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MONTHLY  MARKET NOT E · SEPTEMBER  2026  

Midterms, The Expected Divide .  

Congress may split. Spending will not. A look at a potential gridlock  scenario and the bond market impact. 
 

 

 

 
 
01 –  SUMMARY  
 

Heading into the Midterm Elections . 
 

As we enter the second half of the year, polling data around mid - term  races begin to consolidate and 

provide a rough sketch of potential outcomes.  Currently , Republicans hold the House 220 - 213 and the 

Senate 53 - 47 . However,  Democrats are favored to take the House while the U.S. Senate is a toss - up . 

Below are  Lakewood’s  probabilities for each outcome and their implications over the next two years:  

▪ 60% Democrats take House , Republicans keep Senate : Gridlock becomes the default. Major 

legislation needs bipartisan support or dies in committee. Expect shutdown/debt - ceiling 

standoffs grow more frequent. Historically, government spending increases during a split 

Congress as neither party takes full respo nsibility for fiscal deficits.  

▪ 30% Democrats take both chambers : Gridlock continues as the president has veto power over 

legislation passed by a Democrat controlled House and Senate. Remaining Trump administration 

nominees and judicial appointments may be blocked by a Democrat controlled Senate.  

▪ 10% Republicans keep House and Senate : Trump's agenda continues largely unimpeded. 

Reconciliation lets Republican tax, energy, and spending priorities pass with simple majorities, 

sidestepping the filibuster. Judicial and executive branch nominees are confirmed steadily.  
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0 2  –  GRIDLOCK   
 

What to Expect if Congress Splits . 
 

Here is what usually happens when one party controls the House and the other controls the Senate: 

very little gets done on purpose, and a lot happens as a result . 

Big legislation, tax reform, entitlement changes, real budget discipline, requires both parties to agree. 

In a split Congress, that agreement rarely comes. So Washington falls back on the things it can do 

without agreement: short - term spending bills, last - minute deals to avoid a shutdown, and periodic 

showdowns over the debt ceiling.  

Split Congresses have a long history of spending more, not less. When neither party is fully in charge, 

neither party is fully blamed for the deficit. That makes it easier to keep spending and harder to cut 

anything.  

More spending means more government borrowing. That can drive bonds to be volatile. This tends to 

show up gradually, then suddenly, around one triggering event: a weak bond auction, a credit rating 

warning, or a shutdown that drags on longer than expected.  These are acute bouts of turbulence, 

centered in the bond market, caused by Washington's spending habits rather than the economy 

itself.  

 

Senate Control - 2026 Midterms  

 

House Control - 2026 Midterms  

 
 

Source: Polymarket, as of Aug 21, 2026. Market - implied probability, not a Lakewood forecast.  

In addition to deciding the next members of congress voters will go to the polls making decisions on 

a variety of state specific referendums. Some of the most important referendums impacting 

investors include:  

▪ California Proposition 40 : This is consequential referendum for ultra - high - net - worth individuals 

both in California and nationally. The proposal would impose a one - time 5% wealth tax on 

billionaire s. I f it passes, could set a precedent for other states to follow with similar measures 

(or lower thresholds) in future cycles. Even investors well below the billionaire threshold should 

watch this closely as a bellwether for wealth - tax momentum nationally.  

▪ California proposition 3 : This would make the state's top income tax rates permanent beyond 

their scheduled 2031 expiration. E xtending elevated top - bracket rates indefinitely rather than 

letting them expire.  
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0 3  –  PORTFOLIOS  
 

What Does This Mean for Portfolios.  
 

In each scenario described on page 1, we expect treasury yields to grind higher as increased spending 

and debt issuance tests global bond investor  capacity . Diversification into our Alternative Fixed 

Income and Absolute Return sleeves provides support as they are less impacted by rising U.S. 

Treasury yields. In addition to bond volatility, debt ceiling standoffs and government shutdowns have 

historically led to short equity sell offs. Lakewood uses proprietary, back - tested  signals that allow us 

to take advantage of these short dips by tactically buying equities in clients’ portfolios.  

 

 

End of August  2026 

MARKET SEGMENT  
BENCHMARK 

TICKER  
MTD  QTD  YTD  

●  US Aggregate Bond  [AGG]  +0.4 %  - 0.9 %  - 0. 2%  

●  Multi - Strat / Market Neutral  [QDSRX]  +2.6 %  +4.4 %  +8.4 %  

●  Defined - Outcome / Buffered Equity  [FDEC]  +1.9%  +2.5 %  +9.1%  

●  Global Equity  [ACWI]  +2.7 %  +2.4 %  +14.3%  

●  Option Overlay Equity  [SPUC]  +1.7%  +2.6%  +11.8%  

●  Diversified Income  [BINC]  +0.4 %  +0.1 %  +1.5%  

●  S&P 500  [SPY]  +2.7 %  +2.7 %  +13.1%  

●  Core 60/40 Balanced Allocation  [AOR]  +1.8 %  +1.1%  +8.6 %  
 

As of 08/31/2026. These are unmanaged funds shown to illustrate the market environment discussed in this note. They are not Lakewood strategies and do not represent any Lakewood account, composite, or 
actual client performance, which will vary materially. Source: Bloomberg. US Aggregate Bond [AGG ETF], Multi-Strat/Market Neutral [QDSRX MF], Defined-Outcome / Buffered Equity [FDEC ETF], Global Equity 
[ACWI ETF], Diversified Income [BINC ETF], Option Overlay Equity [SPUC ETF], S&P 500 [SPY ETF], Core 60/40 Balanced Allocation [AOR ETF]. 
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0 4  –  YOUR TEAM AT LAKEWOOD  
 

The Partners.  
 

FROM THE PARTNERS  

"Markets historically get choppy heading into midterm elections, and we expect this cycle to be similar . 

Beneath that seasonal noise, the mechanics we outlined on page two continue to play out. 

Government spending keeps rising. The deficit keeps widening. The Treasury has shown it will use every 

tool available, attempting to keep funding markets orderly. That combination has historically provided 

a near - term backstop for the economy and for equities, even as bonds remain more volatile than 

usual . Our Absolute Return and Alternative Income allocations are built for exactly this kind of 

environment: diversification when stocks and bonds move together, not just when they move apart. We 

reviewed how these strategies performed through a similar stretc h of volatility on page 3 of our August 

note. We are not forecasting a smooth path to November. We continue to manage client's allocation s , 

customized to their time horizon , lifestyle goals and risk capacity . The portfolios are constructed to 

hold up regardless of how the next few months unfold. "  

 

See last month's note for more on Absolute Return and Alternative Income performance: 

lakewoodfg.com/.../Lakewood_Monthly_August - 2026.pdf  
 

Jon Kline, Panos Grivakis, Alex Lippitt, CFA  ·  Managing Partners, Lakewood Financial Group  

 
L A K E W O O D ’ S  P A R T N E R S  
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Former Executive Director, 
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DISCLAIMER  

This document is provided for informational purposes only and does not constitute investment, tax, or legal advice , a recommendation, or an 

offer to buy or sell any security or investment product.  

 

Lakewood Financial Group is registered as an investment adviser with the Commonwealth of Pennsylvania (CRD #339568).  

 

GENERAL INVESTMENT & PERFORMANCE DISCLOSURES  

The information contained in this presentation is not intended as investment advice and should not be relied upon as the basi s for any 

investment decision. Any investment decision should be based on an investor's objectives, financial situation, investment  experience, liquidity 

needs, time horizon, and risk tolerance. Lakewood Financial Group is a registered investment advisor and owes a fiduciary dut y to its clients. 

However, this presentation is being provided on an informational basis only and does not e stablish an advisor - client relationship. Past 

performance does not guarantee future results. All investments involve risk, including the potential loss of principal. There  can be no assurance 

that any investment strategy will achieve its objectives or avoi d losses. Unless otherwise noted, performance returns are calculated net of 

strategy fees and expenses. Returns are based on time - weighted calculations and may include reinvestment of dividends and distributions. 

Performance figures may be based on unaudit ed data and are subject to revision. Benchmark comparisons are provided for informational 

purposes only and may not reflect the same investment strategy, holdings, or risk profile. Any hypothetical, model, or backte sted performance 

results have inherent li mitations. Hypothetical results do not represent actual trading and may not reflect the impact of material economic and 

market factors. Model portfolios may not reflect actual client holdings or performance. Backtested results are based on histo rical data and do 

not guarantee future performance. Performance may be presented on a composite basis. Not all clients will achieve the same re sults. Individual 

account performance may vary significantly from composite results due to client - specific factors, timing o f contributions/withdrawals, and 

customization.  

 

DATA SOURCE & BENCHMARK DISCLOSURES  

Third - Party Data. Market data, economic statistics, and other information are obtained from sources believed to be reliable but are  not 

guaranteed for accuracy or completeness. Third - party data providers include but are not limited to: Bloomberg, Morningst ar, FactSet, S&P Global, 

and various custodial platforms. Lakewood Financial Group does not independently verify all third - party data and disclaims responsibility for any 

errors or omissions. Historical data may be limited for certain investments, particul arly alternative investments and private markets. Some 

performance data may be estimated or interpolated when complete data is unavailable. Currency conversions, if applicable, are  based on 

prevailing exchange rates and may impact returns. Data cut - off dat es are noted where applicable; more recent information may be available. 

Benchmark indices are unmanaged and cannot be invested in directly. Index returns do not reflect fees, expenses, or trading c osts.  Benchmark 

composition and methodology may change ov er time. Custom benchmarks, if used, are created for illustrative purposes and may not represent 

investable strategies . 

 

SPECIFIC INVESTMENT RISKS  

All securities are subject to market fluctuations and may lose value. Market conditions, economic factors, and geopolitical e vents can 

significantly impact investment performance. Portfolios that are concentrated in specific sectors, asset classes, or geog raphic regions may 

experience higher volatility and risk. Some investments may be difficult to sell quickly or at fair value, particularly durin g market stress or for 

alternative investments. International investments are subject to currency fluctuation ri sk that may impact returns when converted to the 

investor's base currency. Alternative investments, including hedge funds, private equity, and real estate, involve additional  risks including limited 

liquidity, higher fees, less transparency, and complex ta x implications.  Options trading requires separate account approval and is subject to 

regulatory requirements, financial suitability standards, and custodian approval. The strategies described in this document a re not available to all 

investors and will not be implemented  without a prior determination of suitability for each individual investor.  

 

REGULATORY AND COMPLIANCE DISCLOSURES  

Lakewood Financial Group is registered as an investment advisor with the state of Pennsylvania . Registration does not imply a certain level of 

skill or training. Lakewood Financial Group and its employees may have positions in securities discussed. Detailed conflict d isclosures are 

available in our Form ADV Part 2, available upon request. Client in formation is maintained in accordance with our privacy policy, available on our 

website or upon request. Any projections, forecasts, or forward - looking statements are based on current expectations and assumptions that may 

not prove to be accurate. Actual results may differ materially from those projected. This presentation does not constitute tax advice. Tax 

implications vary by individual situation. Investors should consult with qualified tax professionals regarding their specific  circumstances. Certain 

investments discussed may only be suitable for accredited investors or qualified purchasers as defined by federal securities laws. Investment 

minimums and suitability requirements apply. A copy of our current Form ADV Part 2 (Firm Brochure) is available upon request and contains 

important information about our se rvices, fees, conflicts of interest, and disciplinary history.  

 


