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Abstract

This study investigates the relationship between daily US presidential election poll results
and stock returns. The sample consists of the daily presidential election polls published in the
New-York Times for the period between May 31 and November 5, 2012. They include the
percentage of support for the Democratic candidate, Barack Obama, and the Republican
candidate, Mitt Romney. The findings indicate that stock returns are positively related to the
poll results that support the candidate favored to win the election.
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1. Introduction

Scholars have studied stock market performance before, during, and after US presidential
election years (e.g., Hirsch, 1967; Jeffery and Hirsch, 2005), and the predictive ability of
election polls (e.g., Gemmill, 1992; Gwilym and Buckle, 1994). Similarly, Levy and Yagil
(2012) examined the relationship between daily US presidential election poll results and
stock returns for the 2008 election, and found that stock returns are positively related to the
poll results that support the candidate favored to win the election (Barack Obama).

In this study we investigate whether the relationship between poll results and the predicted
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winning candidate found by Levy and Yagil (2012) for the US 2008 presidential elections
also holds for the 2012 elections. In other words, does an increase in the daily percentage of
support for the candidate predicted to win the election generates a positive market reaction?
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Using a sample of 159 daily polls published in The New York Times between May 31 and
November 5, 2012, we find a statistically significant positive relationship between the poll
results in favor of the favorite presidential candidate (Obama) and the daily change in the
S&P 500 Index. This positive relationship reflects an increase in the partial resolution of the
uncertainty about who the winning candidate will be.

The organization of this study is as follows. Section 1 presents a brief scientific background.
Section 2 outlines the methodology and the sample. Section 3 discusses the findings. Section
4 summarizes the results, and the last section concludes the paper.

2. Scientific Background
2.1 Elections and Stock Returns

Numerous scholars have investigated the relationship between American presidential
elections and the stock market. According to Hirsch’s (1967) election cycle theory, US stock
markets make larger gains in the last two years of the presidential term than in the first two
years, in part because wars, recessions and bear markets tend to start or occur in the first half
of the presidential term (See, e.g., Foerster and Schmitz, 1997; Hirsch, 1967; Jeffery and
Hirsch, 2005). Other studies focus on the stock market’s performance relative to a particular
political party. They document that stock markets perform better under Democratic presidents
than Republican presidents (Chittenden et al., 1999; Hensel and Ziemba, 1995; Santa-Clara
Valkanov, 2003; Sigel, 1998).

Over the last 60 years, stock returns in the US have been higher during the last two years of a
presidential administration than during the first two (Hofschire, 2008). More specifically, the
annual mean return on the S&P 500 Index over that period has been 7.6%, 9.8%, 22.3% and
13.1% for the first, second, third and fourth years of a presidential administration,
respectively. Furthermore, the differences between these rates are statistically significant. In
contradiction to the common perception that the Republican Party is more business oriented,
the mean return over the past six decades during Republican administrations has been 11.4%
per annum compared with a corresponding return of 16.0% for Democratic administrations.
More specifically, stock returns during Democratic years have been higher than those during
Republican years for the first, third and fourth years of a presidential administration. Once
again, these differences are statistically significant.

Oehler, Walker and Wendt (2013) document that the elections of all recent U.S. presidents,
regardless of their political affiliation, have prompted abnormal company and sector returns.
Goodell and Vahamaa (2013) have used monthly lowa Electronic Markets data over five
elections, and documented that stock market uncertainty, as measured by the VIX volatility
index, increases along with positive changes in the probability of success of the eventual
winner.
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Studies dealing with the question of how election polls affect stock markets include that of
Levy and Yagil (2012), Gemmill (1992), Gwilym and Buckle (1994) and Brander (1991). As
noted above, Levy and Yagil (2012), examined the relationship between daily US presidential
election poll results and stock returns for the 2008 election, and found that stock returns are
positively related to the poll results that support the candidate favored to win the election
(Barack Obama).

Gemmill (1992) who examines the behavior of the stock and options markets in London
during the 1987 election. He finds an extremely close relationship between opinion polls and
the share prices of the FTSE 100 Index. Gwilym and Buckle (1994) extend Gemmill's study
to the 1992 election. They also find a close relationship between the opinion polls and the
FTSE 100 Index, but determine that the prices of the FTSE 100 Index options do not follow
the polls as closely.

Similarly, Brander (1991) examines the effect of public opinion polls on the Toronto Stock
Exchange (TSE) during the campaign period of the 1988 Canadian general election,
discovering a positive relationship between the TSE and the popularity of the Conservative
Party in the polls.

2.2 The 2012 US Presidential Elections

Given this preliminary literature, we investigate whether daily changes in the polls affect
market returns. In addition, is there a potentially positive relationship between poll results
that favor the Democratic candidate and stock market reactions?

Several factors lead us to make such a prediction. The first factor stems from the results of
Levy and Yagil (2012), who found a positive relation between the stock returns and polls
results that favor the Democratic candidate (Barack Obama). Second, in recent years there
has been a strong link between the welfare and pensions of Americans. Therefore, dismal
market returns may improve the chances of the candidate promising a change, in this case,
Democrat Barack Obama. Third, the fact that historically, stock returns during Democratic
years have been higher than those during Republican years may contribute to a positive
relationship between support for the Democratic candidate in the polls and stock returns.

Based on these arguments, we hypothesize that an increase in the poll results in favor of the
Democratic candidate during the 2012 US presidential race will have a positive relationship
with stock returns. Another point to note is that when the polls indicate a close 50-50 race,
market reaction can be negative. The positive reaction of certain market participants to the
better poll results for their favorite candidate may be offset by the negative reaction of other
participants to the same results. In contrast, when the polls indicates a clear public preference,
the emergence of stronger poll support for the favorite candidate will likely lead to a (net)
positive market reaction.

3. Methodology and Data
3.1 Methodology

To investigate the relationship between poll support for a certain candidate and stock returns,

68 www.macrothink.org/ber



ISSN 2162-4860

\\ MacrOthi“k Business and Economic Research
A Institute ™ 2015, Vol. 5, No. 2

we estimate the following regression equations:

R =b, +bC,, +e (1)

Rt = bo + blcz,t +€ (2)

where R, is Period t’s rate of return for a stock index, C,, and C,, are the change in the
level of support for Candidates 1 and 2, respectively, e is the error term, and b, and b, are

the OLS coefficients. Given the expected high negative correlation between C, and C,, we

do not include these two variables in the same regression equation to avoid the problem of
multicollinearity. The discussion in the prior section implies that, if candidate 1 is the favorite,

we should expect b, to be positive for C, in Eq. (1) and negative for C, in Eq. (2), or,
alternatively, that the statistical significance level associated with C, will be higher than that
associated with C,;i.e., «, <a,,where o represents the statistical significance level.

Following Levy and Yagil (2012b), we add two dummy variables to the regression. The first
variable is for days which are in Week 43 of the year (between October 21 and October 28)

(W,;), while the second is for days which are in Week 44 (between October 29 and

November 4) (W,,).

To check for the day-of-the-week effect, we incorporate another dummy variable (M,) into

Eqg. (1), whose values are 1 for Mondays and 0 otherwise. Finally, to detect a potential time

serial correlation, we also include the previous day's return (R, ;) as another explanatory

variable. Consequently, the extended version of Eq. (1) becomes

Rt =a+ b1C1,t + b2W43,t + W44,t + b4Mt + bSRt—l +€ (3)

where all notations are as defined above. A zero's of b,,b, and b, implies no

Week-of-the-Year effect (b,,b,) and no Monday effect (b,) , and a zero b, indicates no

time serial correlation of returns.
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3.2 Data and Measurement of the Variables
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Our presidential election poll sample consists of all daily polls published in The New York
Times between May 31 and November 5, 2012. The poll results were taken from
http://fivethirtyeight.blogs.nytimes.com/, and it included two daily values: the percentages of
support for the Democratic candidate, Barack Obama, and the Republican candidate, Mitt
Romney.

The variable C,, (C,,) represents the change in the level of support for the Democratic

(Republican) candidate between Days t and t-1. We measure the stock return (R, ) as the daily

change in the closing level of the S&P 500 Index between Day t and t-1. In addition, we use

two other measures for R, : (1) the daily change between the opening price of the S&P 500

Index on Day t and the closing price on Day t-1, and (2) the daily change between the
opening price and the closing price of the stock index on Day t.

4. Results

Figure 1 represents the daily poll results for the Democratic and Republican candidates.
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Figure 1. Support for Obama and Romney between May 31, 2012 and November 05, 2012.
The Figure describes the support in Obama and in Romney.

Figure 2 presents the S&P 500 Index for the period between May 31 and November 5, 2012.

70 www.macrothink.org/ber


http://fivethirtyeight.blogs.nytimes.com/

ISSN 2162-4860

\ MacrOthi“k Business and Economic Research

- ™
Institute 2015, Vol. 5, No. 2
1500
1450 -
1400 -
1350 4
g 1300 -
5 1250 -
¥ 1200 -
1150 -
1100 -
1050
1000 T T T T T T T T T T T T
[=e] e [=o] (=] @ [=o] [=e] @ [=o] (=] @ (=] [=e]
o o o (an] o o o o o (] o o o
[en] [an] o (e} [an] o [en] (e} o (o] [an] o [en]
[ (] o [ o o o (] o [ o o o
d & & & B = $ & = & & & 9=
T 8 & 8 K o I T I - o © o
[T9] T} w0 M~ =0} [e7] (03] o (a0 ]
Date A =

Figure 2. The S&P 500 Index For the Period between May 31, 2012 and November 05, 2012,

The main hypothesis test results — that an increase in the poll results in favor of the
Democratic candidate is positively related to stock returns - are represented by the estimation
result of Eq. (3) given below:
R = 01663 + 3.2341C, - 0.601MW,, - 0.3270W,, - 0.2628M, + 0.0052R, (@)
(0.0511) (0.0001) (0.0948) (0.4693) (0.1624) (0.9525)

R*=0.2394 ; n=109 ; «=0.0001

where the numbers in parenthesis are the significance level. For the less favorable
presidential candidate, Mitt Romney, the corresponding results are as follows:

R = 01505 - 32675C, - 0.502MW,, - 02068W,, - 0217IM, + 0.0122R

(0.0765) (0.0001) (0.0989) (0.6451) (0.2486) (0.8883) ®)

R?2=0.2425 : n=109 : «=0.0001

The findings demonstrate that our hypothesis regarding the positive relationship between poll
results that favor the Democratic candidate and stock market reactions exists.

The findings in Egs. (4) and (5) indicate that the Week-of-the-Year effect regarding Week 43
exists with statistically significant coefficients. The findings in Egs. (4) and (5) also indicate
that the Monday effect is negative but not statistically significant, and that no time serial
correlation is present. These results imply that, as we hypothesize, stock returns are positively
related to poll results that support the favorite candidate, perhaps due to the reasons we
outline in Section 2.

In addition, to investigate whether the time distance from Election Day affects the
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relationship between poll results and stock returns, we divide the polls’ total sample period
into three equal sub-periods: (1) closest to Election Day, (2) farthest away from Election Day
and (3) equidistant to Election Day. Accordingly, we estimate a similar version of Eq. (1):

Rt — letCIose + b2 DtMiddIe + b3 DtFar + b4 DtCIosecl(’:tlose + b5 DtMiddIeClTiddle + be DtFarCll’:tar + et ) (6)

We have divided the sample into three equal groups, and used three dummy variables -

D%, DM and D" . The first, D", equals to 1 for the period nearest to Election Day,
and 0 otherwise. Similarly, D", is a dummy variable, which equals to 1 for days farthest

away from Election Day, and 0 otherwise. The DM“"* represent the dummy variable for the

intermediate group.
The estimation results are as follows:

R = 0.0463D° + 0.1669D""* — 0.0211D7" + 7.8426DC°*C;™* + 2.6441DM"C/""* + 1.0153D7*'C?"
(0.6897) (0.1512) (0.8557) (0.0001) (0.0423) (0.1712)

(7)
R*=0.3813 ; n=108 ; o« =0.0001
Since our sample includes 109 trading days, we have deleted the first observation (May 31).

The other 108 observations were divided into 3 equal groups of 36 observation each.

These findings indicate that the positive relationship between stock returns and support of the
favorite candidate in the polls occurs mainly in the time period closest to Election Day.

Our findings are different than those of Levy and Yagil (2012), who found that the positive
relationship, between stock returns and the support granted to the favorite candidate in the
polls, occurs mainly in the time period closest to Election Day.

5. Conclusions

This study examines the relationship between daily US presidential election poll results and
stock returns. Specifically, it investigates whether an increase in the daily percentage of
support for the favorite candidate generates a positive market reaction.

Our sample consists of all daily presidential election polls published in The New York Times
between May 31 and November 5, 2012. The poll results include the percentage of support
for the Democratic candidate, Barack Obama and the Republican candidate, Mitt Romney.

The regression results imply that stock returns are positively related to the poll results that
support the favorite Democratic candidate. We also find that support in the polls for the
favorite candidate occurs mainly in the period farthest to Election Day. This finding probably
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reflects an increase in the partial resolution of the uncertainty about who the winning
candidate will be.
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