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A Democratic midterm victory under a Republican president can support lower

10-year Treasury yields by limiting additional fiscal expansion. But history offers no
dependable trading rule; yields declined following the 2006 and 2018 elections yet
rose after 1986. The central distinction is between an election’s effect on legislation

and the economic forces that ultimately determine interest rates.

What history shows

Using November’s monthly average yield in the election year versus November one year later
provides a consistent comparison—not an election-day reaction. One basis point equals 0.01
percentage point.
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Midterm Political outcome under a Republican 10-year yield: November to

president following November

1986: Ronald Reagan Democrats captured the Senate, joining 7.25% — 8.86% +161 basis points
their existing House majority

2006: George W. Democrats captured both chambers 4.60% - 4.15% —45 basis points
Bush
2018: Donald Trump Democrats captured the House; 3.12% - 1.81% —131 basis points

Republicans retained the Senate

Yield paths matter

After 2006, yields initially rose, reaching a 5.10% monthly average in June 2007 before
declining as housing and credit strains intensified and the Fed cut rates. Following 2018,
trade tensions and growth concerns were important drivers of the subsequent bond rally.

Neither episode establishes that Democratic victories caused lower yields.

Scenario 1: Democrats win the House and Senate

This would create divided government, not unified Democratic control: the Republican
president would remain a major constraint on legislation. A reasonable market interpretation
is less scope for additional partisan tax cuts or spending packages, potentially easing

expectations for incremental Treasury issuance and upward yield pressure.

However, a sweep does not automatically produce fiscal tightening. Fiscal policy loosened
during 2007 despite Democratic control of Congress, and the opposite yield outcomes after

1986 and 2006 caution against assigning a mechanical yield target to this result.

Scenario 2: Democrats win only the House

The closest recent precedent is 2018. House control alone can block major fiscal legislation,
so much of the constraint on new Republican initiatives would already be present. A
Republican Senate would nevertheless preserve the president’s ability to confirm nominees,

including Federal Reserve governors.

The likely initial implication is reduced scope for fiscal expansion—not an assured repeat of
the 2019 Treasury rally. Trade policy and executive action would remain important sources of

uncertainty outside the normal legislative process.
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Scenario 3: Republicans retain the House and Senate

With a Republican president remaining in office, retaining both chambers would preserve

unified government and the opportunity to advance additional tax-and-spending legislation.

Relative to either Democratic-control scenario, this outcome could put greater upward

pressure on 10-year Treasury yields if investors anticipate larger deficits and increased

Treasury issuance.

The key transmission mechanism is borrowing. Additional tax cuts or spending without

credible offsets could increase financing needs, while stronger demand could complicate the

inflation outlook. Investors might consequently require higher yields to absorb additional debt

and compensate for uncertainty about future inflation and interest rates. This would be a

conditional response to expected policies—not an automatic consequence of Republican

control.

All 3 Scenarios

Factor

Government structure

Fiscal-policy
implications

Relative yield bias

What would sustain

that move?

Main counterargument

Scenario 1: Democrats win

House and Senate

Divided government:
Democratic Congress,
Republican president.

Blocks additional Republican
party-line legislation;
Democrats still need
presidential cooperation to
enact their agenda.

Potentially lower if investors
reduce expectations for
additional deficit-financed
stimulus.

Softer inflation and growth
accompanying reduced
expectations for fiscal
expansion.

Gridlock does not reduce
existing borrowing needs;
fiscal disputes could increase
volatility.
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Scenario 2: Democrats win
House only

Divided government:
Democratic House,
Republican Senate and
president.

The House can block major
fiscal legislation, imposing
much of the same legislative
constraint as a Democratic
sweep.

Potentially modestly lower,
although much of the effect
may already be priced in.

Economic cooling and easier
Fed policy reinforcing
legislative restraint.

Blocking new legislation is not
fiscal consolidation; large
deficits can persist.

Scenario 3: Republicans
retain House and Senate

Unified Republican
government.

Preserves the opportunity for
additional Republican
tax-and-spending legislation.

Potentially higher if investors
anticipate larger deficits and
additional Treasury issuance.

Enacted deficit-expanding
policies, stronger demand or
persistent inflation.

Legislative capacity does not
guarantee fiscal expansion;
weaker growth could still push
yields lower.



Market takeaway

The operative word is conditional. The distinction is between legislative capacity and enacted

policy.

Democratic control of the House could favor lower yields relative to an otherwise comparable
expansionary-policy scenario. But the actual direction depends on growth, inflation, Fed policy
and borrowing needs—and how much electoral gridlock investors already expect. History

supports a scenario framework, not a “buy Treasuries after a blue wave” rule.

A Republican sweep would remove an important obstacle to the administration’s fiscal
agenda, but the direction and durability of the Treasury response would depend on the
package’s size, financing and economic backdrop. It is therefore best characterized as a

greater upside risk to yields relative to divided government—not a guaranteed bond selloff.
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