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Washington and the Market, Part II

How has the stock market performed in the run-up to
the Presidential election? We looked at perfor-
mance since 1980 on the S&P 500 across a roughly one-
month span from mid-October through mid-November.
Usually, that is a period of average performance on the S&P
500, with a 1.0% change for the year – not atypical for an
average calendar month.

Performance over the mid-October to mid-November
timeframe in election years, however, is erratic and ulti-
mately less than average. Since 1980, in the mid-October to
mid-November periods in Presidential election years, the
S&P 500 has averaged a decline of 0.3%. Like many mar-
ket-performance statistics for Presidential election-related
periods, this performance is heavily influenced by 2008, a
year in which the S&P 500 declined 38%. For the mid-Oc-
tober to mid-November 2008 period alone, the S&P 500
declined 7.8%. The S&P 500 also declined 4% in 1988 and
6% in 2012 for that mid-October to mid-November span.
By contrast, the market advanced 5% in 1996 and 6% in
2004 – both years in which a popular sitting president was
about to be re-elected.

Without the mooring of the pending re-election of a
popular sitting president, the market may seem to be at higher
risk for the current period. It is equally true, however, that
the chief market drivers in many of the bad years – in 1988
and 2008 in particular – had little to do with Washington
and almost everything to do with economic concerns.

HOW DOES THE MARKET PERFORM
WHEN ONE PARTY IS IN CHARGE?
Since 1945, the market appears to do better when the GOP
is “in charge” compared to when the Democrats are in
charge. For our analysis, we defined “in charge” as those
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years in which one party either controls the Presidency, House
and Senate, or else controls two out of three.

Let’s look at each of the two parties separately. First,
the Democrats. Since 1945, and excluding dividends, the S&P
500 has averaged gains of 9.5% when Democrats controlled
Presidency, House, and Senate; and 6.1% when Democrats
controlled two of the three.

Second, the Republicans. Since 1945, and excluding
dividends, the S&P 500 has averaged gains of 13.0% when
Republicans controlled Presidency, House, and Senate; and
8.4% when Republicans controlled two of the three.

The division between the two parties on Presidential
leadership since 1945 is remarkably even as measured in
years, but not in stock performance. The perception that the
market does better when Democrats are in charge likely stems
from a focus on the Presidency – and here, that perception is
correct.

For the 71 years between 1945 and 2015, Democrats
have held the White House for 35 years (and 2016 marks the
36th year). For those years since 1945 in which Democrats
have held the White House, the S&P 500 has averaged ap-
preciation of 10.2%, excluding dividends.

For the 71 years between 1945 and 2015, Republicans
have held the White House for 36 years. For those years since
1945 in which Republicans have held the White House, the
S&P 500 has averaged appreciation of 6.2%, excluding dividends.

HOW WILL THE OUTCOME OF THE
ELECTION IMPACT FED MONETARY POLICY?
We do a lot of our market analysis based on the S&P 500
beginning in 1980. We do not see this as an arbitrary date. In
terms of interest rates, the period between post-war and the
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present presents an “umbrella” shape, with yields rising from
post-war lows to an upper-teens peak in 1980, then descend-
ing to low single digits at the present.

In 1980, with the beginning of the Reagan presidency,
the U.S. Treasury market began its dramatic expansion (even
the President’s own budget director, David Stockman, thought
the administration was profligate in its spending, leading to
rapidly expanding Treasury issuance). The U.S. was also
transitioning from an industrial to an information economy.
Simultaneously, pensions accelerated their transition from de-
fined benefit plans to defined contribution plans, leading to
more investment responsibility for individual investors and their
advisors. These two events had far-reaching effects on invest-
ment patterns.

Since 1980, and not counting the current Fed’s rate hike
cycle so far, we identify five periods in which the Fed raised
rates. These are 1983-84; 1988-89; 1993-95; 1999-00; and
2004-06. On average, the market actually outperformed in those
years, rising 11.1%. This outperformance during hiking cycles
is not counter-intuitive: The Fed only hikes to cool an over-
heating economy, and hot economies generate excess earnings
and optimism.

Since 1980, stocks have done better during rate cycles
associated with Republican presidents. During the first two rate-
hike periods and the final cycle, the S&P 500 rose an average
annual 12.0%. For the years of the two rate-hike cycles during
the Clinton presidency, the S&P 500 had average annual gains
of 9.8%. Dividends are excluded from all periods.

ECONOMIC & MARKET COMMENTARY (CONT.)

The current Fed has used any excuse to stay on the
sidelines. Since its initial rate hike in December 2015, the
Fed has failed to raise rates based on fears that any hike
would spike the dollar and damage fragile emerging econo-
mies. The Fed also sat on its hands after weak May nonfarm
payrolls, even though subsequent jobs reports in June and
July were strong.

The Fed has no excuse for its passivity. Its mandate is
fulfilled, with unemployment below 6% and core inflation
around 2.0% annually. If the Fed moves in September, it
will be because the central bank fears it has waited too long.
A September rate hike would also potentially signal
Washington’s confidence that the Democrats will retain the
White House no matter what the Fed does.

CONCLUSION
Joseph Dorsey, long-time chief executive and son of Argus
founder Harold Dorsey, warned us that Argus wears no po-
litical hats; we have long been mindful of that sound advice.
At the same time, investors would do well to consider the
implications of the election outcome, particularly in this
period of shifting constituencies and sometimes surprising
alliances.

The markets generally do better when Republicans are
“in charge” of at least two of three areas (Presidency, House,
and Senate). Conversely, the market does better under Demo-
cratic presidents. We would not build an investment strat-
egy around this analysis, but it does not hurt to know.

Jim Kelleher, CFA,
Director of Research
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