
0 
 

 

 

 

 

 

 

 

 

 

 

 

POLITICAL POWER AND THE STOCK MARKET  
 

Stock market effects of presidential macroeconomic policies – 
evidence from the United States 

 

 

 

 

 

 

 

 

 

 

 

 
Bachelor’s Thesis 

Pekka Hämäläinen 
Aalto University School of Business 

Finance 

Fall 2020 



 

Aalto University, P.O. BOX 11000, 00076 AALTO
www.aalto.fi

Abstract of bachelor’s thesis
 

 

 

Author  Pekka Hämäläinen 

Title of thesis  Political Power and the Stock Market 

Degree  Bachelor’s Degree 

Degree programme  Finance 

Thesis advisor(s)  Theresa Spickers 

Year of approval  2020 Number of pages  26 Language  English 

Abstract 

In this paper I use monthly US stock market return data from 1926 until 2019 (nominal returns, 
excess returns and inflation-adjusted returns) to define the way they may correlate with five 
specifically selected macroeconomic political variables: Protectionism: Negative, Labor Groups: 
Positive, Right-Left position, Market Economy and Welfare. I also examine the correlation these 
political variables may have with stock market volatility and the inflation rate, and I also research 
how the two major US parties have changed in their views on these five matters. The results suggest 
that, unlike known to literature, the key policy behind greater returns does not seem to be leaning 
rightwards (partisanship) but negativity towards protectionism. Also the results of political 
influences to stock market volatility and the inflation rate provide some unexpected outcomes.    
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1. Introduction 
 

In the post- cold war world, in which ideological differences between major western political parties 
and movements somewhat narrowed after the collapse of the Soviet Union (Volkens et al. 2020) and 
the western US-led hegemony seemed to conquer all the world (Regilme & Parisot 2017), the key 
question concerning democratic elections and voters’ decisions within them has been expected 
economic prosperity. Apart from some marginal groups at the very far ends of the political compasses, 
all the relevant parties have competed over the votes by promising and assuring voters greater levels 
of economic growth, employment, and prosperity. The ideological approaches of different parties and 
movements have become more pragmatic as ideological aspirations need to be based on progress in 
economy or welfare. Ideology is rarely an intrinsic value these days, as virtually everyone in the west 
endorses the liberal democracy as the greatest form of society and chasing economic growth and 
welfare as the greatest societal objectives. (Harrison & Boyd 2018; Fukuyama 1992).  
 
Given that the voters want to see the economy strive and the stock market prosper, and that total stock 
market returns are a credible meter for economic prosperity, which economic policies proposed by 
political parties should the voters prefer when making their decisions on who to vote for? Exactly 
that, i.e. “Which macroeconomic policies affect the stock market returns and in which way?” is my 
primary research question. I am also interested in which economic policies with their returns justify 
the market portfolio risk (measured in monthly volatility) that occurs during the time their 
presentative regimes hold the oval office. Therefore, another research question of mine will be “Do 
the proposed economic policies of elected presidents have a significant effect or correlation with the 
stock market volatility?”.  
 
In addition to actual monetary policy, which is within most economic areas handled by central banks, 
also fiscal government-led policies can remarkably affect the inflation rate. This is obviously 
interesting from the point of view of this research, as real (i.e. inflation-adjusted) returns are what 
actually define how additional value the market portfolio actually creates to investors and other 
shareholders. This is why I use the inflation rate data between 1926 and 2019 to calculate the actual 
monthly returns of the market portfolio, which I notice to be notably different from the unadjusted 
ones. Moreover, the inflation rate data grants me an opportunity to research whether those economic 
policies have had an impact on the inflation itself.   
 
Inflation also has another fascinating aspect in the sense of macroeconomic policy and real stock 
market returns. I will conduct some research on whether the Partisan Theory (Hibbs 1977, 1992) 
holds within my dataset. The Partisan Theory argues that left-leaning political forces prefer higher 
employment levels over lower inflation rates and right-leaning forces vice versa, should these 
phenomena be seen as trade-offs as the Phillips Curve Theory (Phillips, 1958) suggests. This will 
serve as an additional research question.  
 
I believe this paper will bring new results to academic literature in various matters. Firstly, even 
though Santa-Clara & Valkanov (2003) have researched the effect each of the two major US political 
parties have had on the stock market, they ignored the ways those parties have transformed over 
decades when it comes to their ideology and policies, presented e.g. on electoral manifestos. 
According to the electoral manifesto dataset covering all the electoral manifestos of the two parties I 
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collected, it can be said that their policies and views certainly have changed over time, sometimes 
even by swapping sides with each other on some issues (Volkens et al. 2020). Secondly, the data used 
by Santa-Clara and Valkanov (2003) ends in 1998, which means I will be able to present unforeseen 
findings concerning more modern times, as my dataset ends in December 2019. Thirdly, this paper 
connects its results to some economic theories, such as the Phillips curve and the Partisan Theory.  
 
This paper is constructed in the following manner. The second chapter showcases and discusses some 
academic literature and research concerning the theme. The third chapter, in turn, is dedicated to 
presenting my dataset as well as the methods I used within modifying it and conducting the research. 
The fourth chapter presents and analyzes my key findings, and also analyses and discusses the 
robustness and potential spuriousness of the results. The fifth and final actual chapter is for drawing 
conclusions of these results. The chapter also discusses ideas for future research. The references used 
for this paper are listed after that, followed by relevant appendices such as some overviews of the 
background data.  
 
 

2. Economic policies and their effects on the stock market and inflation 
 

Connections between macroeconomic policies of the political forces holding various offices and the 
stock market returns have intrigued scholars for long. Two pieces of research around the theme by 
Santa-Clara & Valkanov (2003) and Jones & Banning (2009) saw little if any effect on election results 
and stock market returns. However, if we move from the election results, i.e. expectations, to the 
actual results of different macroeconomic policies, the story might become different.  

One of the best-known theories of classifying these policies within political forces is known as the 
Partisan Theory (Hibbs 1977) which argues that if high unemployment and high inflation are seen as 
trade-offs on “the Phillips curve” as Phillips (1958) and Phelps (1967) state, right-leaning or “more 
partisan” political forces should prefer keeping the inflation moderate instead of emphasizing higher 
employment in their policies. Hibbs (1977, 1992) argues this phenomenon stems from the fact that 
the voters of left-leaning parties usually have employment as their main source of income, if they are 
employed, that is. Accordingly, holding capital and receiving capital income is less likely to be one 
of their major sources of income. Moreover, left-leaning voters are more likely to be debtors rather 
than debtees, which means that higher levels of inflation could even financially benefit them. Hibbs 
(1977, 1992) states that the opposite likeliness of all of these phenomena is applicable to voters of 
right-leaning parties. The Partisan Theory also includes the hypothesis of reigns of right-leaning 
governments correlating with higher stock market returns.  

Even though the relevancy of the Phillips curve in the modern, less of labor-intensive economy has 
been questioned by e.g. Granger & Jeon (2011), it still provides an intriguing viewpoint to this paper 
as we examine how macroeconomic policies and ideology has affected the inflation and stock market 
returns through the 20th century and the last two decades, as I am now able to examine its correlation 
with policies that can be considered right- or left-leaning.  

Alesina (1987) presents a theory called Rational Partisan Theory, which argues that the stock market 
should react positively when a right-leaning (more partisan) political force takes the office, and that 
the favorable development would cease as the term carries on and the market would have priced in 
the new reigning macroeconomic policies, whether they have a substantial separable effect on the 
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real-world functioning businesses or not. Santa-Clara and Valkanov (2003) witnessed this empirically 
from 1927 until 1998 by examining the market portfolio returns around elections and saw the Rational 
Partisan Theory hold adequately when the Republican Party is considered more partisan. However, 
they also find that market volatility has been higher under the Republican presidencies while they 
have witnessed lower returns, which does not justify the volatility. Leblang & Mukherjee (2005) 
found a similar correlation between right-leaning macroeconomic policies and stock market volatility.  

Looking at my dataset by Volkens et al. (2020), it can be noticed that the policies of the Republican 
Party have remarkably changed over time (Flanders 1952, Pletka 2013), as have changed those of the 
Democratic Party (Bruce 1925, Galston 1985). As my political data summary suggests already at the 
first glance, the political preferences of the voters have changed as well. For instance, the observation 
of positive presidential views towards labor unions becoming more rare can be easily explained by 
the US unionization rate, which has declined through the most recent decades (Scruggs & Lange 
2002, Bureau of Labor Statistics 2019) and also the general trend of moving towards more right-wing 
politics. Obviously, the latter dataset includes the presidencies of notably right-leaning Ronald 
Reagan, George W. Bush, and Donald Trump (partially), who might have been elected for other 
reasons than their right-wing politics.  

Moreover, if partisanship is seen as a virtue that includes fiscal conservatism and austerity, it seems 
partisanship somewhat parted ways with right-leaning macroeconomic policies at the reign of Bush 
Jr (Milkis & Rhodes 2007), and quite completely at the beginning of Donald Trump’s regime – given 
his views on swelling fiscal policy and pressurizing the Federal Reserve onto a similar track with 
monetary policy (Berry 2017, The Economist 2019). This is one of the key motivators for my subject 
selection: the changes in macroeconomic policies views on partisanship has remarkably changed 
within the political system and I was not able to find a paper that would successfully capture these 
changes.  

One policy that has remarkably more supported with less deviation in the modern times is a negative 
view on protectionism. Thus, it could be argued that one of the basis pillars of macroeconomics, the 
theory of comparable advantage, as presented by Smith (1776), Torrens (1808) and Ricardo (1817), 
is somewhat slow to gain popularity among economic those designing national macroeconomic 
policies – or at least those running businesses and doing their part in lobbying, pressurizing and voting 
(Merry 2016). Due to the ideas presented within these pieces of literature and widely accepted among 
practically all of the modern-day economists and policymakers, and the fact that protectionist acts 
virtually always lead to counteractions, I can form a hypothesis that promoting protectionism within 
presidential macroeconomic policies should be detrimental not only for long-term economic growth, 
but also for the stock market. This hypothesis is reinforced by some modern-day research that has 
empirically, with modern-day data, proved that even only guiding protectionist governmental acts 
primarily function as a market disturbance (Larch & Lechthaler 2011).  

As mentioned when going through the changes both major parties have seen through the decades, it 
is notable that the unionization rate has shrunk during the last decades (Scruggs & Lange 2002, 
Bureau of Labor Statistics 2019) and probably accordingly has shrunk the presidential sympathy 
towards unions. Scruggs and Lange (2002) argue this might stem from the fact that globalization and 
structural changes in the economy have changed the economy in ways the unions have then failed to 
respond to, and that this has led to decreasing levels of advantage to unionized workers in the US 
compared to some other countries thanks to its more liberal labor legislation.  
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Another commonly cited factor is that in the modern world in which enterprises require fewer 
employees but higher education and capabilities from them, single skilled workers have begun to gain 
negotiation power on their own, possibly at the cost of the unskilled ones – in this kind of situation 
the unions can do very little for the latter group, and the earlier group potentially resigns in vast 
numbers (e.g. Cornfield & Kim 1994). What is more, modern times have seen employment contracts 
become more flexible and temporary, and unions have had difficulties unionizing flexible workers, 
preferring to present flexible employment as detrimental to workers’ rights and quality of life (Dekker 
& van der Veen 2015). This failure to credibly present neither part of the working class has caused 
the approval rate of union to shrink during the last decade, as Swanson (2012) states. Therefore, I 
form a hypothesis that positive presidential approach towards unions should not have a positive effect 
on returns, should it not be even negative.   

The role of market economy as an influencer of the stock market has sparked several economic 
theories and no consensus has not been found as of today. For instance Mutanga (2011) argues that 
even though minimization of the government participation on the markets and the “reaganomic” 
laissez-faire approach to macroeconomic policy was seen superior and the only “natural” way towards 
a more prosperous future, some recent economic crises show that a more Keynesian approach to state 
participation in the markets should be considered. He states that even without crises, laissez-faire 
policy fails to realize its potential of economic growth and accordingly stock market returns, as the 
lack of regulation causes unnecessary distrust and volatility in the economy.  

Similar story is told by Ramiah et al. (2015), who find that quick and binding implementation of e.g. 
stricter environmental policies may boost the stock market return in the short term as it may cause 
some abnormal returns within stocks of environmentally friendly enterprises, which would then 
outrun the probable decline in their environmentally unfavorable peers. This will promote stock 
market returns also additionally to that announcement reaction, as investments should be placed more 
efficiently within the entire market and all possible investment options earlier on, and each enterprise 
should receive equity funding at a more adequate rate of return.  

On the contrary, Swanson (2012) finds that the classically liberal laissez-faire macroeconomic policy 
as practiced by Reagan (1981 – 1989), Bush Sr (1989 – 1993), and in somewhat socially reinforced 
form by Clinton (1993 – 2001) saw the US economy and stock market indexes grow in numbers 
familiar from the “Golden age” (1950 – 1972) even with remarkably weaker basis in the real 
economy.  

Many scholars seem to agree that limiting market economy through extensive regulation on 
technological innovations is unfavorable to both the stock market performance and long-term 
economic growth. For instance, Ford (2013) argues that negative-by-approach or unclear regulation 
will prevent innovations from being born – and this holds not only on technological innovations but 
additionally on financial innovation. Excessive regulation of financial innovation and capital markets 
is found to be detrimental to all forms of innovation by Brown et al. (2013). In the light of this, I 
believe it is reasonable to expect as a hypothesis that the effect of market economy promotion to be 
positive should it, in the first place, exist.  

It is fascinating to observe the correlations between positive presidential approaches towards labor 
unions, since whenever that occurs in a significant matter it should be reasonable to expect some acts 
aimed at bettering workers’ conditions and/or wages. The effect these policies may have on the stock 
market is surprisingly short on academic research, possibly since it remains difficult to control all the 
other national characteristics when analyzing country-specific labor market legislation and the way 
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unions have power within developing legislation or other binding restriction on the labor market. 
Another phenomenon that has little research coverage is the effect increases and decreases in social 
security may have on the stock market – possibly for similar reasons, as the effects are suspected to 
be marginal and conducting a credible study while controlling everything else could quickly form a 
vast challenge.    

However, as I am also examining the effect these macroeconomic policies have on inflation rates, I 
can also examine this effect. Earlier research by e.g. MaCurdy (2015) argues that increasing the 
minimum wage can actually decrease the buying power of workers on somewhat low wages since the 
increased cost of labor may increase consumer prices relatively even more than the wage increase 
itself, as many links of the supply chain use relative target margins, which can surge the price increase 
significantly. The phenomenon is partially relieved by offshoring and automatizing operations, but 
obviously this can only function to a limited extent. On the contrary, Lemos (2008) finds that 
increases in inflation following increases in minimum wages have regularly been significantly smaller 
compared to the changes in minimum wages, however still robustly existent.  

Whether there is a similar effect caused by increasing the social security benefits remains surprisingly 
unclear within academic publications, but in the light of these earlier findings I should be able to form 
a hypothesis that reinforcing the buying power of the poor may decrease the price elasticity of their 
demand, resulting in consumer prices taking an upward turn – thus, I expect both welfare-positive 
and labor-positive policies to increase inflation. Appropriately enough, this hypothesis does hold with 
the Partisan Theory (Hibbs 1977).    

 

 

3. Data and methods 
 

I use this chapter to depict the dataset I use to conduct this study as well as the methodology I use to 
modify and to analyze it. All the data I use is expressed in monthly frequency, except the political 
data, which is textually analyzed from each electoral manifesto of the two parties and therefore 
considered applicable for the entire 4-year term before the following inauguration. The series I 
analyze consists of 1122 months between July 1926 and December 2019. This period of time includes 
24 presidencies (27 if vice presidents taking the oval office are considered independent presidencies) 
and 23 elections.  

I divide the dataset into two similarly long periods of time, which I analyze both together and 
separately. The absolute halfway point would the 561st month, which is March 1973, but for the sake 
of sensibility I set the dividing month to January 1973, which saw the second-term inauguration of 
Richard Nixon (R). Thus, it could be seen as a turning point in US macroeconomic policy, even 
though the president remained the same. However, the beginning of his second term witnessed a 
remarkable change in many policies, which could be explained by the Political Business Cycle Theory 
(Nordhaus 1975). This month used as the dividing also makes sense as many factors changing the 
stock market environment such as the Internet and more adequate accounting and trading regulation 
began to appear during that time (Bogan 2008, Lev 1979). I divide the data also for the sake of 
robustness, in order to see how the hypotheses hold on shorter periods of time.  
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A. Financial variables 

As my basic return variable I use both value-weighted and equal weighted monthly returns of the 
total US stock market portfolio, including dividends and other types of profit distributions. These data 
are collected from the CRSP database through the Wharton University of Pennsylvania Research Data 
Services (Wharton Research Data Services (1) 2020). With these data I also calculate in in-term levels 
of volatility.  

Obviously, as I am primarily interested in the excess return the entire stock market portfolio has been 
able to produce, and thus, I also collect the monthly risk-free rate (1-month Federal Reserve T-Bill) 
for each month examined. This data are collected from the Kenneth R. French website, from table 
Fama/French 3 Factors. French has collected the data from Ibbotson and Associates. (French 2020). 
The excess market return can now be calculated by deducting the risk-free rate from the nominal 
return.  

The aforementioned real return, i.e. inflation-adjusted return requires data of the monthly inflation 
rate. That I collected from the US Inflation Calculator (Coin News Corporation 2020). Coin News 
has collected the rates from the U.S. Federal Bureau of Labor Statistics (BLS) and then modified 
them into self-explanatory monthly rates. However, as these rates were still nominated in annual 
terms, I had to modify them into monthly ones.  

As the last arrays of financial data I have the monthly rates of volatility for both value and equal-
weighted stock market portfolios. These values I calculated myself from the daily return rate data 
(Wharton Research Data Services (2) 2020).   
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Table 1. Summary of financial data 

As stated in the introduction, I divide the dataset of 1122 observations/months into two periods of 
time. The earlier one (558 months) begins on July 31st, 1926 and ends just before the inauguration of 
Richard Nixon’s second term in January 1973. The later one (564 months) begins at the same time 
and ends on December 31st, 2019, which is the last date available in all the datasets I use. Below I 
present the summary of the used financial data both as an entity as well as in the two divisions. TREW 
denotes to total return with equal-based weighting, TRVW to total return with value-based weighting, 
RF to risk-free rate (1-month Federal Reserve T-Bill), INF to monthly inflation rate, VOL to monthly 
volatility of daily returns, and TERMV to intra-term volatility of monthly returns. All rates except 
TERMV are presented in their monthly nominations.   

  Jul 31st, 1926 - Dec 31st, 2019   Jul 31st, 1926 - Dec 29th, 1972   Jan 31st, 1973 - Dec 31st, 2019 

  Mean  Median St. Dev   Mean  Median St. Dev   Mean Median St. Dev 

TREW 1,22 % 1,42 % 7,13 %   1,33 % 1,45 % 8,47 %   1,11 % 1,39 % 5,49 % 

TRVW 0,93 % 1,30 % 5,31 %   0,94 % 1,30 % 6,03 %   0,92 % 1,28 % 4,49 % 

RF 0,27 % 0,23 % 0,25 %   0,17 % 0,13 % 0,15 %   0,38 % 0,40 % 0,29 % 

INF 0,24 % 0,21 % 0,33 %   0,15 % 0,14 % 0,38 %   0,32 % 0,25 % 0,24 % 

TREW-RF 0,95 % 1,11 % 7,15 %   1,17 % 1,32 % 8,48 %   0,73 % 1,07 % 5,51 % 

TRVW-RF 0,65 % 1,01 % 5,32 %   0,77 % 1,18 % 6,04 %   0,54 % 0,93 % 4,50 % 

TREW-INF 0,98 % 1,14 % 7,14 %   1,18 % 1,31 % 8,50 %   0,79 % 1,07 % 5,48 % 

TRVW-INF 0,69 % 1,06 % 5,32 %   0,79 % 1,09 % 6,04 %   0,59 % 0,99 % 4,49 % 

TREWVOL 0,02 % 0,02 % 0,02 %   0,03 % 0,02 % 0,02 %   0,02 % 0,02 % 0,01 % 

TRVWVOL 0,03 % 0,02 % 0,02 %   0,03 % 0,02 % 0,02 %   0,03 % 0,02 % 0,02 % 

TREWTERMV 0,06 % 0,05 % 0,03 %  0,04 % 0,05 % 0,04 %  0,05 % 0,05 % 0,01 % 

TRVWTERMV 0,05 % 0,04 % 0,02 %  0,02 % 0,04 % 0,03 %  0,04 % 0,04 % 0,01 % 

 

B. Political variables 

For collecting the political variables dataset I use the Manifesto project dataset (Volkens et al. 2020). 
It is based on textual analysis of all the electoral manifestos of the two major US parties from the 
1920 to the 2016 presidential election. It includes a great number of different political measures on 
e.g. macroeconomy, foreign policy, social security, as well as views on liberalism and conservatism. 
Each variable is given a number, either positive or negative, depending on the party’s attitude towards 
that issue at the time of election. The only exception examined in this paper is “Right-Left Position” 
which shows higher values if the manifesto is more right-leaning and vice versa.  

As this paper examines the potential effects of macroeconomic policies on the stock market, I first 
manually shortlist the variables that had could be argued to handle macroeconomic policies. After 
that I shortlist them further into five of the most relevant ones. This analysis of relevancy is based on 
two factors: the number of zero datapoints for each variable and its level of correlation with the other 
variables. The key idea in this shortlisting is to find the “best” variables (those with the fewest zero 
datapoints) and then replace the “weaker” variables with better ones that have a major correlation, 
either positive or negative, with their weaker close counterparts. The correlation significance analysis 
is based on Laerd Statistics guidelines (Laerd Statistics 2018). The complete list of macroeconomic 
political variables as well as the number of their zero datapoint analysis can be found as Appendix 1.    

After the two phases of shortlisting the political variables I end up with five of the most suitable ones. 
They are Welfare (state), Market Economy, Right-Left Position, Labor Groups: Positive, and 
Protectionism: Negative.  
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Below is presented a summary of the five most relevant political variables within the two separate 
periods of time. The entire period consists of 1122 months, the earlier division of 558 months and the 
later one of 564 months. ProtectNeg denotes to Protectionism: negative, LabGrPos to Labor Groups: 
Positive, RightLeft to Right-Left Position, MarkEcon to Market economy, and Welfare is quite self-
explanatory. The numerical values of the political data cannot be used to draw conclusions of the 
policies of each parties as they are due to inconsistent ranges and scales; they are rather relative values 
with which the policies can be quantitatively compared and statistically interpreted.  

Table 2. Summary of political data; mean, median, and standard deviation 

  Jul 31st, 1926 - Dec 31st, 2019   Jul 31st, 1926 - Dec 29th, 1972   Jan 31st, 1973 - Dec 31st, 2019 

  Mean  Median St. Dev   Mean  Median St. Dev   Mean Median St. Dev 

ProtectNeg 0,860535 0,7 0,79423   0,834753 0,68 0,892841   0,886043 1 0,681834 

LabGrPos 4,010187 3,266 2,939065   5,812957 6,202 2,44468   2,226596 1,562 2,2079 

RightLeft 3,562246 0,7 18,22303   -7,99641 -10,092 11,10266   14,99794 12,5 16,60453 

MarkEcon 5,769941 4,019 4,414881   6,676204 5,4 4,66057   4,873319 3,835 3,958364 

Welfare 6,036342 5,5 3,16621   5,863785 5,5 3,232618   6,207064 5,225 3,089638 

 

Table 3. Summary of political data; minimum and maximum values 

  Jul 31st, 1926 - Dec 31st, 2019   Jul 31st, 1926 - Dec 29th, 1972   Jan 31st, 1973 - Dec 31st, 2019 

  Max Min   Max Min   Max Min 

ProtectNeg 3,226 0   3,226 0   1,922 0 

LabGrPos 11,2 0   11,2 2,151   7,2 0 

RightLeft 33,6 -20,1   19,5 -20,1   33,6 -19,8 

MarkEcon 16,4 0,3   16,4 1,2   13,2 0,3 

Welfare 11,712 1,908   11,443 1,908   11,712 2,4 

 

In addition to these numerical political variables, I also define three political dummy variables: the 
republican dummy, the democratic dummy, and the election month dummy. With these dummies I 
can see how the policies of the parties have changed between these two examined periods of time.  
The changes in both parties’ views are examined at the end of chapter 4th chapter, “Key Findings”. 
The political data about these five variables for both parties from 1920 to 2016 can be found as 
Appendix 2.  

C. Methodology 

I test my hypotheses with standard OLS regressions. This way will be able to research the connections 
between macroeconomic policies, stock market returns, inflation, and volatility. I consider the results 
with |t| > 1,98 statistically significant (over 95 % trust level on my sample sizes) since this is a 
common practice within the field. The t-values of each regression result is reported in this paper. 
Additionally to the actual purpose of this paper I can also inspect the political placements of the two 
parties on the five political variables over time, which is done by summarizing the party-specific 
political data (see the end of chapter 4, “Key Findings”.  
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4. Key findings 
 

A. Macroeconomic policies and returns of the entire stock market portfolio 

Firstly, I will run regressions of each of the financial variables depicting monthly returns on the five 
shortlisted political variables. The regressions can be formed as follows:  

(1) TREWt = α + β1ProtectNegt + ß2LabGrPost + ß3RightLeftt + ß4MarkEcont + ß5Welfaret  
(2) TREWt – RFt  = α + β1ProtectNegt + ß2LabGrPost + ß3RightLeftt + ß4MarkEcont + ß5Welfaret 
(3) TREWt – INFt = α + β1ProtectNegt + ß2LabGrPost + ß3RightLeftt + ß4MarkEcont + ß5Welfaret  
(4) TRVWt = α + β1ProtectNegt + ß2LabGrPost + ß3RightLeftt + ß4MarkEcont + ß5Welfaret 
(5) TRVWt – RFt = α + β1ProtectNegt + ß2LabGrPost + ß3RightLeftt + ß4MarkEcont + ß5Welfaret  
(6) TRVWt – INFt = α + β1ProtectNegt + ß2LabGrPost + ß3RightLeftt + ß4MarkEcont + ß5Welfaret  

The abbreviations and the variables they denote to are introduced in the 3rd chapter, “Data & 
Methods”.  

In the light of the existing academic literature on these variables and their economical influences I 
am able to make the following hypotheses: greater values of Protectionism: Negative, Right-Left 
Position and possibly also Market Economy should correlate positively with greater positive returns, 
and greater value of Labor Groups: Positive should possibly correlate negatively with greater 
positive returns. Under the null hypothesis the monthly stock market returns are completely 
uncorrelated with the political variables, i.e. ßn = 0 in the regression. The regression results are 
shown in the below tables in percentage terms, with beta estimates primarily in the table and the t 
values below them, respectively.  

Table 4. Macroeconomic policies and monthly returns of the entire equal-weighted stock 
market portfolio, i.e. regression (1) – (3)  

  Jul 31st, 1926 - Dec 31st, 2019   Jul 31st, 1926 - Dec 29th, 1972   Jan 31st, 1973 - Dec 31st, 2019 

  TREW 
TREW - 

RF 
TREW - 

INF 
  TREW 

TREW - 
RF 

TREW - 
INF 

  TREW 
TREW - 

RF 
TREW - 

INF 

(Intercept) 1,397 % 0,763 % 0,871 %   1,797 % 1,557 % 1,330 %   1,953 % 1,216 % 1,195 % 
  1,907 1,040 1,188   1,020 0,883 0,753   2,446 1,516 1,497 

ProtectNeg 0,883 % 0,901 % 0,953 %   1,228 % 1,241 % 1,287 %   0,420 % 0,379 % 0,412 % 
  3,284 3,345 3,538   2,974 3,004 3,108   1,149 1,032 1,129 

LabGrPos 0,218 % -0,213 % -0,214 %   -0,251 % -0,279 % 0,247 %   -0,262 % -0,225 % -0,247 % 
  -2,497 -2,430 -2,449   -1,608 -1,792 -1,583   -2,049 -1,750 -1,943 

RightLeft -0,036 % -0,004 % -0,038 %   0,004 % 0,004 % 0,020 %   -0,037 % -0,028 % -0,028 % 
  -2,345 -2,536 -2,470   0,649 0,664 0,338   -1,599 -1,187 -1,217 

MarkEcon 0,022 % 0,040 % 0,047 %   -0,009 % -0,008 % -0,035 %   0,017 % -0,005 % 0,011 % 
  0,393 0,714 0,841   -0,723 -0,644 -0,286   0,167 -0,054 0,108 

Welfare 0,009 % 0,029 % 0,003 %   0,147 % 0,176 % 0,104 %   -0,025 % 0,020 % 0,024 % 
  -0,132 0,396 0,036   1,064 1,274 0,746   -0,267 0,216 0,260 

Residual 
Standard 

Error 
0,07093 0,07106 0,07102   0,08416 0,08419 0,08436   0,05486 0,05509 0,05483 

Number of 
observations 

1122 1122 1122   558 558 558   564 564 564 

Multiple R^2 0,01544 0,01617 0,01680   0,02320 0,02515 0,02456   0,01161 0,00923 0,00951 
Adjusted R^2 0,01103 0,01176 0,01239   0,01435 0,01632 0,01573   0,00275 0,00035 0,00064 
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The table above provides some interesting observations about the development of the equal-
weighted portfolio through the decades. On the row with the expected returns without any political 
variables I see that even though the nominal returns have increased, the excess returns and inflation-
adjusted returns have not quite kept up with the pace.  

My hypothesis about Protectionism: Negative correlating positively with greater returns seems to 
hold. On the entire sample, promoting that policy by one unit seems to add almost one percent to 
the expected monthly return on all measures, especially within excess and real returns. A similar 
trend continues when I inspect only the earlier sample with even greater expected monthly returns. 
These results are statistically significant by a wide margin. On the later sample the additional return 
(beta) of negativity towards protectionism seems to produce more moderate returns, which are not 
even statistically significant. I still find it justified to expect more positive than negative influence 
from that sample as well.  

On the entire sample, presidential positivity towards unions seems to produce a statistically 
significant effect on monthly returns, however positive on the return as a whole and negative on 
excess and real return. The situation is reversed within the earlier sample, however that result is not 
statistically significant. The more recent sample, in turn, shows negative influence for positivity 
towards unions on all measures, even though not statistically significantly. Out of this I may draw a 
conclusion that positivity towards unions might actually increase the nominal returns but also 
inflation and the risk-free rate, causing real and excess returns to actually decrease.  

The Right-left Position variable seems to slightly deduct the expected returns on the entire sample 
while showing statistically significant results thereof. Interestingly, the beta of the variable seems to 
be positive on the older sample and negative on the more recent one. However, neither of these 
results are statistically significant. The trend still holds with the “Democratic premium” found by 
Santa-Clara & Valkanov (2003) and Hensel & Ziemba (1995). Especially the small cap premium 
found by Hensel & Ziemba probably holds thoroughly with this equal-weighted portfolio. The 
results can also be interpreted in a way that the markets expect more right-leaning presidencies to 
better correlate with greater returns as suggested by Alesina (1987) and then as the actual change 
remains more moderate, this is seen as a “disappointment” within the markets and the participants’ 
expectations, resulting in relative losses.  

Quite contrarily promoting market economy seems to produce slightly positive additional expected 
return on the entire sample, while its beta remains negative on the older sample and positive on the 
newer one. This result is not even distantly statistically significant, but it is still interesting to see 
even a slight hint in this direction in the results as Market Economy and Right-left Position are quite 
correlated as variables, both quantitatively in historic data as well as conceptually in ideology.  

Promoting the welfare state seems to have very little correlation with the stock returns with similarly 
less statistical significance, which does not make for a surprise.  

Below is enclosed an equivalent table for the value-weighted stock market portfolio.  
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Table 5. Macroeconomic policies and monthly returns of the entire value-weighted stock 
market portfolio, i.e. regression (4) – (6)  

  Jul 31st, 1926 - Dec 31st, 2019   
Jul 31st, 1926 - Dec 29th, 

1972 
  

Jan 31st, 1973 - Dec 31st, 
2019 

  TRVW 
TRVW -

RF 
TRVW - 

INF 
  TRVW 

TRVW - 
RF 

TRVW - 
INF 

  TRVW 
TRVW - 

RF 
TRVW - 

INF 
(Intercept) 0,517 % -0,117 % -0,009 %   1,415 % 1,175 % 0,948 %   0,316 % -0,422 % -0,443 % 

  0,943 -0,213 -0,016   1,122 0,932 0,751   0,629 -0,643 -0,676 

ProtectNeg 0,437 % 0,455 % 0,506 %   0,639 % 0,651 % 0,697 %   0,045 % 0,003 % 0,037 % 

  2,170 2,258 2,514   2,162 2,204 2,356   0,882 0,011 0,124 

LabGrPos -0,094 % -0,089 % -0,090 %   -0,140 % -0,169 % -0,137 %   -0,150 % -0,112 % -0,135 % 

  -1,435 -1,351 -1,374   -1,258 -1,516 -1,226   0,154 -1,070 -1,286 

RightLeft -0,012 % -0,015 % -0,014 %   0,051 % 0,052 % 0,033 %   -0,032 % -0,022 % -0,023 % 

  -1,044 -1,303 -1,214   1,213 1,235 0,779   0,095 -1,175 -1,207 

MarkEcon 0,004 % 0,054 % 0,061 %   -0,077 % -0,067 % -0,024 %   0,140 % 0,118 % 0,134 % 

  0,851 1,280 1,449   -0,878 -0,768 -0,268   0,088 1,434 1,635 

Welfare 0,041 % 0,079 % 0,053 %   0,124 % 0,153 % 0,080 %   0,111 % 0,156 % 0,160 % 

  0,760 1,464 0,983   1,248 1,543 0,805   0,1455 2,043 2,100 

Residual 
Standard 

Error 
0,05309 0,05314 0,05313   0,06021 0,0602 0,06028   0,04494 0,04505 0,04496 

Number of 
observations 

1122 1122 1122   558 558 558   564 564 564 

Multiple 
R^2 

0,00650 0,00844 0,00883   0,01426 0,01670 0,01557   0,007832 0,00876 0,00973 

Adjusted 
R^2 

0,002047 0,00400 0,00439   0,005332 0,00779 0,00665   -0,00106 -0,00012 0,00085 

 

Looking at the expected monthly value-weighted stock market portfolio returns with zero political 
influence of these variables (Intercept row; obviously completely theoretical situation, since every 
month a president has held the oval office, and during all history that president has had his/his party’s 
political manifesto as ideological guidance) I notice that they are remarkably smaller than those of 
the equal-weighted stock market portfolio. As a matter of fact, the Intercept monthly returns of the 
value-weighted portfolio are negative in their excess and inflation-adjusted terms within the entire 
sample as well as the more recent subsample. One explanation for this is the fact that during the last 
decades many firms with top market values have either filed bankruptcy or remarkably shrunk in size, 
which has diminished the value-weighted portfolio returns during the more recent sample. This 
phenomenon has accelerated lately due to quick development in technology and the surging market 
values of e.g. the FAANG stocks (Facebook, Apple, Amazon, Netflix, and Alphabet), while at the 
same time, many giants past their heyday have fallen back. Moreover, many firms that have rocketed 
in value and therefore gained remarkable weight in this portfolio have also gone down at least as 
quickly, e.g. in the 1990s dotcom bubble, causing major losses to value-weighted portfolios at times.  

The negative presidential approach towards protectionism has a positive correlation with monthly 
returns throughout the sample. Within the entire sample and the earlier subsample the results are also 
statistically significant. This is not the case within the more recent sample. According to the political 
dataset (Volkens et al. 2020) this could partially stem from the fact that the ongoing term of Donald 
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Trump has followed far more protectionist-leaning policies than practically any of the previous ones 
within the more recent sample, while still witnessing historic stock market return and all-time highs 
in stock indexes. However, the later sample in general seems to correlate quite weakly with these 
political variables, as shown by the R2 values and standard errors as well. These variables are weaker 
in explaining the returns within the more recent sample in general, but especially those of the value-
weighted portfolio. In the light of this, I can draw a conclusion that the liabilities of foreign trade 
policies affecting the stock market might have drastically changed – and the process may be still 
ongoing.  

Presidential positivity towards unions seems to have a smaller and less significant influence within 
the value-weighted portfolio returns, throughout all time period samples and notions of return. This 
is somewhat surprising, since one could intuitively believe that more highly valued, bigger firms that 
usually have more employees, would be more vulnerable to abrupt restrictive changes in e.g. labor 
agreements or legislation. However, the value of many highly valued firms does not lie in their 
operations or balance sheet per se, but in their unique human capital and innovations. Thus, unions 
and labor legislations should not form an obstacle in their path in a great extent.  

Right-Left Position and Market Economy are two variables that show quite little influence on the 
returns of the value-weighted market portfolio. However, the influence of the Right-Left Position 
seems to be more left-favoring, which would support the “Democratic Premium” found by Santa-
Clara & Valkanov (2003) and Hensel & Ziemba (1995).  

The beta effect of presidentially promoting welfare (state) is something I find the greatest of a surprise 
within these regressions. Even though the influence seems minor through all time samples, on the 
excess and real returns of the more recent subsample the influence is statistically significant, and 
therefore seems to be a correlation. This of course does not mean causation and the effect needs to be 
investigated more before drawing further conclusions, as the possible effect itself also remains quite 
incremental.  

B. Macroeconomic policies and monthly stock market volatility 

To examine my second research question, I run the following regressions of the macroeconomic 
policies on the short-term (monthly) stock market volatility. The monthly volatility is calculated from 
the daily return data of both equal- and value-weighted portfolios. The data are collected from the 
CRSP database through the Wharton University of Pennsylvania Research Data Services (Wharton 
Research Data Services (2) 2020). To research to potential influence these five political variables 
might have on monthly volatility, I run the following regressions:  

(7) TREWVOLt = α + ß1ProtectNegt + ß2LabGrPost + ß3RightLeftt + ß4MarkEcont + ß5Welfaret 
(8) TRVWVOLt = α + ß1ProtectNegt + ß2LabGrPost + ß3RightLeftt + ß4MarkEcont + ß5Welfaret 

The abbreviations and the variables they denote to are introduced in the 3rd chapter, “Data & 
Methods”.  

In the light of the existing academic literature I am able to make only one strong hypothesis: greater 
values of Right-Left Position should correlate positively with greater volatility (see e.g. the findings 
of Santa-Clara & Valkanov 2003, Leblang & Mukherjee 2005). Their finding of Republican 
presidencies correlating with higher volatility should be applicable thereof since the Republican 
party has constantly been more right-leaning. Under the null hypothesis the monthly volatility of the 
daily stock market returns are completely uncorrelated with the political variables, i.e. ßn = 0 in the 
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regression. The regression results are shown in the below table in percentage terms, with beta 
estimates primarily in the table and the t values below them, respectively.  

Table 6. Macroeconomic policies and the monthly volatility of daily returns of both equal- and 
value-weighted stock market portfolios i.e. regressions (7) – (8) 

  
Jul 31st, 1926 - Dec 31st, 

2019 
  

Jul 31st, 1926 - Dec 29th, 
1972 

  
Jan 31st, 1973 - Dec 31st, 

2019 
  TREWVOL TRVWVOL   TREWVOL TRVWVOL   TREWVOL TRVWVOL 

(Intercept) 0,021 % 0,027 %   0,013 % 0,019 %   0,025 % 0,030 % 

  11,025 14,853   2,863 4,971   13,375 13,936 

ProtectNeg 0,001 % 0,001 %   0,002 % 0,0001 %   -0,001 % 0,001 % 

  1,989 1,576   1,997 0,152   -1,110 1,039 

LabGrPos -0,001 % -0,001 %   -0,001 % -0,001 %   0,001 % 0,001 % 

  -3,092 -4,169   -1,710 -2,650   3,677 3,220 

RightLeft -0,0003 % -0,0001 %   -0,001 % -0,001 %   0,0003 % 0,0003 % 

  -7,114 -2,855   -6,200 -6,226   6,041 5,592 

MarkEcon 0,001 % 0,001 %   0,002 % 0,002 %   -0,002 % -0,002 % 

  6,942 4,398   8,148 8,315   -7,295 -6,195 

Welfare 0,0001 % -0,0002 %   -0,001 % -0,002 %   -0,0004 % -0,001 % 

  0,288 -1,306   -2,95 -5,252   -1,902 -2,746 

Residual 
Standard 

Error 
0,00018 0,00018   0,0002104 0,000185   0,0001295 0,0001456 

Number of 
observations 

1122 1122   558 558   564 564 

Multiple 
R^2 

0,06252 0,03365   0,14610 0,17180   0,09781 0,07078 

Adjusted 
R^2 

0,05832 0,02932   0,13840 0,16420   0,08972 0,06245 

 

Looking at the correlations these political variables it can be said already at the first glance that quite 
many of these correlations are statistically notably significant, even if minor by quantity. Therefore 
these correlations are likely to actually be a sign of connections. Perhaps surprisingly, Protectionism: 
Negative, which seems to be perhaps the strongest political variable in explaining returns, seems to 
have a very little and insignificant effect of monthly volatility.  

The influence of positivity towards unions is mostly significant but very small by quantity, and 
therefore bold conclusions cannot be drawn thereof. The effect of right-leaning policies seems to be 
slightly negative within the earlier sample and then a slightly more positive within the more recent 
one. The greater volatility under right-leaning terms, which is also known to existing literature, seems 
have begun manifesting itself thoroughly during the more recent decades.  

Interestingly the correlation of market economy and monthly volatility seems to have turned from 
positive to negative, moving from the earlier subsample to the newer one. The effect is relatively 
large and by far statistically significant, but not quite surprising – it is somewhat intuitive to expect 
the government staying away from disturbing the market economy to “calm down” changes in asset 
prices and returns. The effects of presidentially promoting welfare (state) seem to be very limited and 



14 
 

not significant throughout the samples, so practically the only conclusion to be drawn thereof is that 
if an effect exists, it is most likely negative.  

C. Macroeconomic policies and monthly inflation rate 

As I hold the monthly inflation rate in order to define the inflation-adjusted stock market portfolio 
returns, I am also granted an opportunity to use it in testing the correlation these five political 
macroeconomic variables might have on the inflation. To do so, I run the following regression:  

(9) INFt = α + ß1ProtectNegt + ß2LabGrPost + ß3RightLeftt + ß4MarkEcont + ß5Welfaret 

The abbreviations and the variables they denote to are introduced in the 3rd chapter, “Data & 
Methods”.  

In the light of the existing academic literature I am able to make the following hypothesis: greater 
values of “left-leaning” i.e. less of partisan political variables and smaller values of “right-leaning” 
i.e. more of partisan should correlate positively with greater levels of monthly inflation. 
Protectionism: Negative is not particularly relevant on the partisanship spectrum, Labor Groups: 
Positive can be considered left-leaning, Right-Left Position is obviously right-leaning (given that 
greater levels are more on the right), Market Economy is right-leaning, and Welfare left-leaning. This 
hypothesis is based on the Partisan Theory as found by Hibbs (1977).  

Under the null hypothesis the monthly volatility of the daily stock market returns are completely 
uncorrelated with the political variables, i.e. ßn = 0 in the regression. The regression results are shown 
in the below table in percentage terms, with beta estimates primarily in the table and the t values 
below them, respectively.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



15 
 

Table 7. Macroeconomic policies and the monthly inflation rate i.e. regression (9) 

  
Jul 31st, 1926 - Dec 31st, 
2019 

  
Jul 31st, 1926 - Dec 29th, 
1972 

  
Jan 31st, 1973 - Dec 31st, 
2019 

  INF   INF   INF 

(Intercept) 0,526 %   0,467 %   0,759 % 

  16,746   6,958   31,720 

ProtectNeg -0,07 %   -0,006 %   0,008 % 

  -6,035   -3,706   0,691 

LabGrPos -0,004 %   -0,003 %   -0,015 % 

  -1,052   -0,570   -3,871 

RightLeft 0,002 %   0,018 %   -0,009 % 

  2,978   8,142   -12,753 

MarkEcon -0,025 %   -0,053 %   0,006 % 

  -10,459   -11,463   1,973 

Welfare -0,012 %   0,044 %   -0,049 % 

  -3,898   8,299   -17,584 

Residual 
Standard 

Error 
0,00304   0,003205   0,001643 

Number of 
observations 

1122   558   564 

Multiple R^2 0,13100   0,27880   0,5316 

Adjusted R^2 0,1272   0,27220   0,52740 

 

Going through the potential influence these macroeconomic political variables may have on inflation, 
the regression table can be said to show some interesting results. For instance, within the entire sample 
as well as the earlier subsample the variable Protectionism: Negative seems to have a significant 
negative correlation with the inflation rate. Within the more recent subsample the correlation is 
positive, but not even close to being statistically significant. Therefore, this result could be interpreted 
stating that a presidential negative approach has historically had a negative correlation with inflation 
rate, but it has diluted or is diluting over time.  

Labor Groups: Positive is contrarily a variable that seems to have developed a greater and a 
remarkably more significant correlation with lower inflation over time. However, as it is with all 
subsamples, these changes need to be interpreted prudently due to relatively small samples.  

On the entire sample, right-leaning (partisan; higher values on the Right-Left Position variable) seem 
to correlate positively with higher inflation. This is also the case with the earlier subsample, but the 
trend seems to turn around with the newer. Therefore, with these data and methods, the Partisan 
Theory (Hibbs 1977) does not seem to begin manifesting itself as it should until the recent decades, 
contrarily to what Hibbs found.  

Promoting market economy seems to have a significant negative correlation with inflation through 
the entire sample and the first subsample. Coming to the newer one, this variable gets a positive 
correlation but simultaneously vastly loses its explaining power on inflation, remaining only just 
statistically significant. It might be that the correlation reversed over time, but surely it has weakened.   
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The influence of presidentially promoting welfare (state) is interesting. Within the first subsample, it 
seems to have a major positive correlation with inflation rate with a robust significance. However, 
the correlation is almost exactly numerically equal, except now negative – with an even greater 
correlation. I remain prudent in making causation assumptions over promoting welfare state and 
witnessing higher inflation, but correlation can quite firmly be said to exist – and to have turned quite 
the opposite over time.  

D. Factors of the data potentially leading to spurious results 

In this section I discuss some historic and technical factors to consider when analyzing the 
robustness and credibility of my findings presented above.  

- The long reigns of certain presidents, parties, and policies:  
Within this relatively small time-series dataset with only 24 different electoral manifests to 
analyze, it is certain that some long reigns will control major parts of e.g. partial subsamples. 
For instance, Franklin D. Roosevelt and one of his vice presidents Harry S. Truman held the 
office for 20 consecutive years from 1933 until 1953 (Truman for four years as elected 
president). That equals over 43% of the earlier subsample examined in this paper. Even though 
their views on the five macroeconomic policies did somewhat change over this period of time, 
these kind of longer reigns certainly weaken the explaining capabilities of the political factors 
as they are left short on comparable variables.  
 

- Timing of the effect of these policies, e.g. expectations and lagging influence:  
Every stock that being traded on the market gets its market value based on the valuations all the 
stock market participants, i.e. investors believe are correct. These valuations are based on the 
expected upcoming cash flows of the company behind the stock. Because this is virtually all 
about upcoming events, elections usually have an effect on the stock prices before the actual 
election date as investors discount the expected policies and their influences – especially, if the 
election is somewhat clear to be won by a certain candidate early on.  
 
If the actual post-election effect is smaller or even opposite to the expectation due to unexpected 
election result or some other influence, market can “correct” itself after the inauguration of the 
new president and their policies. This will obviously cause some unnatural stock price movement 
which may confuse these findings. This phenomenon is not researched in this paper and could 
certainly make for a reasonable subject to future research.  
 
Another potential factor causing spuriousness is the fact that some effects of certain political 
variables might manifest themselves with a lag. For instance, the dotcom-bubble could have 
burst a year or two earlier or later, for reasons out of presidential or government control – laying 
the losses completely either on the second term of Bill Clinton or the first one of George W. 
Bush. The development leading to the inevitable bubble was still formed practically under 
Clinton’s reign. Similarly, the Pearl Harbor Attack could have happened under any presidency 
with any macroeconomic policies, but now Franklin D. Roosevelt gets to carry the burden of 
stock market losses and risen volatility.  
 
Neither is this phenomenon researched in this paper, however, the relatively large sample 
neglects these kind of one-off effects as just noisy deviation. Still, these effects also make for a 
reasonable subject for future research.  
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E. The changes in the macroeconomic views of the two parties  

One of the key motivators for me to choose this subject for this paper was the fact that while many 
scholars such as Hensel & Siemba (1995) and Santa-Clara & Valkanov (2003) have laudably 
researched the effects republican and democratic administrations have had on the stock market returns 
and volatility, they have mostly ignored the ways the macroeconomic views of these parties have 
changed over years and decades. That was an aspect I wanted to widen the scope of academic 
literature with by taking it into account together with the aspect of the two parties as such. One of the 
key reasons to so was the fact that in a country with only two major parties, they both gather people 
from widely varied ideological backgrounds, and the extent in which they hold the decisive seats 
within their party varies over time, which obviously modifies the policies and manifests of the party 
(e.g. Flanders 1952, Galston 1985, Merry 2016).   

To define the changes that have taken place within the views of the two parties, I construct party-
specific data summary tables for all of the time series samples from the political dataset by Volkens 
et al. (2020).  

The abbreviations and the variables they denote to are introduced in the 3rd chapter, “Data & 
Methods”.  

Table 8. Summary of the political data; mean, median, and standard deviation (Democratic 
Party) 

  Jul 31st, 1926 - Dec 31st, 2019   Jul 31st, 1926 - Dec 29th, 1972   Jan 31st, 1973 - Dec 31st, 2019 
  Mean  Median St. Dev   Mean  Median St. Dev   Mean Median St. Dev 
ProtectNeg 0,98888 0,80350 0,91382   1,34767 1,30000 1,00212   0,63008 0,28450 0,63908 
LabGrPos 4,26879 3,51900 3,39174   4,74400 4,47200 2,41792   3,79358 2,46000 4,08777 
RightLeft -10,06063 -13,59550 10,80417   -14,04367 -15,47300 5,97513   -6,07758 -6,72100 12,88521 
MarkEcon 2,88092 1,85000 3,07592   4,27833 2,53100 3,71885   1,48350 1,00500 1,08959 

Welfare 9,29408 9,06800 4,50333   7,41250 7,35450 2,61115   11,17567 11,49300 5,16344 

 

Table 9. Summary of the political data; minimum and maximum values (Democratic Party) 

  Jul 31st, 1926 - Dec 31st, 2019   Jul 31st, 1926 - Dec 29th, 1972   Jan 31st, 1973 - Dec 31st, 2019 

  Max Min   Max Min   Max Min 

ProtectNeg 3,226 0   3,226 0   1,903 0 

LabGrPos 16,2 0   8,163 0   16,2 0 

RightLeft 12,5 -23   -1,075 -23   12,5 -21,2 

MarkEcon 11,565 0,3   11,565 0,4   4,2 0,3 

Welfare 24,748 3,226   11,443 3,226   24,748 4,2 
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Table 10. Summary of the political data; mean, median, and standard deviation (Republican 
Party) 

  Jul 31st, 1926 - Dec 31st, 2019  Jul 31st, 1926 - Dec 29th, 1972   Jan 31st, 1973 - Dec 31st, 2019 

  Mean  Median St. Dev   Mean  Median St. Dev   Mean Median St. Dev 

ProtectNeg 0,57488 0,48550 0,50596   0,37275 0,35100 0,32597   0,77700 0,83650 0,56924 

LabGrPos 3,74188 3,13750 2,80304   5,28558 4,02950 2,66512   2,19817 1,49750 1,96090 

RightLeft 13,52325 17,22400 14,78344   2,66325 0,11650 10,07450   24,38325 26,93000 9,98625 

MarkEcon 8,28246 7,97700 3,80723   9,69250 9,73050 3,80305   6,87242 5,70000 3,24813 

Welfare 4,00046 3,78700 1,76372   3,76817 3,49650 1,61846   4,23275 3,98700 1,86924 

 

Table 11. Summary of the political data; minimum and maximum values (Republican Party) 

  Jul 31st, 1926 - Dec 31st, 2019   
Jul 31st, 1926 - Dec 29th, 

1972 
  

Jan 31st, 1973 - Dec 31st, 
2019 

  Max Min   Max Min   Max Min 

ProtectNeg 1,922 0   1 0   1,922 0 

LabGrPos 11,2 0,058   11,2 2,222   7,2 0,058 

RightLeft 33,6 -9,5   20,8 -9,5   33,6 0,7 

MarkEcon 16,4 1,787   16,4 3,8   13,2 1,787 

Welfare 7,98 1,4   6,218 1,4   7,98 1,5 

 

Looking at these tables, it can be said that views on these five policies certainly have changed within 
both parties. For instance, the Democratic party has begun to promote reinforcing the welfare state 
more strongly, and while it has moved rightwards on the right-left spectrum, questioning market 
economy has become more common and the deviation of views on that matter has simultaneously 
diminished. Its approach towards unions has become less favorable just like within the entire 
American society as well (e.g. Cornfield & Kim 1994, Dekker & van der Veen 2015). Perhaps 
surprisingly the party has taken a less negative stance on protectionism.  

The Republican party, in turn, has also taken a slightly more positive view on the welfare state. 
Interestingly the republican party has between these two subsamples deduced its positivity towards 
market economy by about three units, which is similar to the change gone through by the democratic 
party. Obviously, the change of the democratic party is vastly larger in relative terms since their 
traditional stance has been remarkably lower. When it comes to positioning on the right-left spectrum, 
it could be said that the republicans have certainly found themselves as a proper right-wing party 
during the second subsample. Positivity towards unions among republicans has followed the common 
trend but at a rate even stronger than that of the Democratic party, and actually overtaken their rival 
in this development. An interesting factor is also that unlike democrats, republicans have become 
more negative towards protectionism coming to the second subsample. This might seem peculiar 
given the protectionist talks of their latest president Donald Trump (e.g. BBC News 2019), but 
according to the dataset, Trump can be said to have turned around the recent development around this 
matter within the party.  

In the light of the changes the two US major parties have gone through over the past decades in their 
approaches to these five political variables, I believe this kind of empirical stock market research 
paper fills a gap between the papers examining the stock market influences of the two parties and 
political science papers examining the development of the policies of these parties. Particularly so, 
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when we see these parties even having swapped sides with each other on certain political matters over 
the years. From the above political data summaries can still be seen that the general trends in US have 
not changed in a way that would remarkably dilute the effect of the political variables on financial 
ones.   

 
5. Conclusion 

 

Firstly, in the light of the nominal, excess and real returns of the equal-weighted stock market 
portfolio, I argue based on my research that there does not seem to be clear evidence that the 
traditional Partisan Theory by Hibbs (1977) suggesting that right-leaning regimes should affect the 
stock market positively has been legitimate in the United States during the examined time period. 
Although during the earlier subsample right-leaning policies managed to have a minor positive 
correlation with the market, this finding was not statistically significant. The historic returns of the 
value-weighted portfolio express an exactly similar trend, except that none of those values are 
statistically significant. Therefore, I believe there is no substantial correlation between the 
partisanship, i.e. tendency to lean rightwards, and the stock market returns. Based on these results, I 
would not draw a conclusion about the existence of any left-leaning premium however, as these 
relatively minor differences might stem from sudden market crashes, lagging effects of more left-
leaning policies et cetera.  

Secondly, I could conclude the constant positive correlation between the political variable 
Protectionism: Negative and greater stock market portfolio returns is the most important empirical 
finding of this paper. This correlation is numerically remarkable and robust throughout both 
portfolios, the entire sample and both subsamples. Moreover, these results are statistically significant 
within the entire sample and the first subsample, however not within the latter subsample. Within the 
latter subsample the effect of Protectionism: Negative is also quantitatively lower. While the 
Democratic Party has become less negative towards protectionism over time, the Republican Party 
has moved in the opposite direction, swapping sides with the Democrats over this issue. Therefore, 
this correlation cannot be reset by common trends in US politics. Overall, I could argue that 
presidential negativity towards protectionism has a historical correlation with higher stock market 
returns, even though the connection might be on its way to inexistence.  

The correlation between promoting market economy, welfare (state) and positivity towards unions 
have only either marginal or statistically insignificant correlations with stock market returns.    

Thirdly, more right-leaning policies seem to have had a negative effect on the stock market volatility 
earlier in the past, but it has then turned in the opposite direction and diluted over decades. This way, 
it has begun to be more firmly in line with the findings of e.g. Santa-Clara & Valkanov (2003) who 
argued that republican (historically clearly more right-leaning) presidencies have witnessed higher 
levels of stock market volatility.  

Fourthly, presidential positivity towards unions interestingly has exactly same correlations with the 
volatility of the equal-weighted portfolio and that of the value-weighted portfolio on within all time 
period samples. All results except the correlation with the volatility of the equal-weighted portfolio 
are statistically significant, although not robust between the two subsamples – and this might be a 
sign of a trend of that effect turning from negative to positive over decades. The trend is similar except 
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opposite with promoting market economy, over which it could be interpreted that markets have begun 
to “appreciate” market economy -supporting policies on the cost of positivity towards labor unions.  

The correlations between the stock market volatility and promoting welfare (state) and negativity 
towards protectionism are marginal and mostly statistically insignificant.  

Fifthly, the effect these political variables may have on the inflation rate remains puzzling. Almost 
every regression result thereof is statistically significant by a large margin, but Labor Groups: Positive 
is the only one that can be considered robust across the entire sample and the two subsamples – while 
being the only variable with no statistically significant correlation within the entire sample. Therefore, 
it remains difficult to draw specific conclusions from these regression results – except that the view 
Hibbs (1977, 1992) had about the connection of right-leaning policies and lower inflation does not 
seem to have begun to apply within this dataset until the beginning of the second subsample. 
Therefore, the Partisan Theory needs to be critically contemplated when making assumptions on the 
inflation and e.g. election results.   

As my sixth finding I propose that the views of the two parties have significantly changed over time 
and on some political matters they have even swapped sides with each other. This is a strong motivator 
for the subject of this paper and its methodology. The overall political trends still have not changed 
in a way that would remarkably deduct the credibility of these results.  

Shortly, the six main findings of this paper are:  

1. Empirical evidence from the US ranging from 1926 - 2019 does not support the Traditional 
Partisan Theory in terms of stock market returns.  

2. Historically, presidential negativity towards protectionism has benefited the stock market 
performance.  

3. Historic tradition of right-leaning policies correlating with lower volatility has turned the 
opposite during the last decades.  

4. Unlike in the past, promoting market economy is seen to reduce volatility in the modern times; 
positive approach towards unions has gone through an opposite development.  

5. When it comes to inflation, the Traditional Partisan Theory seems to have begun to hold only 
after the era of its creation.  

6. The political views of both major US parties have remarkably changed over decades, which 
is interesting as such and makes this paper more necessary within the academic field.   

For future research around these themes I propose the following ideas:  

1. Replicating the study in a different country: unlike party dummies, these and similar variables 
can be taken to almost any other country that has seen some changes in its macroeconomic 
policies over time.  

2. Selecting different portfolios: it would make for an intriguing study to pick stocks from some 
certain industries and research their performance related to politics, or, for instance, to follow 
a small cap-portfolio and to select governmental small business support as one of the political 
variables.  

3. Selecting different portfolios: in this paper I concentrated on macroeconomic policies, but 
quite certainly also other fields of politics (e.g. climate regulation, social security, military 
spending and operations etc.) have their effect on the stock market.  

4. Forward- and backward-looking regressions: I did not perform regressions on the expectations 
election results or even the publications of electoral manifests have caused within the stock 
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market, or the effects different policies might cause on the stock market after their reigning 
presidency has ended. This kind of expansion of scope could provide some intriguing insights.  
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7. Appendices 
 

Appendix 1. Complete list of the examined political macroeconomic variables and the number 
of their zero datapoints, July 1926 – December 2019 

Variable Number of zero datapoints 

Free market economy 0 

Market regulation  96 

Corporatism/mixed economy  852 

Protectionism: positive  528 

Protectionism: negative  276 

Keynesian demand management  1074 

Controlled Economy  750 

Welfare State Expansion  0 

Welfare State Limitation  612 

Labor Groups: positive  48 

Labor Groups: negative  804 

Right-left position 0 

Planned economy 48 

Market economy 0 

Welfare 0 
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Appendix 2. Political views of both major parties on the five selected political variables 

Election-winning party bolded. 

Election Party name Candidate ProtectNeg LaborGrPos RightLeft MarkEcon Welfare 

1920 
Democratic 

Party 
James M. Cox 0,413 7,438 -9,917 10,331 2,066 

1920 
Republican 

Party 
Warren Harding 0 2,92 13,869 9,124 5,839 

1924 
Democratic 

Party 
John W. Davis 2,941 4,044 -8,824 2,574 8,088 

1924 
Republican 

Party 
Calvin Coolidge 0 3,817 -4,962 12,595 1,908 

1928 
Democratic 

Party 
Al Smith 0,727 7,636 -13,091 9,818 6,909 

1928 
Republican 

Party 
Herbert Hoover 0 4,242 -4,848 9,091 2,121 

1932 
Democratic 

Party 
Franklin D. 
Roosevelt 

3,226 2,151 -1,075 9,677 3,226 

1932 
Republican 

Party 
Herbert Hoover 0,256 3,59 -7,179 7,949 5,897 

1936 
Democratic 

Party 
Franklin D. 
Roosevelt 

0,68 8,163 -15,646 11,565 10,884 

1936 
Republican 

Party 
Alf Landon 0 3,109 1,036 11,917 6,218 

1940 
Democratic 

Party 
Franklin D. 
Roosevelt 

0 6,202 -15,891 2,713 10,078 

1940 
Republican 

Party 
Wendell Wilkie 0,515 3,608 14,948 15,464 3,093 

1944 
Democratic 

Party 
Franklin D. 
Roosevelt 

0 2,752 -10,092 5,505 6,422 

1944 
Republican 

Party 
Thomas Dewey 0,402 9,639 -0,803 6,024 4,418 

1948 
Democratic 

Party 
Harry S. Truman 0,498 3,98 -18,905 2,488 11,443 

1948 
Republican 

Party 
Thomas Dewey 0 2,222 6,667 10,37 2,963 

1952 
Democratic 

Party 
Adlai Stevenson 1,9 3 -23 1,8 9,5 

1952 
Republican 

Party 
Dwight. D. 
Eisenhower 

1 6,6 19,5 16,4 5,3 

1956 
Democratic 

Party 
Adlai Stevenson 1,3 4,9 -15,3 0,4 7,8 

1956 
Republican 

Party 
Dwight. D. 
Eisenhower 

0,8 5,8 -5,3 5,4 3,9 

1960 
Democratic 

Party 
John F. Kennedy 1,3 7,1 -19,1 1,9 5,7 

1960 
Republican 

Party 
Richard Nixon 0,6 6,5 -9,5 6,5 5,6 

1964 
Democratic 

Party 
Lyndon B. Johnson 1,6 7 -20,1 1,2 5,5 

1964 
Republican 

Party 
Barry Goldwater 0,3 3,1 20,8 10,8 1,4 

1968 
Democratic 

Party 
Hubert Humphrey 2 0 -7,5 1,7 3,4 
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1968 
Republican 

Party 
Richard Nixon 0,6 11,2 1,6 3,8 2,4 

1972 
Democratic 

Party 
George McGovern 1,4 16,2 -21 0,3 4,2 

1972 
Republican 

Party 
Richard Nixon 0,7 7,2 0,7 5,5 2,8 

1976 
Democratic 

Party 
Jimmy Carter 0,3 0 -19,8 0,3 4,8 

1976 
Republican 

Party 
Gerald Ford 0,3 4,8 6,6 9,6 1,5 

1980 
Democratic 

Party 
Jimmy Carter 0 1,8 -21,2 0,8 12,3 

1980 
Republican 

Party 
Ronald Reagan 1 1 22,4 5,9 2,7 

1984 
Democratic 

Party 
Walter Mondale 0,2 3,1 -14,1 4,2 13,3 

1984 
Republican 

Party 
Ronald Reagan 1,1 2,1 33,6 13,2 2,4 

1988 
Democratic 

Party 
Michael Dukakis 0 1,6 -7 1,1 12,6 

1988 
Republican 

Party 
George H. W. Bush 1,5 0,4 29,4 9,1 4,3 

1992 
Democratic 

Party 
Bill Clinton 0 1,562 12,5 2,604 9,115 

1992 
Republican 

Party 
George H. W. Bush 0,973 0,908 30,415 4,669 2,529 

1996 
Democratic 

Party 
Bill Clinton 1,464 3,266 8,784 1,914 11,712 

1996 
Republican 

Party 
Bob Dole 0 1,07 24,217 5,5 6,188 

2000 
Democratic 

Party 
Al Gore 0,965 3,772 -3,596 2,456 14,298 

2000 
Republican 

Party 
George W. Bush 1,922 0,058 33,314 4,019 5,882 

2004 
Democratic 

Party 
John Kerry 0,88 1,21 8,361 0,88 9,021 

2004 
Republican 

Party 
George W. Bush 0 1,445 25,903 3,835 5,225 

2008 
Democratic 

Party 
Barack Obama 0,18 1,82 11,14 0,91 6,74 

2008 
Republican 

Party 
John McCain 0,298 2,681 25,124 1,787 3,674 

2012 
Democratic 

Party 
Barack Obama 1,903 6,149 -6,442 1,464 11,274 

2012 
Republican 

Party 
Mitt Romney 1,075 3,166 27,957 8,005 5,615 

2016 
Democratic 

Party 
Hillary Clinton 0,269 5,044 -20,578 0,874 24,748 

2016 
Republican 

Party 
Donald Trump 0,456 1,55 32,969 11,354 7,98 

 


