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by Roger I3, Huang

Common Stock Returns and
Presidential Elections

HAT EQUITY MARKETS are efficient in
I at least the semistrong sense is perhaps
the most widely accepted hypothesis
among financial economists. But it has always
been a point of contention between academics
and practitioners. The evidence from the 1960s
and early 19705 overwhelmingly supported effi-
cency. More recently, however, an impressive
body of “anomalous” data has accumulated.’
One of the more surprising developments has
been the discovery of a number of patterns in
security returns.” These patterns are remarkably
consistent, statistically significant, and suggest
at least the possibility of profitable trading rules.
Although the profitability of such trading rules
has yet to be documented, we seem to be on the
verge of disproving even the weak form of the
Efficient Market Hypothesis. This article pre-
sents some results on the pattern of common
stock returns over the four-year election cycle
and over different administrations,

A Four-Year Cycle

Do common stock returns exhibit a four-year
cycle? Allvine and O'Meill have presented
strong evidence in support of such a phenome-
non over the postwar period.” Table [ summa-
rizes our results. The top portion of Table |
shows for six different (though often overlap-
ping) poriuds the average annual rates of return
on common stocks for each year of the four-year
election cg.'c]zl.‘ The results of formal statistical
tests are somewhat mixed. Nonetheless, the
pattern is hard to ignore.

The bottom portion of Table Il shows com-
bined returns for Years 1 and 2 and Years 3 and
4 of the cycle. The existence of an election cycle
is much more apparent in every one of the six
periods and is fairly strongly corroborated by
standard statistical tests. The difference be-

1. Footnotes appear at end of article.
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tween the two groups is particularly pro-
nounced in the most recent 20-year period, with
the average annual difference exceeding 24 per
cent. In short, our results also support the
notion of political control of the economy. In
deed, such control seems to have grown stron-
ger, and perhaps more deliberate, since 1960.*

Republican vs. Democratic

Administrations

One of the persistent myths of the stock
market is that the market “prefers Republi-
cans.”® The Republican party is traditionally
viewed as the party of business. Historically,
however, higher average returns have been
obtained during Democratic administrations
than during Republican administrations. The
top part of Table Il shows evidence from three
overlapping periods

The middle and bottom portions of Table 1l
address the issue of whether the presidential
election cycle is affected when the sample data
are differentiated along party lines. The results
show that the basic pattern of higher returns in
Years 3 and 4 is present for both political parties
in all the periods considered. Furthermore, the
cycle is more pronounced in more recent peri-
ods, under both Republican and Democratic
administrations

Are the returns obtained under each type of
administration significantly different from one
another? The returns are not significantly differ-
ent for four of the six cases. The exceptions are
the mean returns for Years 1 and 2 for the
period 1961-80 and the mean returns for Years 3
and 4 for the period 1929-80. In both these
cases, Democratic administrations had higher
mean returns.

Cycle-Based Strategies

We used the above results to test the simple
switching strategies listed in Table
al, switching strategies that kept the investor
out of stocks and in Treasury bills during the
and second years of Republican administra

WIARCH-APRIL. 1985 [ 58

8 collabomEng with JSTOR to dighize, preteen, 3

w51 0
5 s )

ICK tO INCrease image Size

Tr CFA Irslifute g g

Log in via your institution

> Access through your institution

Log in to Taylor & Francis Online

> Login

Restore content access

% Restore content access for purchases made as guest



https://www.tandfonline.com/action/ssostart?redirectUri=%2Fdoi%2Fpdf%2F10.2469%2Ffaj.v41.n2.58
https://www.tandfonline.com/action/showRestoreContentAccess

Purchase options * Save for later

PDF download + Online access
e 48 hours access to article PDF & online version

e Article PDF can be downloaded
» Article PDF can be printed

EUR 48.00

Issue Purchase
» 30 days online access to complete issue

e Article PDFs can be downloaded
» Article PDFs can be printed

EUR 175.00 W Add to

cart

* Local tax will be added as applicable

L
Policy Center

Related Research @

People also read Recommended articles Cited by
125


https://www.tandfonline.com/action/saveItem?doi=10.2469/faj.v41.n2.58
https://www.tandfonline.com/action/addToCart?id=SSHAP_N_2014-SSH%20ARTICLE%20PURCHASE%202025%20EURO%20%E2%82%AC-ELECTRONIC-EUR-10.2469/FAJ.V41.N2.58-655088
https://www.tandfonline.com/action/addToCart?id=UFAJPF_ISS_2025-UFAJPF_ISS_2025_Z5-ELECTRONIC-EUR-10.2469/FAJ.V41.N2.58-685650
https://www.tandfonline.com/action/clickThrough?id=112808&url=https%3A%2F%2Frpc.cfainstitute.org%2Fresearch%2Fcelebrating-research-excellence%2F80-years-financial-analysts-journal-anniversary&loc=%2Fdoi%2Fpdf%2F10.2469%2Ffaj.v41.n2.58&pubId=52522828&placeholderId=101378&productId=107039

Information for Open access

Authors Overview

R&D professionals Open journals

Editors Open Select

Librarians Dove Medical Press
Societies F1000Research
Opportunities Help and information
Reprints and e-prints Help and contact
Advertising solutions Newsroom

Accelerated publication All journals

Corporate access solutions Books

Keep up to date

Register to receive personalised research and resources
by email

9 Sign me up
O"M
You N
0
Copyright © 2025 Informa UK Limited Privacy policy Cookies Terms & conditions P Taylor and

Francis Group
Accessibility

Registered in England & Wales No. 01072954
5 Howick Place | London | SW1P 1WG



https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
http://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://bsky.app/profile/tandfresearch.bsky.social
https://www.informa.com/
https://informa.com/privacy-policy/
https://privacy.informa.com/trackers/en/
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/

