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		Abstract

		We analyze how changes in government policy affect stock prices. Our general equilibrium model features uncertainty about government policy and a government that has both economic and non-economic motives. The government tends to change its policy after performance downturns in the private sector. Stock prices fall at the announcements of policy changes, on average. The price fall is expected to be large if uncertainty about government policy is large, as well as if the policy change is preceded by a short or shallow downturn. Policy changes increase volatility, risk premia, and correlations among stocks. The jump risk premium associated with policy decisions is positive, on average. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Pastor,  Lubos and Veronesi,  Pietro, Uncertainty About Government Policy and Stock Prices (June 15, 2010). MFI Working Paper No. 2010-08,  Available at SSRN: https://ssrn.com/abstract=1625845 or http://dx.doi.org/10.2139/ssrn.1625845 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Lubos Pastor (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: University of Chicago - Booth School of Business]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of Chicago - Booth School of Business  ( email )

			

			
			
				
				
				
					5807 S. Woodlawn Avenue
Chicago, IL  60637
United States
773-834-4080 (Phone)
773-702-0458 (Fax)

				

				
			

			
				
				
					HOME PAGE: http://www.ChicagoGSB.edu/fac/lubos.pastor/
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Pietro Veronesi

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: University of Chicago - Booth School of Business]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of Chicago - Booth School of Business  ( email )

			

			
			
				
				
				
					5807 S. Woodlawn Avenue
Chicago, IL  60637
United States
773-702-6348 (Phone)
773-702-0458 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				Centre for Economic Policy Research (CEPR) 

			

			
			
				
				
				
					London
United Kingdom

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [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

				      255

			

		
		
		
			Abstract Views

			    7,633

		

		
		 
		
			Rank

			    7,678

		

		
	


	
		
            
            	        6 Citations
		

	

	
		
			
				       33 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Becker Friedman Institute for Economics Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Becker Friedman Institute for Economics Working Paper Series

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

                                
                                    
                                        FOLLOWERS

                                            8,326

                                    

                                    
                                        PAPERS

                                              978

                                    

                                

                                
                            

                        

                    

                
	
                    Capital Markets: Asset Pricing & Valuation eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Capital Markets: Asset Pricing & Valuation eJournal

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

                                
                                    
                                        FOLLOWERS

                                            3,023

                                    

                                    
                                        PAPERS

                                           32,409

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    Microeconomics: General Equilibrium & Disequilibrium Models eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Microeconomics: General Equilibrium & Disequilibrium Models eJournal

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

                                
                                    
                                        FOLLOWERS

                                            1,224

                                    

                                    
                                        PAPERS

                                            2,442

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            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
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            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
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Economic Policy Uncertainty and Stock Market Returns

                            
                                By
                                    
                                    
                                        
                                        Vichet Sum
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					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   0.078 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
