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If You Don’t Have the Time or Interest to Read the Rest 
 

 Historically the stock market has risen about 70% of the time in Presidential 

election years. 

 On balance the stock market has done better when the incumbent party has 

retained power. 

 Protectionist policy has had adverse consequences for employment and 

income. 

 We advise a mildly cautious outlook with respect to equities (stocks).  

Emphasize high credit quality in bonds and bond funds.  Hold some cash 

reserves. 

 
 
One of the most common questions we are asked is, “What does the presidential 
election mean for the stock market?”  There is no hard and fast rule, but there are 
some tendencies.  Our report is based on data compiled by Ned Davis Research but 
remember, past performance is not a guarantee of the future! 
 
The data go back to 1872, the year after Ulysses Grant, a Republican beat Horace 
(“go west young man”) Greely, a Liberal Republican.  Wikipedia states that the 
Liberal Republican Party was formed in 1870 when they split from the main branch 
of the Republican Party.  After losing the Presidential Election in 1872, the Liberal 
Republicans merged into the Democratic Party. 
 
Historically, the stock market has risen in election years about 70% of the time 
with a median gain of 7.7 percent.  More recent data since World War II show that 
the stock market has done even better, rising 81% of the time with a median gain of 
10.4 percent. 
 
The results seem to be affected by whether the incumbent party wins or loses. The 
stock market does better when the incumbent party wins.  Going back to 1876, 
the first election year after Grant, the stock market rose an average of 12.3% per 
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year when the incumbents held versus a 2.7% decline when the “bums” were thrown 
out. 
 
Looking at the data since WW II produces a similar, but less dramatic, result.  When 
the incumbent party held the White House, the stock market rose an average of 9.7 
percent.  When the incumbents lost, the market rose a paltry 2.2 percent. 
 
Ned Davis Research also produced an interesting chart of the Dow Jones Industrial 
Average (DJIA) which shows that the gains in election years tend to be skewed 
toward the second half of the year.  (The first full Presidential Election year in 
which the DJIA was published was 1900.)   
 
Investors don’t like uncertainty and election campaigns produce a lot of it.  
Consequently, the stock market tends to be volatile, making little progress during the 
first six months of the year (red oval).  After the conventions it often becomes clear 
which nominee will eventually prevail.  Once that becomes apparent, investors are 
pretty good about looking forward and dealing with “whatever.” 
 

 
Copyright 2016 Ned Davis Research, Inc. Further distribution prohibited without prior permission. All Rights 
Reserved. 
See NDR Disclaimer at www.ndr.com/copyright.html. For data vendor disclaimers refer to www.ndr.com/vendorinfo/. 

http://www.ndr.com/copyright.html
http://www.ndr.com/vendorinfo/
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RISE OF POPULISM AND PROTECTIONISM 
 
Two things are striking to me about this election cycle.  First is the rise of populist 
rhetoric and second is the rise of anti-trade sentiment.  I would argue that the 
hangover from the Great Recession has created an especially receptive audience 
for these lines of rhetoric. 
 
Merriam-Webster defines a populist as a politician claiming to represent common 
people.  During this election cycle “common people” represent a significant portion of 
the voters who feel anxious about their economic futures.  There is a long list of 
things about which people feel anxious. Among them are insufficient savings for 
retirement, under-employment and job insecurity resulting from globalization and 
immigration.  Globalization increasingly affects mid-level managers who used to be 
insulated from the threat of having their jobs outsourced. 
 
Economic anxiety naturally gives rise to anti-trade sentiment.  If our jobs went “over 
there” maybe we should put a tariff on the goods they ship “back here.”  History 
suggests that is not a good strategy.  The poster child for anti-trade legislation was 
the Tariff Act of 1930 (aka Smoot-Hawley).  After the U.S. raised tariffs, Canada and 
other countries retaliated.  According to the Wikipedia, after enactment of the Smoot-
Hawley Tariff Act, U.S. imports declined by 66% and U.S. exports decreased by 61 
percent.   
 
The decline in trade contributed to a 26% decline in the value of goods and services 
produced in the U.S. between 1929 and 1931.  (To put that figure into some context, 
during the financial crisis in 2008 the U.S. economy declined by about 3.1 percent.)  
The decline in trade and production led directly to a rise in unemployment.  The 
unemployment rate was 8% in 1930 when the Smoot-Hawley Act was passed, it 
jumped to 16% in 1931 and reached 25% in 1931 and 1932. 
 
To be sure, the rise in protectionism was accompanied by a financial crisis; 
culminating in Franklin Roosevelt shutting down the nation’s banking system for four 
days.  It would be unfair to blame the collapse of the economy solely on Smoot-
Hawley, but the series of retaliatory actions by U.S. trading partners were certainly a 
contributing factor. 
 
In conclusion, economic anxiety creates an environment in which voters are 
receptive to anti-trade rhetoric and policy.  History suggests that protectionist 
policies have adverse consequences for employment and income. 
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INVESTMENT STRATEGY 
 
Our stock market view is mildly defensive.  The stock market experienced a 
savage sell off in January followed by a furious recovery in February.  The net result 
was not much change.  We are emphasizing sustainable dividend income but are 
wary of stocks yielding 6% or more.  Those dividends may be a sign of financial 
duress. 
 
Several factors make us believe that investors ought to err on the side of caution.  
First, valuations remain stretched, suggesting that appreciation in share prices will 
come in fits and starts.  Second, the best performing sectors remain concentrated in 
defensive industries such as utilities, telecom and staples (food and beverage).  
Third, financial stocks are performing worse than the broad stock market indices (i.e. 
going up less or down more than the S&P 500 Index).   
 
The financial sector (banking and insurance companies) is analogous to the 
circulatory system in our bodies.  It is the conduit that channels savings to 
businesses for capital investment.  Historically financial companies and the economy 
either thrive together or suffer together.   
 
We advise bond investors to stay higher up on the credit quality ladder.  This 
period of ultra-low interest rates creates a temptation to stretch for yield by probing 
the depths of the junk bond market.  We would advise people to resist that urge for 
the time being, especially among corporate bonds. 
 
Finally, maintain some cash reserves.  It is not satisfying to earn zero on a money 
fund balance but if the election year cycle plays out along the lines of historical 
patterns, investors may get a good buying opportunity later this year. 
  
 
Foothills Asset Management is a fee-only investment advisor.  We create sensible 
strategies and manage portfolios to help our clients achieve their financial goals 
while sleeping well at night.  If you or somebody you know would like to have a no-
pressure discussion about their investment needs, please call Keith Wibel at 480-
777-9870.  There is no cost or obligation. 
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For more frequent commentary, visit our website at http://www.faml.net.  
“Investment Insights” is an archive of commentaries like this.  “Current 
Thoughts” is updated once or twice a week with brief comments about topics 
affecting the economy and financial markets. 

 
DISCLAIMER 
The data and analysis in this report has been obtained from sources believed to be 
reliable; however the accuracy or completeness cannot be guaranteed.  Nothing in 
this report should be construed as an investment recommendation.  All opinions 
expressed are subject to change without notice.  Foothills Asset Management, its 
owners, officers and employees may have investments in securities mentioned in 
our reports.  Foothills Asset Management, its owners, officers and employees shall 
not have any liability for loss sustained anybody who relies on or acts on this 
information.  You should do your own due diligence or consult with your financial 
advisor to determine the suitability of any opinions with respect to your own financial 
situation.  Information contained in this report is based on historical data and past 
performance is not a guarantee of future results. 

http://www.faml.net/
http://www.faml.net/investment-insights.php
http://www.faml.net/current-thoughts.php
http://www.faml.net/current-thoughts.php

