday, 3 November 2026.

The current configuration is a unified Republican government, which means the president’s party
controls both chambers of Congress. A divided government means that at least one chamber is
controlled by the other party.

In the 2024 election, Republicans won 220 House seats and Democrats 215. Using that elected
baseline, Democrats need a net gain of 3 seats to reach the 218-seat House majority. In the Senate,
the Democratic-aligned caucus starts with 47 seats and needs a net gain of 4 seats to reach 51.
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The Cook Political Report, which is an independent, nonpartisan election-analysis publication, rates
races from Solid to Likely to Lean to Toss-Up, with Toss-Up representing its most competitive
category.

House: 218 seats are required for a majority. Cook currently categorises the 435 House races as:
208 Democratic-rated | 22 Toss-Ups | 205 Republican-rated.

* Democrats would need 10 of the 22 Toss-Ups to reach 218.
* Republicans would need 13 of the 22 Toss-Ups to reach 218.

Senate: A party needs 51 seats for an outright majority. However, because the vice president can
break a 50-50 Senate tie and the current vice president is a Republican, Republicans can retain
organisational control with 50 seats.

Based on Cook's current classifications and seats not being contested, the 100 Senate seats are
categorised as: 46 Democratic-aligned/non-Toss-Up | 7 Toss-Ups | 47 Republican/non-Toss-Up.

* Republicans need at least 3 of the 7 Toss-Ups to reach 50.
* Democrats need at least b of the 7 Toss-Ups to reach 51.

Redistricting means redrawing the boundaries of House congressional districts. Because House
members represent individual districts, changing those boundaries can alter the political
composition and competitiveness of a seat. Redistricting affects the House, not the Senate, because
senators are elected statewide. This matters because control of the House may come down to a
relatively small number of districts.

Investment implications

We would look through the midterm elections Historically, equities rebound after midterm
rather than position portfolios around a single elections in the US
political outcome.

The election could generate periods of policy-

driven volatility, particularly around fiscal, trade 50 1 B 6M return before midterms
and regulatpry policy, bgt our broader investment 40 A B 19M return after midterms
views remain anchored in the macro backdrop, 30 1
earnings fundamentals and structural trends. ?g 1
Our constructive view on US equities and growth 2 o0 -
bias remain intact, supported by broadening -10 1
earnings growth and structural investment -20 1
themes including Al, re-industrialisation and =30 1

240 A

energy independence. While higher-for-longer o ]

interest rates and midterm-related uncertainty

could periodically weigh on sentiment, we believe @  222222222222222222 Q

the earnings tailwind and structural growth driverc

should more than offset these concerns. The Sources: Bloomberg, HSBC Private Bank and Premier Wealth
election could inﬂuence sector |eadership and as at 2 October 2026. Forecasts are subject to change.

create policy-driven dispersion, but we continue
to favour areas with strong earnings visibility and
exposure to longer-term structural trends while
maintaining appropriate diversification.

Election uncertainty and fiscal concerns could keep longer-dated US yields volatile. At the same time,
markets are currently pricing in more Fed tightening than we expect. US Treasury yields appear fairly
valued, and we continue to see opportunities in b-7-year duration through high-quality developed-
market investment grade credit. We remain selective in higher-risk credit, while identifying
opportunities in areas such as Asian high yield and selected emerging-market debt.

The midterms may add to currency volatility through changing expectations around fiscal and trade
policy, but relative monetary policy and growth should remain the more important drivers.
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Three policy and market scenarios for 2027

+ To translate the potential election outcomes into policy and market implications, we group them into three
broader scenarios. In all three, President Trump remains president; what changes is control of Congress
and therefore the legislative, fiscal and oversight environment.
* Scenario A, Status quo: Republican President / Republican House / Republican Senate.

* Scenario B, Gridlock: One chamber of Congress is Republican-controlled and the other is Democratic-
controlled, making major new legislation more difficult.

* Scenario C, Democrats get Congress: Republican President / Democratic House / Democratic
Senate. Democrats control Congress, while President Trump retains executive authority and the power
to veto legislation.

Status quo Gridlock Democrats get Congress

Economic

growth

Deficits &
fiscal policy

Fed &
monetary

policy

Government

policy
initiatives

Equities

Fixed
income

Positive: Trump would maintain his
pro-business aggressive agenda.
This has helped drive secular
themes of re-industrialisation in the
US and the tech and Al revolution.

Neutral: Unlikely there
would be any new
initiatives at the federal
level.

Neutral: Secular drivers remain in place,
but Democrats may try to swing votes
to provide relief for the consumer
through some discretionary spending for
middle- and lower-income groups.

Negative: Trump could become
even more aggressive with trade
and foreign policy, resulting in
further uncertainty and volatility.
This could result in larger fiscal
deficits or concerns around fiscal
deficits and spending, which could
create further volatility in fixed
income.

Neutral: Budget battles
could become quite
intense, which could result

in a government shutdown.

Positive: If Democrats controlled both
houses of Congress, they could exert
further pressure on trade and foreign
policy. In theory, they could even try to
end US involvement in geopolitical and
military conflicts. Could be viewed as a
positive for fixed income as the potential
for further deficits could be minimized.

Negative: Trump’s aggressive fiscal
plans have created consternation,
especially for fixed-income
investors surrounding budget woes
and deficits. Continuation of the
war efforts could keep inflation
higher, limiting the Fed’s
maneuverability and forcing it into
a more hawkish stance longer
term.

Neutral: Unlikely there
would be any new
initiatives at the federal
level, leaving the Fed
ample room to look at
fundamentals in
determining monetary

policy.

Positive: If Democrats control both
houses of Congress, they claim they
would look to lower deficit spending by
cutting back on on-budget military
spending. However, we must remember
that they have also said they would be in
favor of increasing discretionary
spending for lower- and middle-income
consumers.

Greater ability for the
administration to continue and
advance its existing policy agenda,
including tax, trade, energy,
immigration, defence and
regulatory priorities.

Major new legislation
becomes more difficult.
Executive actions, trade
policy and regulation
become relatively more
important, while budget
negotiations and
congressional oversight
take a larger role. An
executive action is a policy
step taken by the president
or executive branch using
existing legal authority
rather than through new
legislation passed by
Congress.

Democrats would control the
congressional agenda and committees,
increasing congressional oversight and
their ability to block or modify
administration-backed legislation.
However, the Republican president
retains veto power, so major new
legislation would generally require
compromise. A Democratic Senate
would also control the confirmation
process, meaning Senate consideration
and voting on presidential nominees for
positions such as federal judges,
regulators and senior administration
officials.

Positive: Continued pro-business
policies and investment incentives
could remain supportive of re-
industrialisation, technology and
Al-related investment. Risks include
tariffs, geopolitical uncertainty,
inflation and higher long-term
interest rates.

Positive: US markets
typically tend to do well in
gridlock. Fewer major
legislative changes could
reduce policy-change
uncertainty, although
budget battles and
shutdown risk could
periodically increase
market volatility.

Neutral: Congressional control would
shift committee leadership, oversight
and legislative priorities, creating greater
potential for sector-level differentiation,
particularly across regulated industries.
However, major legislative changes
would still require presidential approval
or sufficient congressional votes to
override a veto, limiting the scope for
unilateral legislative change.

Negative: Continued large fiscal
deficits and elevated Treasury
issuance could keep upward
pressure on long-term yields and
contribute to rate volatility. Tariffs
and geopolitical risks could also
add to inflation uncertainty.

Positive: Less scope for
major new fiscal initiatives
could limit incremental
deficit expansion, although
budget and shutdown
battles could create short-
term volatility.

Neutral: Changes in spending and
revenue priorities could affect the fiscal
outlook, but the net impact on deficits
would depend on the overall policy mix.
With a Republican president retaining
veto power, major fiscal changes would
generally require compromise, leaving
the ultimate impact on Treasury
issuance and yields uncertain.
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constitute investment research or advice or a recommendation to buy or sell investments. Some of the statements contained in this document or video 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
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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 are based on the HSBC Global Investment Committee at the time of preparation and are subject to change at any time. These views may not necessarily
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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 or video is not a reliable indicator of future performance whilst 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.
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The accuracy and/or completeness of any third-party information obtained from sources which we believe to be reliable might have not been independently verified,
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and what is contained or reflected in this report does not constitute, and is not intended to constitute, nor should it be construed as advice, investment advice or a
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Receiving parties should not consider this document as a substitute for their own judgment. The past performance of the securities or financial instruments mentioned
herein is not necessarily indicative of future results. All information, as well as prices indicated, are subject to change without prior notice; Wealth Insights of HSBC
Mexico is not obliged to update or keep it current or to give any notification in the event that the information presented here undergoes any update or change. The
securities and investment products described herein may not be suitable for sale in all jurisdictions or may not be suitable for some categories of investors.

The information contained in this communication is derived from a variety of sources deemed reliable; however, its accuracy or completeness cannot be guaranteed.
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Shanghai Banking Corporation Limited. HSBC India does not distribute or refer investment products to those persons who are either the citizens or residents of United
States of America (USA), Canada or any other jurisdiction where such distribution or referral would be contrary to law or regulation.

HSBC India is an AMFI-registered Mutual Fund Distributor and an AMFI-registered Specialized Investment Fund (SIF) Distributor. HSBC India distributes select mutual
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The following statement is only applicable to HSBC Bank (Taiwan) Limited with regard to how the publication is distributed to its customers: HSBC Bank (Taiwan)
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Important information on ESG and sustainable investing

Today we finance a number of industries that significantly contribute to greenhouse gas emissions. We have a strategy to help our customers to reduce their emissions
and to reduce our own. For more information visit www.hsbc.com/sustainability.

In broad terms “ESG and sustainable investing” products include investment approaches or instruments which consider environmental, social, governance and/or other
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the impact of ESG and Sustainable investing products. ESG and Sustainable investing and related impact measurement criteria are (a) highly subjective and (b} may vary
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HSBC may rely on measurement criteria devised and reported by third party providers or issuers. HSBC does not always conduct its own specific due diligence in
relation to measurement criteria. There is no guarantee: {a) that the nature of the ESG / sustainability impact or measurement criteria of an investment will be aligned
with any particular investor’s sustainability goals; or (b) that the stated level or target level of ESG / sustainability impact will be achieved. ESG and Sustainable investing
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