

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
		

		
            

		
		
		
			
		
			
				
			
		
			
				
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Government Spending, Political Cycles and the Cross Section of Stock Returns

	
    
        
            
            







    
    










    
    
    
    











			
        

    
	

	
	
		
		
			54 Pages
		
		

		Posted: 19 Mar 2010
		
			Last revised: 10 Oct 2011
		
		
	

	
		
			
			




	See all articles by Frederico BeloFrederico Belo
INSEAD; Centre for Economic Policy Research (CEPR)
Vito D. Gala
Morningstar Investment Management LLC
Jun Li
University of Texas at Dallas


		

	
	
	
	
	



	
	
	
	
		
		
	
	
		
			Date Written: October 9, 2011

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		Using a novel measure of industry exposure to government spending, we document predictable variation in cash flows and stock returns over political cycles. During Democratic presidencies, firms with high government exposure experience higher cash flows and stock returns, while the opposite pattern holds true during Republican presidencies. Business cycles, firm characteristics, and standard risk factors do not account for the pattern in returns across presidencies. An investment strategy that exploits the presidential cycle predictability generates abnormal returns as large as 6.9 percent per annum. Our results suggest market under reaction to predictable variation in the effect of government spending policies. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Cross-Sectional Asset Pricing, Government Spending, Political Cycles, Input-Output Analysis.

	
	

	
    

    
	

	
	
		JEL Classification: D57, E6, G18, G12, H50

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Belo,  Frederico and Gala,  Vito D. and Li,  Jun, Government Spending, Political Cycles and the Cross Section of Stock Returns (October 9, 2011).  Available at SSRN: https://ssrn.com/abstract=1572801 or http://dx.doi.org/10.2139/ssrn.1572801 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Frederico Belo (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: INSEAD]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				INSEAD  ( email )

			

			
			
				
				
				
					Boulevard de Constance
77305 Fontainebleau Cedex
France

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Centre for Economic Policy Research (CEPR)  ( email )

			

			
			
				
				
				
					London
United Kingdom

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Vito D. Gala

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				Morningstar Investment Management LLC 

			

			
			
				
				
				
					22 W Washington Street
Chicago, IL  60602
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Jun Li

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of Texas at Dallas  ( email )

			

			
			
				
				
				
					800 West Campbell Road, SM 31
Richardson, TX  75080
United States
972-883-4422 (Phone)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				    1,197

			

		
		
		
			Abstract Views

			    6,294

		

		
		 
		
			Rank

			   32,685

		

		
	


	
		
            
            	       58 Citations
		

	

	
		
			
				       29 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    American Finance Association Meetings (AFA)

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                American Finance Association Meetings (AFA)

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                           10,238

                                    

                                    
                                        PAPERS

                                            1,056

                                    

                                

                                
                            

                        

                    

                
	
                    S&P Global Market Intelligence Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                S&P Global Market Intelligence Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,570

                                    

                                    
                                        PAPERS

                                           40,900

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Political Cycles and the Stock Market

                        
                            By
                                
                                
                                    
                                    Pedro Santa-clara
                                     and 
                                
                                    
                                    Rossen I. Valkanov
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Tax Changes and Asset Pricing: Time-Series Evidence

                        
                            By
                                
                                
                                    
                                    Clemens Sialm
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Uncertainty about Government Policy and Stock Prices

                        
                            By
                                
                                
                                    
                                    Lubos Pastor
                                     and 
                                
                                    
                                    Pietro Veronesi
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Uncertainty About Government Policy and Stock Prices

                            
                                By
                                    
                                    
                                        
                                        Lubos Pastor
                                         and 
                                    
                                        
                                        Pietro Veronesi
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Uncertainty About Government Policy and Stock Prices

                            
                                By
                                    
                                    
                                        
                                        Lubos Pastor
                                         and 
                                    
                                        
                                        Pietro Veronesi
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Uncertainty About Government Policy and Stock Prices

                            
                                By
                                    
                                    
                                        
                                        Lubos Pastor
                                         and 
                                    
                                        
                                        Pietro Veronesi
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Investment with Uncertain Tax Policy: Does Random Tax Policy Discourage Investment?

                            
                                By
                                    
                                    
                                        
                                        Kevin A. Hassett
                                         and 
                                    
                                        
                                        Gilbert E. Metcalf
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Measuring Economic Policy Uncertainty

                            
                                By
                                    
                                    
                                        
                                        Scott R. Baker, 
                                        
                                    
                                        
                                        Nicholas Bloom, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Political Uncertainty and Corporate Investment Cycles

                            
                                By
                                    
                                    
                                        
                                        Brandon Julio
                                         and 
                                    
                                        
                                        Youngsuk Yook
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.079 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
