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Washington and the Market: Busting the Gridlock Myth

From a national perspective, the November 2016 elec-
tion cycle has been dominated by two outsized personali-
ties: one a brash outsider, the other a closely guarded in-
sider. The increasingly vituperative parrying between the two
party’s standard-bearers, however, has served to obscure the
equally significant races shaping up for the House and the
Senate.

In the 2014 midterm elections, the Senate joined the
House in switching to majority Republican. With the Presi-
dent suffering from low popularity ratings at the time, the
GOP appeared positioned to potentially take control of all
three executive and legislative chambers – Presidency,
House of Representatives, and Senate – in November 2016.

During primary season, the GOP candidate enlisted
and excited a narrow slice of the electorate, a strategy that
enabled him to pick off 16 contenders one at a time. But
that narrow strategy may have cost the GOP a shot at at-
tracting the broad coalition required to win the White House.

With the President’s popularity now exceeding 50%
and the GOP candidate potentially hurting down-ticket races,
some now speculate that it is the Democrats who could come
away with control of all three branches. But the Democratic
standard-bearer has unpopularity ratings not much differ-
ent from those of the Republican candidate. And the Re-
publican Party itself, sensing that the worsening perception
of its candidate could hurt its Congressional standing, has
swung its focus almost exclusively to Senate and House races
while seeking to cut any (negative) coattails associated with
their own nominee.

WHY PARTY DOMINANCE MATTERS TO INVESTORS
Dominance of Presidency, Senate and House by one party
matters a great deal in terms of ability to set legislative
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agenda while avoiding the Presidential veto. Although Demo-
crats have experienced this dominance for just two years since
the mid-1990s, the President used that brief period of domi-
nance (2009-2010) to push through the initiative – the Af-
fordable Care Act – that will likely define his presidency.

Investors are also attuned to each party’s scorecard in
the three Chambers, but for exactly the opposite reason. The
popular Wall Street wisdom is that the best outcome in Wash-
ington is gridlock, whereby neither party controls all three
chambers. Investors perceive that when one party is domi-
nant (controlling all three), ideology supplants pragmatism
and compromise; expensive and impractical legislation is
passed; and the market suffers the consequences.

Our analysis of S&P 500 performance since 1945 does
not substantiate that widely held perception, however. Our
work suggests that the market has actually outperformed in
years in which one party prevailed. We believe that while
talk of a Washington-Wall Street link is widespread, in fact
the market drivers in any year have more to do with the
economy and earnings than with the various occupants of
the White House and Congress.

WASHINGTON & WALL STREET
BY THE NUMBERS
Please note that as a starting point to our analysis, we ana-
lyze market performance by the years in which the President
and Congress actually served, not the election year. Thus,
for the Eisenhower years, we begin with 1953, when Ike took
office, not 1952, when he was elected.

Since 1980, the S&P 500 has averaged a simple arith-
metic change of 8.2%. This tally does not include dividends;
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including dividends, the average annual change in the S&P
500 since 1945 change is closer to 9.5%.

Over the 1945-2015 span, encompassing 71 years, our
analysis shows 27 years in which one party controlled the Presi-
dency, the House and the Senate. For these 27 years, the aver-
age change in the S&P 500 (excluding dividends) was 10.0%.
We also count 44 years in which either the Democrats or Re-
publicans controlled two of the three. For these 44 years, the
average change in the S&P 500 (excluding dividends) was
7.1%. Given the 290-basis points outperformance in years in
which one party was dominant (3-0), party dominance has not
stood in the way of the stock market; and gridlock is not all it’s
cracked up to be in terms of investment performance.

Compared with today, the S&P 500 before 1980 had rela-
tively low index values; but the change in any given year tended
to be wide. Summing and averaging all the up and down years
from 1945 to 1980, however, the S&P 500 averaged an annual
change of 7.1%, before dividends. From 1981 through 2015,
the S&P 500 averaged an annual change of 9.3%, before divi-
dends.

The FDR years, with their sweeping social programs,
followed by the successful conclusion of World War II, ush-
ered in what is seen as a golden era in the U.S. Beginning in
1945, our enemies (also our chief economic competitors) were
prostrate; the government provided for the indigent for the first
time in history; and the massive suburban migration fueled an
enormous housing and infrastructure boom. Regionally, the
South had not yet repudiated the Democratic Party; and the
White Ethnic working class of the Northeast was also solidly
Democratic. As a result, for most of the period between 1945
and 1980, the Democratic partly either controlled the Presi-
dency, the House and the Senate, or controlled at least two of
the three.

The Reagan years heralded the abandonment of the
Democratic Party by its historical bedrock voters in the North-
east and South. The Reagan years also coincided with the ex-
pansion of the Treasury market and the demise of the tradi-
tional defined benefit pension plan, two events with major con-
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sequences for investing patterns. Since 1980, the GOP has
enjoyed several periods in which it had a 2-to-1 lead over
the Democrats in terms of controlling the Presidency, House
and Senate; it even enjoyed one brief period during the
George W. Bush administration in which it controlled all
three.

How does the market perform in years in which each
of the two parties is dominant (3-0)? Since 1945, the Demo-
crats have enjoyed 23 years in which they controlled the
Presidency, House and Senate; on average, the S&P 500
appreciated 9.5% in those years. The Republicans have ex-
perienced only four years in which they controlled the Presi-
dency, House and Senate; on average, the S&P 500 appreci-
ated 13.0% in those years. Those George W. Bush years of
2003 through 2007 represent the heart of the brief bull mar-
ket book-ended by the Technology implosion on one side
and the housing collapse and great recession on the other.

How does the market perform in years in which each
of the two parties has an advantage (2-1) but neither is domi-
nant? As noted for those 44 years since 1945, the average
change in the S&P 500 was 7.1%, excluding dividends. For
the 26 of those 44 years in which Democrats had a 2-to-1
advantage, the average change in the S&P 500 was 6.1%,
excluding dividends. And for the 18 of those 44 years in
which Republicans had a 2-to-1 advantage, the average
change in the S&P 500 was 8.4%, excluding dividends.

CONCLUSION
Each election cycle has its own nuances, and analysis of
historical events only gets you so far in seeking to forecast
market patterns. We would also caution that, notwithstand-
ing the elevated sense of self-importance emanating from
inside the Beltway, Washington likely ranks fairly low on
the list of market drivers for any year or cycle.

Still, we believe this analysis supports the view that
Washington gridlock is over-rated as a stock-market driver;
and that single-party dominance is not the bane to market
returns that it is popularly assumed to be.

Jim Kelleher, CFA,
Director of Research
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