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With midterm election season underway, investors are paying close attention to the potential implications for
Congressional control. Current forecasts point to a divided government as the most probable outcome, given that
Republicans hold slim majorities in both the House and Senate.! Although a shift in party control would mark a
departure from the past two years, such outcomes are not unusual and tend to be a recurring feature of midterm
election cycles.

Regardless of how the election unfolds, one clear development is that the federal budget deficit climbed to just under $2
trillion over the past year, reaching its highest level in absolute terms since 2021.% This reflects a situation in which
government spending significantly exceeded revenues. The challenge is likely to persist no matter which party holds the
majority in Congress next year, as structural pressures such as rising interest costs and entitlement spending have
accumulated over several decades. These annual shortfalls continue to add to the national debt, which has now
surpassed $40 trillion, equivalent to more than 120% of the size of the entire economy.3

For investors who follow these developments, it is natural to feel some concern, regardless of political affiliation.
Maintaining a long-term perspective that separates political issues from investment and financial planning decisions is
therefore essential. What should investors understand about the deficit and the upcoming election during this political
season?

The federal budget deficit has expanded in recent years
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taxes, tariffs, and other sources.

Gre: le

Federal Budget Deficit Relative to GDP

Worl mw il

The shortfall is financed through borrowing,
primarily via the issuance of Treasury securities
purchased by investors and institutions around the
world. Based on current Gross Domestic Product
— (GDP) figures, the latest deficit is expected to
represent approximately 6% of GDP, a ratio similar

to that seen in 2025.6

As the chart above illustrates, recent deficits have been elevated relative to historical norms. The budget deficit has
averaged around 4% of GDP over nearly a century, with wider gaps typically occurring during periods of financial stress
or global disruption, such as World War Il and the 2008 global financial crisis.

Deficits have generally narrowed following such periods, though genuine budget surpluses have been rare. The most
recent balanced budget occurred during the Clinton administration, following a decade of strong economic growth.
Before that, surpluses were recorded under the Johnson and Eisenhower administrations in the late 1960s and mid-
1950s, respectively.

Over time, these annual deficits accumulate into the total national debt, which surpassed $40 trillion for the first time in
August. According to the Congressional Joint Economic Committee, this translates to approximately $117,707 per

American, or $298,606 per household.”

While these figures are substantial and represent genuine fiscal challenges, interpreting them in the context of investing
requires care. Historically, adjusting portfolios in response to deficit concerns has tended to work against long-term
financial goals. Deficits are often largest during periods of economic and financial distress, which coincide with market
lows. Counterintuitively, those periods have historically represented some of the most compelling opportunities to
invest.

Budget deadlines, the debt ceiling, and interest rate pressures may dominate headlines

Powered by Clearnomics




There are two key implications that long-term
investors should be aware of. First, the national debt
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Government Shutdowns and the Stock Market

S&P 500 price index on a log scale with major government shutdowns annotated is approaching the Statutory debt Ceiling Of $4l.l
R R ———— i trillion established by the One Big Beautiful Bill Act
Tredenmieeds 1 gE /W// last year, a threshold that could be reached by mid-

o 2027.8 The federal government faces a budget

b ‘ deadline of December 11, shortly after the midterm
election. Raising the debt ceiling is likely to become
one of the central debates for the incoming
Congress, and a failure to act in time could result in
a government shutdown.

Price Index (Log Scale)

Although shutdowns can create hardship for federal
workers and contribute to short-term market
volatility, major indices have historically stabilized
relatively quickly and looked past such disruptions.
This pattern held even during historically lengthy
shutdowns, including those in 2018 and more recently in 2025. The chart above highlights past government shutdowns
alongside the broader upward trajectory of the stock market over this period. While the past is no guarantee of future
results, it does underscore the importance of avoiding overreactions to political news when making investment
decisions.

Second, elevated interest rates are compounding the government's fiscal pressures. The 30-year Treasury yield has
remained above 5% since June, while the 10-year yield continues to hover near that level. As existing government debt
matures and must be refinanced at higher rates, interest payments rise and the budget imbalance deepens. This is one
reason the Treasury Department has intervened by purchasing additional Treasury securities to help stabilize U.S.
interest rates.’ Other operations, such as supporting the Japanese yen, have also been undertaken to indirectly address
rate pressures.

Policy uncertainty has historically contributed to short-term market swings

The national debt represents a long-term challenge
with no straightforward solutions, as it involves
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Economic Policy Uncertainty

Uncertainty based on news, taxes, and forecaster disagreement CompleX trade-offs across taXes, entitlement
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programs, and spending priorities. At the same time,
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particularly during periods of robust economic
growth. For instance, the market decline that
followed last year's tariff announcements proved
shorter-lived than many anticipated, giving way to a
rebound that carried major indices to new all-time

highs.
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This is why maintaining a steady, level-headed
approach to political developments is so important
for investors. As the chart above shows, economic
policy uncertainty has contributed to short-term
market volatility in recent years, but such episodes
have generally been brief. Earlier periods of disruption, including this year's geopolitical conflict in the Middle East,
introduced volatility as investors assessed the potential impact on the economy and corporate profits. While oil prices
remain elevated, markets have performed well overall, supported by healthy underlying economic conditions.

Powered by Clearnomics




None of this is meant to suggest that every year delivers positive returns, that the national debt is not a genuine
concern, or that policy is without consequence. Rather, the key point is that underlying factors such as corporate
earnings, interest rates, and longer-term economic trends tend to be the primary drivers of market performance over
time. For investors, making sound decisions grounded in these longer-term fundamentals is far more important than
reacting to political headlines or anticipating which party will control Congress.

The bottom line? The midterm election and the expanding federal deficit are meaningful topics, but history
demonstrates that long-term portfolio outcomes are shaped by fundamentals rather than by political outcomes.
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Index Descriptions

S&P 500

The Standard & Poor's 500 Index is a capitalization-weighted index of 500 stocks designed to measure performance of
the broad domestic economy through changes in the aggregate market value of 500 stocks representing all major
industries.
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The information presented in this article is the opinion of the author and does not reflect the views of any other person
or entity unless specified. The information provided is believed to be reliable and obtained from reliable sources, but no
liability is accepted for inaccuracies. The information provided is for informational purposes and should not be
construed as advice. Advisory services offered through Telos Wealth Management, LLC, an investment adviser
registered with the state of Washington.

Copyright (c) 2026 Clearnomics, Inc. All rights reserved. The information contained herein has been obtained from
sources believed to be reliable, but is not necessarily complete and its accuracy cannot be guaranteed. No
representation or warranty, express or implied, is made as to the fairness, accuracy, completeness, or correctness of the
information and opinions contained herein. The views and the other information provided are subject to change without
notice. All reports posted on or via www.clearnomics.com or any affiliated websites, applications, or services are issued
without regard to the specific investment objectives, financial situation, or particular needs of any specific recipient and
are not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments. Past
performance is not necessarily a guide to future results. Company fundamentals and earnings may be mentioned
occasionally, but should not be construed as a recommendation to buy, sell, or hold the company's stock. Predictions,
forecasts, and estimates for any and all markets should not be construed as recommendations to buy, sell, or hold any
security--including mutual funds, futures contracts, and exchange traded funds, or any similar instruments. The text,
images, and other materials contained or displayed in this report are proprietary to Clearnomics, Inc. and constitute
valuable intellectual property. All unauthorized reproduction or other use of material from Clearnomics, Inc. shall be
deemed willful infringement(s) of this copyright and other proprietary and intellectual property rights, including but not
limited to, rights of privacy. Clearnomics, Inc. expressly reserves all rights in connection with its intellectual property,
including without limitation the right to block the transfer of its products and services and/or to track usage thereof,
through electronic tracking technology, and all other lawful means, now known or hereafter devised. Clearnomics, Inc.
reserves the right, without further notice, to pursue to the fullest extent allowed by the law any and all criminal and civil
remedies for the violation of its rights.
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