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T
he relation between security returns
and elections has been a favorite
topic of Wall Street observers for
years. Throughout history, all sorts

of election characteristics have been cited as
connected w îth the performance of the secu-
rity markets.

One prominent relation noted by busi-
ness publications and financial market com-
mentators is the third-year effect or the
presidential cycle, which refers to the positive
stock market performance observed during the
second half of a presidential term. In a March
2004 Time article, Zweig notes "stocks have
gained an average of 14.5% in year three of a
presidency and 7.7% in year four vs. less than
6% in year one and year two." In a 2004 US
News article, Pethokoukis suggests that "a pre-
election year is a sure bet."

Investment newsletters indicate invest-
ment professionals have also recognized a pres-
idential cycle in stock returns. In 2003, US
Global Investors issued a special report devoted
to the presidential election cycle. Northern
Trust, in its Market Signab monthly report, June
2004, notes that stock returns are appreciably
higher in the last two years of a presidential
term. In its January 8, 2003, News & Views,
Smith Barney's Richie Freeman states "in terms
of the presidential cycle, the third year of a
presidential term is historically the strongest
for the stock market."

A rationale advanced for the presidential
cycle effect is that the return patterns are cre-
ated by systematic variation in fiscal policy across
a president's term. For example, in a January 2,
2006, Barron's article, Abelson [2006] claims
that presidents are "keen on getting the ugly
stuff out of the way early in their tenure so they
can act expansively the rest of the way." He
argues that, in the latter part of their terms, pres-
idents opportunistically strive to pump up the
market wath "every means, fair or foul, at their
disposal."

Sanford [2005] advocates a similar ratio-
nale, and also provides a possible monetary
policy dimension. He quotes Robert German,
vice president of managed investment solu-
tions at TD Bank Financial Group, as indi-
cating that the Fed does not want "to be seen
as getting in the way of politics during the
election cycle." German claims that if the Fed
is "going to pull up rates" it will happen early
in a president's term.

Stovall [1992] provides an alternative
explanation for the presidential cycle that is
unrelated to macroeconomic considerations:
that investors become more optimistic in the
latter part of a presidential term as it becomes
more apparent a popular president will be
reelected or an unpopular president will be
replaced.

We examine security returns relative to
the presidential cycle to determine the size of
the return patterns and their consistency over
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time. In addition, we investigate the contention that the
return patterns are affiliated with systematic changes in
monetary and fiscal policy across the presidential term.

The results indicate prominent patterns in equity
returns that relate to the presidential cycle. Stock returns
are higher on average in the second half of a president's
term, and especially during the third year ofa term. Small-
cap equities display a much more prominent return pat-
tern than large-cap equities. Interestingly, bond returns are
generally lower during the third year of a presidential
term, but the return differences for bonds are not statis-
tically significant.

We find evidence that the patterns in equity returns
are comparable in the first and second half of our sample
period, indicating the results are robust across time. There
is also support for the contention that the presidential
cycle in equity returns corresponds with comparable pat-
terns in monetary policy measures. That is. Fed policy is
systematically most accommodative when equity returns
are highest, the third year of the presidential term.

RELATED RESEARCH

A substantial body of research examines the relation
between the political party of the president and stock market
performance. Riley and Luksetich [1980] examine short-
term returns around presidential elections, and identify
negative stock returns associated with presidential elections
won by a Democrat and positive stock returns associated
with elections won by a Republican. Subsequent studies
by Huang [1985], Johnson, Chittenden, and Jensen [1999],
and Santa-Clara and Valkanov [2003] examine long-term
stock returns following presidential elections, and report
evidence supporting the contention that Democratic presi-
dents are better for long-term equity returns than Repub-
lican presidents.

In Beyer, Jensen, and Johnson [2004], however, we
find that after controlling for monetary policy, party of the
president is not significant in explaining equity returns.
We conclude that other studies failed to control for
changes in monetary poHcy, and thus, the identified rela-
tion between party of the president and stock returns was
spurious. Cooper, McConnell, and Ovtchinnikov [2006]
also confirm there is not a robust relation between party
of the president and stock returns.

Allvine and O'NeiU [1980], Huang [1985], Stovall
[1992], and Booth and Booth [2003] identify a presiden-
tial cycle in stock returns. They all find equity returns tend

to be higher during the final two years ofa presidential term
than in the first two years.

Booth and Booth [2003] investigate whether the
observed presidential cycle can be attributed to system-
atic changes in business conditions across the presidential
term, but conclude that the presidential cycle remains even
after controlling for changing business conditions. Thus,
their evidence suggests the return patterns are independent
of variations in general business conditions.

While most proposed explanations for the presiden-
tial cycle are based on hypothesized changes in economic
conditions, Stovall [1992] suggests that the return patterns
displayed across the presidential term are created through
a "pendulum pattern" in the popularity of the president.
He attributes the strong market performance in the third
and fourth years to an increased hkelihood that a popular
president will be reelected, while an unpopular president
will be turned out.

We contribute evidence relevant to several aspects of
the relationship between the presidential term and security
returns. First, while other authors have focused exclusively
on the returns to a broad equity index, we examine returns
for several equity and fixed-income indexes over the pres-
idential term. We segment the fixed-income market in terms
of maturity and credit risk, and divide the equity market into
large-cap and small-cap equities.' Given the strong link
between interest rates and fiscal and monetary policy, we
believe there is strong justification for evaluating fixed-
income returns along with both small-and large-cap equity
returns. Clearly, if the actions of politicians and the Federal
Reserve governors create a presidential cycle in
a broad equity index, a more thorough analysis of alterna-
tive index is likely to identify more compelling patterns.

Second, to examine the robustness, and recent rele-
vance, of the presidential cycle, we divide the sample period
into an earlier and later subperiod. We examine returns
through the most recent fuU presidential term, 2004.

Finally, we investigate the relation between the pres-
idential cycle and monetary and fiscal pohcy develop-
ments. This final analysis allows us to determine the extent
to which the presidential cycle is consistent with mone-
tary and fiscal policy actions,

SAMPLE AND METHODOLOGY

We evaluate quarterly returns from 1957 through
2004 for two equity indexes, three fixed-income indexes,
and an inflation index,'̂  Given the evidence linking market
capitalization with temporal security return patterns, we
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evaluate both a small-cap and a large-cap equity index.
The fixed-income indexes include long-term government
and corporate bond indexes and a Treasury bill index.
Thus, comparisons across the fixed-income indexes allow
for consideration of changes in credit and maturity spreads
across the presidential term. Finally, we report inflation
data to allow the reader to assess real returns in addition
to the nominal returns that are reported in the exhibits.

"We evaluate quarterly returns for each index rela-
tive to the four years of a presidential term. To evaluate the
robustness of our findings, we consider two alternative
subperiods, 1957 through 1980 and 1981 through 2004.̂

In order to assess monetary policy relative to the
presidential cycle, we select prominent measures that have
been widely used to identify variations in monetary policy.
We use the federal funds premium to depict monetary
conditions in the short-term market, and the most recent
change in the fed discount rate to depict the Fed's broad
pohcy stance.

Ho and Saunders [1985], Laurent [1988], and
Bernanke and Blinder [1992] support use of the federal
funds premium as a measure that accurately identifies the
stringency of Fed monetary policy based on interest rates
in the short-term market. Similarly, Jensen, Mercer, and
Johnson [1996] and Conover et al. [2005] among others
use directional changes in the discount rate to identify
broad shifts in Fed policy.

Patelis [1997] contends that policy-induced changes
in short-term interest rates impact equity risk premiums
differendy in policy periods that are generally restrictive
versus expansive. Thus, to assess the relation between Fed
monetary policy and security returns, it is necessary to
consider both a measure of policy stringency and a broad
policy measure. We include both types of monetary policy
measures in this analysis.

The primary mechanisms by which the Federal gov-
ernment provides stimulus to the economy are its spending
and tax policies. In order to gauge the amount of stim-
ulus provided by government actions, our fiscal policy
variables are measured as the percentage of change in Fed-
eral government spending and the percentage of change
in federal tax receipts.''

There is a well-established relation between macro-
economic state variables and security returns (Fama [1990],
Cochrane [1996], and Campbell [1999]), and between
fiscal policy variables and macroeconomic variables (Ramey
and Shapiro [1997], Blanchard and Perotti [1999]). It is
therefore logical to expect security returns may be linked

to changes in fiscal policy, particularly since elected offi-
cials have significant influence over fiscal policy actions.

We evaluate security returns along with fiscal and
monetary policy measures over the presidential term to
determine whether there are systematic patterns. Differ-
ence in means tests and the chi-square test are used to test
for statistically significant patterns in security returns and
monetary and fiscal policy measures. We extend the sta-
tistical analysis by estimating a regression to examine the
relation between the presidential cycle and monetary and
fiscal policy. The regression allows us to consider how
much the presidential cycle in security returns is explained
by changes in our monetary and fiscal policy measures.

RESULTS

Exhibit 1 reports average equity performance for
each year of the presidential term over the 48-year study
period. We follow the widely adopted approach of
reporting performance data for both large-cap and small-
cap equities. (Gertler and Gilchrist [1994] and Beyer,
Jensen, and Johnson [2006]) suggest that small-caps are
more sensitive than large-caps to changes in political and
monetary conditions, thus motivating a separate exami-
nation of the two equity indexes.

The mean returns reported in Panel A indicate a
prominent pattern in returns relative to the presidential
term. Our findings are consistent with previous claims in
that the reported returns in the latter half of a presiden-
tial term (years 3 and 4) are noticeably higher than returns
during the first two years. A year-by-year analysis of the
results, however, clearly indicates that the return pattern
can be primarily attributed to the very prominent returns
reported in year 3. Specifically, year 3 returns (23.8% for
large firms 9 and 38.0% for small firms) dominate the
returns in the other three years. The extreme year 3 return
reported for the small-cap index is consistent with the
contention that small-cap equities are more sensitive to
the underlying factors that produce the return pattern.

While a presidential cycle in equity returns seems
apparent, we employ difference in means tests to confirm
that the return pattern is statistically significant. The
hypotheses tested and the resulting p-values associated
with the t-tests are reported at the end of Exhibit 1.̂

T-tests confirm that year 3 returns are significandy
higher (at the 1%) level than returns in the other three years
for both the large-cap and small-cap index. Tests of equity
returns for two alternative time periods, 1957-1980 and
1981-2004, indicate similar equity return patterns for sub-
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E X H I B I T 1
Equity Returns over Presidential Terms: 1957-2004

Yearl

Panel A. Mean Annual Returns

Large-Cap

Small-Cap

6.87%

12.07%

Year 2

4.89%

3.39%

Panel B. Annual Standard Deviation of Returns

Large-Cap

Small-Cap

14.40%

22.27%

21.15%

26.07%

Year 3

23.84%

38.02%

15.34%

25.05%

Year 4

13.27%

20.82%

10.31%

22.46%

Overall

12.04%

17.93%

16.01%

24.47%

Significant Difference in Means Tests:

Large-Cap: H^. R^ = R^.R^, and R^ P-value = 0.009

Small-Cap: H^. R^ = R^,R^, and R^; P-rnlue = 0.008

where R^ = mean quarterly return in year t.

periods. Returns for large-cap equities across the four-year
presidential term are -0.68%, 1.82%, 22.08%, and 17.49%
in the first subperiod, and 14.84%, 8.02%, 25.61%, and
9.16% in the second. As expected, small-cap equities exhibit
the same pattern in each subperiod, but results are more
pronounced. Given the similarity in findings across sub-
periods, the full results for the subperiods are not reported,
but are available from the authors upon request.

Additional t-tests on the large-and small-cap index
confirm that none of the other years' returns are consis-
tently significantly different (at the 5% level) from the
other three years. Thus, our findings strongly support the
view that the presidential cycle is more accurately a third-
year effect.^

Exhibit 1, Panel B, indicates that while year 3 returns
dominate the returns reported for the other three years,
the variation in returns in year 3 is about average. Clearly,
the higher returns earned in year 3 are not compensation
for a higher level of risk. Interestingly, year 2 reveals a
below-average return and an above-average level of risk,
so on a return per unit of risk basis, year 2 has clearly
been a laggard.

Exhibit 2 reports the performance data for the fixed-
income indexes, including the inflation index. Panel A pre-
sents the mean returns and shows that, in contrast to the
equity returns, fixed-income returns are below average
in the third year of a presidential term. T-tests, however.

indicate that there are no years in which
bond returns differ significantly (at the 5%
level) from the other years. The standard
deviations (in Panel B) indicate comparable
volatility in fixed-income returns across the
four years of the presidential term. Finally,
the inflation index indicates a fairly constant
average inflation rate across the four years of
the term, so the nominal return pattern
reported for the equity indexes is very sim-
ilar to the pattern in real returns.

Exhibit 3 reports monetary and fiscal
policy data across the presidential term. The
monetary policy measures reported in Panel
A include both a measure of general Fed
policy stance (expansive quarters) and a mea-
sure of the degree of monetary policy strin-
gency (mean federal funds premium). As
indicated earlier, the policy stance measure
follows a well-established past precedent and
is based on directional changes in the Fed
discount rate.

Specifically, a quarter is classified as subject to an expan-
sive (restrictive) monetary policy if the most recent change
in the Fed discount rate was a reduction (increase). The
reported value indicates the number of quarters in each year
in which the Fed maintained an expansive stance. Since the
study period covers 48 years, each of the four years of the
presidential term are represented by 12 years or 48 quarters.

Our second monetary policy measure, the federal
funds premium, is included to indicate the degree of strin-
gency of Fed policy. The premium is measured as the fed-
eral funds rate less the three-month T-bill rate.^

The monetary policy measures display patterns that
fairly closely match the equity return patterns identified
so far. That is, both the broad measure of Fed policy stance
and the measure of monetary stringency suggest that Fed
policy has generally been most expansive during the third
year of a presidential term. That is, while the Fed's gen-
eral policy stance was expansive in 23 of 48 quarters (48%
of the time) during years 1, 2, and 4, it was expansive in
31 of 48 quarters (65% of the time) during year 3. Chi-
square test results, reported in Exhibit 3, confirm that the
number of expansive quarters in year 3 is significantly dif-
ferent from that in the other three years (p-value = 0.046).

Furthermore, the average federal flinds premium in
year 3 is less than half its value in years 1 and 2, which sug-
gests that the degree of monetary stringency is far more
relaxed in year 3 than to the first two years. A difference in
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E X H I B I T 2
Fixed-Income Returns over Presidential Terms: 1957-2004

Year 1

Panel A. Mean Annual Returns

Long-Term
Corporate Bond

Long-Term
T-Bond

T-Bill

Inflation

7.43%

7.58%

5.85%

4.20%

Year 2

9.07%

9.39%

5.45%

4.20%

Panel B. Annual Standard Deviation of Returns

Long-Iferm
Corporate Bond

Long-Term
T-Bond

T-Bill

Inflation

8.70%

9.75%

1.59%

1.59%

9.94%

11.24%

1.33%

1.88%

Year 3

5.58%

4.14%

5.15%

3.99%

8.10%

8.65%

1.18%

1.70%

Year 4

8.74%

8.61%

5.27%

4.08%

11.04%

11.93%

1.37%

1.59%

Overall

7.70%

7.42%

5.43%

4.12%

9.46%

10.43%

1.37%

1.68%

means test confirms that the fed funds premium in year 3
differs significantly from that in the other three years
(p-value = 0.020).

Overall, the evidence in Exhibit 3 indicates that the
Fed has traditionally assumed its most expansive policy
during the third year of a presidential term.

The fiscal policy measures are reported in Panel B
of Exhibit 3. Unlike the monetary policy measures results,
variations in the fiscal policy measures do not clearly align
with the equity return patterns identified. On average,
government spending has generally increased at a slower
rate in the final two years of a presidential term than the
first two years, which may indicate some desire to por-
tray fiscal restraint prior to an election. The percentage
change in tax receipts is considerably lower in year 3 than
in the other three years, which provides some support for
the contention that, through tax policy, the federal gov-
ernment provides a fiscal policy stimulus in year 3.

Statistical tests on the fiscal policy measures, however,
identify no years for which there is statistical support for
the claim that the measures in a specific year are unique
from the other three years. Thus, we are unable to find evi-
dence supporting the view that the presidential cycle in

stock returns corresponds with detectable
changes in fiscal policy.

Of course, measuring policy stimulus
is very difficult for a variety of reasons. First,
policy stimuli frequently rely on the inter-
action of several alternative national and
international factors. Second, policy stimuli
frequently work with considerable lag in
influencing the economy. Third, correctly
gauging the extent of a stimulus is difficult.
For example, a tax reduction (a positive stim-
ulus) may result in an increase in aggregate
tax receipts as taxpayers take advantage of
the tax benefit.

Finally, the government may shift pri-
orities to provide a stimulus that targets a
sector that will have the greatest effect on
the economy. For example, by reallocating
spending, the government may be able to
provide an effective policy stimulus without
changing aggregate spending.

Overall, one needs to recognize that
any monetary or fiscal policy proxy variable
is unlikely to completely capture the eco-
nomic influence of Federal Reserve and
Federal government policy changes.

In order to better assess the contribution of mone-
tary and fiscal policy measures in explaining the presiden-
tial cycle, we report in Exhibit 4 the results of two separate
regressions. The dependent variable in the first regression
is quarterly return, and the independent variable is the year
3 dummy variable. The results confirm the significant year
3 effect in equity returns identified in Exhibit 1. Specifically,
the year 3 dummy variable is significant (at the 1% level) for
both the large-and small-cap index. Further, consistent vsdth
Exhibit 2 values, the year 3 dummy is insignificant for the
fixed-income indexes.

The objective of the second regression is to deter-
mine how much of the third-year effect is explained by
the variation in monetary and fiscal policy measures. To
examine this issue, we perform a two-step regression
process. The first step removes the influence of the mon-
etary and fiscal policy measures on quarterly stock returns,
while the second step investigates the prominence of the
remaining third-year effect. Specifically, the procedure
involves a first-step regression that includes quarterly
returns as the dependent variable and the two monetary
and two fiscal policy measures as independent variables.
The residuals from this preliminary regression are then
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E X H I B I T 3
Monetary and Fiscal Policy Measures over Presidential
Terms: 1957-2004

Yearl

Panel A. Monetary Policy Measures

Expansive . .
Quarters

Mean Federal . ^^
Funds Premium

Panel B. Fiscal Policy Measures

Change in Current , ata
Spending (in %)

Change in Tax
Receipts (in %)

Year 2

23

0.66

2.08%

1.25%

Year 3

31

0.32

1.80%

1.07%

Year 4

23

0.44

1.73%

2.52%

Overall

100

0.52

1.88%

1.73%

Significant Chi-Square Test

Expansile Quarters: H^: NE^ = N£ , , NE^, NE^; P-vahie = 0.046

Significant Dijferencc-in-Means Test

Fed Funds Premium: H^. FFP^ = FFP^, FFP^, FFP^; P-value = 0.020

where NE^ = number of expansive quarters in year t and FFP = average fed funds premium in year t.

E X H I B I T 4
Regression Results 1957-2004

Index

Large-Cap

Small-Cap

Long-Term
Corporate Bond

Long-Term
Govt. Bond

T-Bill

P-values are in parentheses.

Dependent Variable
Nominal Returns

Intercept

0.0201
(0.004)

0.0282
(0.002)

0.0204
(0.000)

0.0207
(0.000)

0.0135
(0.000)

Year 3 Dummy

0.0348
(0.003)

0.0557
(0.005)

-0.0067
(0.384)

-0.0105
(0.238)

-0.0009
(0.578)

Dependent Variable
Model Residuals

Intercept

-0.0071
(0.268)

-0.0115
(0.243)

0.0018
(0.626)

0.0024
(0.553)

-0.0003
(0.677)

Year 3 Dummy

0.0285
(0.027)

0.0461
(0.020)

-0.0073
(0.330)

-0.0098
(0.237)

0.0011
(0.321)

included in the second (reported) regression as the depen-
dent variable, and the independent variable is the year 3
dummy variable.

These results indicate that monetary
and fiscal policy account for a considerable
amount of the third-year effect. After
removing the influence of the monetary and
fiscal policy measures, the year 3 dummy
coefficients drop substantially (from 0.0348
to 0.0285 for the large-cap index and from
0.0557 to 0.0461 for the small-cap index).
Clearly, however, a significant third-year
effect still remains after removing the influ-
ence of our monetary and fiscal policy
measures.̂

Overall, our findings support the con-
jecture that monetary and fiscal policy
actions contribute to the third-year effect.
A significant effect, however, remains even
after eliminating the influence of monetary
and fiscal policy measures on returns. In
interpreting these findings, our caveat
regarding monetary and fiscal policy proxy
variables is relevant. That is, fiscal and mon-
etary policy proxy variables should be
viewed as rough indicators of the actions of
the Federal Reserve and the federal
government.

Our identification of systematic pat-
terns in Fed monetary policy that corre-
spond with the third-year effect provides a
pohcy-based explanation for a pattern that
has so far gone unexplained. Further research
may indicate whether alternative measures
of monetary and fiscal policy might explain
more of the effect.

SUMMARY AND CONCLUSIONS

We evaluate quarterly returns from
1957 through 2004 and confirm a prominent
presidential term-year cycle in equity
returns. The evidence indicates equity
returns are significandy higher in the final
two years of a presidential term than in the
first two years. Returns are shown to be espe-
cially pronounced during the third year of a
presidential term, when small-cap stocks gen-

erated an average annual return that exceeds 38%. While
equities are shown to prosper during the last half of the
presidential term on average, bond returns are higher (but
not statistically higher) during the first two years of the
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presidential term. Further analysis indicates that equity
returns during the third year of the presidential term are
evident in a divided sample period, which supports the
temporal robustness of the effect.

To shed light on possible explanations for the pres-
idential cycle, we evaluate fiscal and monetary policy mea-
sures during the presidential term. Our evidence indicates
that the presidential cycle is strongly aligned with move-
ments in Federal Reserve monetary policy variables. Thus,
we provide support for the contention that policy changes
are instrumental in the identified security return patterns.
A multivariate regression analysis confirms that much of
the presidential cycle can be explained by changes in our
monetary and fiscal policy proxy variables.

Overall, our evidence confirms the view that for an
effective portfolio strategy investors must carefully mon-
itor both monetary and fiscal policy developments.
Investors could most effectively capitalize on the pattern
by examining the actions of policymakers.

ENDNOTES

'In Beyer, Jensen, and Johnson [2006], we show that the
relation between stock returns and political gridlock varies
noticeably across stocks of various market capitalizations, while
Conover et al, [2005] find that the relation between monetary
conditions and stock returns depends on market capitalization,

^The quarterly equity and fixed-income returns are
obtained from Ibbotson Associates. Indexes are value-weighted
and taken direcdy from the Ibbotson and Associates Stocks,
Bonds, Bills, and Inflation yearbook.

^The presidential calendar data are obtained from the
Congressional Quarterly Almanac [2005].

••The monetary policy data are obtained from the Federal
Reserve Statistical Release H. 15, Selected Interest Rates, while the fiscal
policy data come from the 2006 DRI Basic Economics database.
Federal funds data are available starting in 1954, which restricts
our sample start date to the subsequent first full presidential term,

'When relevant, t-tests were performed with a difference in
variance adjustment. For expositional purposes, the hypotheses
and test results are reported only when statistical significance is
confirmed,

În spite of the rather high mean returns reported in
year 4, t-tests indicate that year 4 returns are not significantly
different (at the 5% level) from the returns in years 1 and 2,

'More exactly, the quarterly values for the federal funds
premium are derived as the average monthly premium for each
quarter in the sample,

''The model used in the first-step regression (to obtain the
residuals) includes quarterly return as the dependent variable and
four independent variables (the two monetary policy variables
and the two fiscal policy variables). In the first-step regression.

the two monetary policy measures are significant (at the 5%
level) for both equity indexes, but the two fiscal policy variables
are insignificant,

REFERENCES

Abelson, A, "Hold the Bubbly," Barron's, 86, 2006, p, 2,

Allvine, F C, and D, E, O'Neill, "Stock Market Returns and the
Presidential Cycle," Financial Analysts Journal, (1980), pp, 49-56,

Bernanke, Ben S,, and A, S, Blinder, "The Federal Funds Rate
and the Channels of Monetary Transmission," American Eco-
nomic Review, 82 (1992), pp, 901-921,

Beyer, S, B,, G, R, Jensen, and R, R, Johnson, "Don't Worry
About the Election, Just Watch the Fed." Tlie Journal of Port-
folio Management, Summer 2004, pp, 51-60,

-, "Gridlock's Gone, Now What?" Financial Analysts
Journal, 62 (2006), pp, 21-28,

Blanchard, Q, and R, Perotti, "An Empirical Characterization
of the Dynainic Effects of Changes in Government Spending and
Taxes on Output," NBER Working Paper No, W7269, 1999,

Booth, J, R., and L. C, Booth, "Is the Presidential Cycle in
Security Returns Merely a Reflection of Business Conditions?"
Review of Financial Economics, 12 (2003), pp, 131-159,

Campbell, J, Asset Prices, Consumption and the Business Cycle.
Amsterdam: North Holland Press, 1999,

Cochrane, J, "A Cross-Sectional Test of an Investment-Based
Asset Pricing Model" Journal of Political Economy, 104 (1996),
pp, 572-621,

Colicchio, V, A, "The Presidential Election Cycle," US Global
Investors, Inc, 2003, p, 16,

Congressional Quarterly Almanac Plus, 2005,

Conover, C, M,, G, R.Jensen, R, R.Johnson, andj, M, Mercer,
"Is Fed Policy Still Relevant for Investors?" Financial Analysts
Journal, 61 (2005), pp, 70-79,

Fama, E, F "Stock Returns, Expected Returns, and Real
Activity." Journal of Finance, 45 (1990), pp, 1089-1108.

Gertler, M,, and S, Gilchrist, "Monetary Policy, Business Cycles
and the Behavior of Small Manufacturing Firms," Quarterly
Journal of Economics, 109 (1994), pp, 309-340,

Ho, T, S,Y,, and A. Saunders, "A Micro Model of the Federal
Funds Market." Journal of Finance, 40 (1985), pp. 977-988,

WINTER 2008 THE JOURNAL OF PORTFOLIO MANAGEMENT 1 4 1



Huang, R. D. "Common Stock Returns and Presidential Elec-
tions." Financial Analysts Journal, 41 (1985), pp. 58-61.

Jensen, G. R., J. M. Mercer, and R. R. Johnson. "Business
Conditions, Monetary Policy, and Expected Security Returns."

Journal of Financial Economics, 40 (1996), pp. 213-237.

Johnson, R. R., W. Chittenden, and G. R.Jensen. "Presiden-
tial Politics, Stocks, Bonds, Bills, and Inflation." Thejournal of
Portfolio Management, Fall 1999, pp. 27-31.

Laurent, R.P. "An Interest-Rate Based Indicator of Monetary
Policy." Federal Reserve Bank of Chicago, Economic Perspectives,
12 (1988), pp. 3-14.

Patehs, A. D. "Stock Return Predictability and the Role of the
Monetary Sector.">Mrna/ of Finance, 52 (1997), pp. 1951-1972.

Pethokoukis, J. M. "A Sure Bet: It's a Presidential Election Year.
That's Good News for Your Investment Portfolio."
USNews.Com, January 19, 2004.

Ramey, V, and M. Shapiro. "Costly Capital Reallocation and
the Effects of Government Spending." Carnegie-Rochester
Conference Series on Public Policy, 1997.

Riley, W B., and W A. Lubetich. "The Market Prefers Repub-
licans: Myth or Reality." Jonrna/ of Financial and Quantitative
Analysis, 15 (1980), pp. 541-560.

Sanford, J. "The Inauguration Effect." Canadian Business, 78 (2005),
pp. 74-75.

Santa-Clara, P., and R. Valkanov. "The Presidential Puzzle:
Political Cycles and the Stock Market." Journal of Finance,
58 (2003), pp. 1841-1872.

Stovall, R. H. "Forecasting Stock Market Performance via the
Presidential Cycle." Financial Analysts Journal, 48 (1992), pp. 5-8.

Zweig, J. "The Election Effect?" Time, 163 (2004), p. 84.

To order reprints of this article, please contact Dewey Palmieri
at dpalmieri@iijournals.com or 212-224-3675.

1 4 2 THE PRESIDENTIAL TERM WINTER 2008






