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In the days leading up to the midterm

elections, Republicans spread a simple
message. “If the Democrats take control,”
Dick Cheney warned, “the economy would
sustain a major hit.” Wall Street pundits
forecast a future of tax hikes and new
regulations, and suggested that if Democrats
took both the House and the Senate there
would be a “major stock sell-off.” But the
day after the elections stock prices went up. If
disaster is looming, investors can’t see it.

Perhaps the market is just blithely ignorant.
But it’s more likely that investors understand
what the pundits don’t: while we hold
politicians responsible for things like the rate
of economic growth and unemployment, in
the short run they generally have little
influence on the economy as a whole. There
are some interesting patterns in U.S. history—
economic growth, for instance, tends to be
stronger in the first years of Democratic
administrations than in Republican ones—but
the effects of such trends are small. And
changing congressional majorities seem to
have even less impact than changing
administrations. Voters might expect that a
dramatic power shift like the one we saw on
Tuesday would have profound consequences
for the economy. But it almost certainly
won’t.

In part, this is because Congress is limited in
the tools it can use (especially if a President
is likely to veto its initiatives). Monetary
policy is controlled by the Federal Reserve
Board, which is essentially independent of
political pressure. It hasn’t always been this
way. In 1971, for instance, Fed chair Arthur
Burns began to cut interest rates, which kept
the economy growing briskly into the next
year’s election. Republicans in Congress
could certalnly have used a couple of interest-
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rate cuts s yedr, out tere was never a
possibility that the Fed would oblige. And
while Congress does have the power to tax
and spend, changes in spending and taxation
typically have only a marginal impact on
short-term economic performance, because
they’re too small to have much effect on
what’s now a thirteen-trillion-dollar
economy. Nor is there any obvious
connection between changes in policy and
economic outcomes: Congress raised taxes in
1993, and the economy boomed. It cut taxes
in 2001, and the economy grew briskly then,
too.

Elections are also unlikely to bring major
economic changes, because when it comes to
macroeconomic questions Democrats and
Republicans are simply not that far apart. The
Democrats will block any attempt to extend
tax cuts for the wealthy, but they’ve shown no
interest in returning tax rates to where they
were when, say, Ronald Reagan took office.
Both parties seem to accept that the Fed’s
most important job is keeping inflation under
control. Both pay lip service to balanced
budgets (although the Democrats appear more
committed to them in practice). There’s no
movement to restore the kind of elaborate
regulations that governed much of the
American economy until the nineteen-
seventies. And although the new Congress
will likely take a harder line on trade
agreements than its predecessors, there’s little
talk of resurrecting the stringent tariffs or
quotas that were once routine.

Republicans like to indict Democrats as anti-
corporate zealots. But in 1994, when the
Democrats lost control of the House and the
Senate, the stock market reacted with
indifference, not glee—prices scarcely
budged. A study of Presidential elections
since 1928, conducted by the finance
professors Pedro Santa-Clara and Rossen
Valkanov, found no systematic difference in
the way the market has reacted to the election
of Democratic and Republican candidates. A
more recent study, which examined market
reaction to unexpected outcomes in
Presidential elections, suggests that investors
do expect returns to be slightly greater under
Republican administrations, but, again, the
difference is small.

It’s foolish, then, to expect elections to cure
ailing economies or wreck healthy ones. But
this doesn’t mean that they’re irrelevant.
Fiscal policy may not make a big difference
in the short run, but in the long run its effects
can be dramatic. (The $1.4 trillion in public
debt we’ve accumulated during the past five
years will eventually have to be dealt with.)
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And while the ascent of the Democrats may
not change the overall performance of the
economy, it will change who wins and loses
within it. The new Congress intends to take
action to mitigate the impact of increasing
inequality: raising the minimum wage,
increasing college-tuition tax credits, keeping
the estate tax intact, and rejecting Social
Security privatization. It may also target
industries that are perceived as holding
inordinate power over consumers, including
the oil and the pharmaceutical industries. It
would be very surprising, for instance, if the
new Congress did not try to repeal the current
law barring Medicare from bargaining for
lower prices with drug companies.

As far as the economy as a whole is
concerned, the impact of most of these
initiatives (with the obvious exception of
protecting Social Security) will be trivial. But
their impact on the everyday lives of many
Americans could be substantial, because they
represent an attempt to deal with the most
troubling economic fact of recent times—
namely, that, even as the economy has
flourished, most Americans have seen their
real incomes stagnate or even fall. In the past
twenty-four years, the U.S. has had only two
recessions, both brief, so policymakers have
done a good job of figuring out how to keep
the economy running smoothly. But they’ve
often done less well when it comes to making
sure that the fruits of that economy are shared.
This election won’t change the size of the pie,
but it may change how it gets sliced.

— James Surowiecki
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