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Introduction

» Authors construct a monthly presidential economic approval rating
(PEAR) index

» Stocks with high betas to changes in the PEAR index significantly
under-perform those with low betas

» PEAR beta dynamically reveals a firm’s perceived alignment to the
incumbent president’'s economic policies and investors seem to misprice
such an alignment

» Evidence supporting mispricing-based explanation:
> Positive correlation between absolute change in the PEAR index and retail
turnover
> PEAR beta positively predict analysts forecast errors and negatively predict
future revisions in their long-term growth forecasts as well as future
revisions in the price target growth forecasts
> PEAR beta spread portfolio returns are higher on announcements days
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Robustness

v

Performance over political cycles
» Split the sample between Democratic and Republican government

» Performance over the presidential transition and non-transition periods
> Split the sample into transition (12 months before and after elections) and
non transition periods
» Performance over NBER recessions and expansions
» Performance among different firms
» Split the sample according to limits-to-arbitrage measures: IVOL, illiquidity
and firm size
> Alternative PEAR beta estimates
» Excluding mkt return from regression, and with different rolling windows
» Alternative PEAR indexes

> Estimate PEAR beta on the residual of AR(1) model
» Presidential approval rating index
»> PEAR using top 6 polling organizations
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PEAR Index
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Fig. 1. Presidential economic approval rating (PEAR). This figure depicts the presidential economic approval rating (PEAR) from April 1981 to December
2019, which is based on 1,713 polls conducted by 21 polling organizations and collected by the Roper iPoll at the Roper Center for Public Opinion. It takes
the average value if there are multiple polls conducted by different polling organizations in one month. The Gallup presidential job approval rating is also
plotted for comparison.
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PEAR Index - Building the Index

Multiple national polls

Focus on the responses to an economy-specific question: “Do you approve
or disapprove of the way (name of a president) is handling the economy?”

Data from Roper iPoll at the Roper Center for Public Opinion

2100 polls in total from 46 organizations over the period from April 1981
to December 2019.

Exclude organizations conducting less than five polls in the sample and
polls that are conducted in one month but released in subsequent months

Left with 1,713 polls from 21 polling organizations.

Construct the PEAR index by simply averaging approval ratings available
in each month.

Months with missing data are filled with the previous month value (50
months with missing data, with a maximum of 4 consecutive months)
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PEAR Summary Statistics

Table 1

Summary statistics of PEAR and other related indexes. This table reports the summary statistics and the level and change
correlations between the presidential economic approval Tating (PEAR) and other sentiment and politics related indexes,
consisting of (orthogonalized) investor sentiment (Baker and Wurgler, 2006), University of Michigan consumer sentiment,
presidential job approval rating (Liu and Shaliastovich, 2022), aggregate political risk and sentiment (Hassan et al,, 2019), and
political uncertainty [measured by economic policy uncertainty in Baker et al. (2016)]. AR(1) and AR(12) refer to the first- and
12th-order autocorrelations. Al the time series are at the monthly frequency and over the 1981:04-2019:12 period, except
for investor sentiment being 1981:04-2018:12, quarterly aggregate political risk and sentiment being 2002Q1-2019Q4, and

political uncertainty being 1985:01-2019:12.

Panel A: Summary statistics

Mean Median Min Max Volatility  AR(1) AR(12)
PEAR 4698 46.00 17.50 77.00 1162 093 0.60
Consumer sentiment ~ 87.75 90.90 55.30 112.00 11.92 095 0.66
Investor sentiment 025 0.03 094 204 0.70 098 047
Presidential approval ~ 51.65 50.00 27.00 89.80 .72 093 048
Political i 778 7.81 605 10.26 1.00 075 0.05
Political sentiment 465 463 177 668 1.00 091 047
Political uncertainty 10849 83.07 4436 370.16 75.00 097 073
Panel B: Correlations
PEAR Investor  Consumer Presidential  Political  Political Political
sentiment  sentiment  approval risk sentiment  uncertainty
Correlation between levels
PEAR 100
Investor sentiment 023 1.00
Consumer sentiment ~ 0.2 020 1.00
Presidential approval ~ 0.65** 013" 025" 1.00
Political risk 0.09 053 046" 007 1.00
Political sentiment 022 018 065 —036™ 017 1.00
Political uncertainty 023 035" 059+ 0,18 053+ 0.25% 1.00
Correlation between changes
R [
Investor sentiment —0.06 1.00
Consumer sentiment ~ 0.07 —004 1.00
Presidential approval ~ 0.23**  —0.04 0.07 1.00
Political risk —0.18 —0.08 037 012 1.00
Political sentiment 0.10 023 013 —007 —029*  1.00
Political uncertainty  0.02 004 019 015" 024+ —0.16 1.00
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Main Estimation Method
> PEAR Beta

» For each stock and each month from June 1981, we run the following time
series regression with a 60-month rolling window, requiring at least 24
observations:

Ri: = a+ BioAPEAR: + Bi1APEAR:_1 + Bi,MacroMacro: + €

» Macro consists of the change of the effective federal funds rate, log
change of the Coincident Economic Activity Index, log change of total
monetary base, and stock market return

> Bpear = Po + B1

» To avoid mixing betas from opposing political parties, from the first to the
forty-seventh month after each new president’s inauguration, the authors
use the information from the last president in the same party to fill in the
time series till they have 48-month data to calculate the PEAR beta

» For example, when Donald Trump becomes new president in February 2017,
authors use the last 47-month information from George W. Bush's second
term

» Authors estimate the PEAR beta from June 1983 to December 2019 with
416 non-missing months in total
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Data

» Monthly stock returns from the Center for Research in Security Prices
(CRSP)

» Quarterly and annual accounting data from Compustat
» All common stocks listed on the NYSE, Amex, and Nasdaq exchanges

» Exclude stocks with a price less than $1 and stocks with missing returns
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Results

» At the beginning of each month from June 1983 to November 2019, they
form decile portfolios by sorting firms into ten groups based on their
PEAR betas in the prior month

» Value-weight stocks in these portfolios and rebalance them monthly

» The PEAR beta spread portfolio (L-H) refers to the strategy that buys
stocks in decile 1 and sells stocks in decile 10

» The abnormal return of the PEAR beta spread portfolio ranges from
0.59% to 1.00% depending on specification

» The low PEAR beta premium implies an annual Sharpe ratio of 0.76, and
it is higher than the market Sharpe ratio of 0.55

» Average returns and FF5 alphas of the PEAR beta spread portfolio hold
up to 36 months after formation
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PEAR Beta Premium - Results

Table 3

Low PEAR beta premium. This table reports monthly average excess returns and alphas (in %) of PEAR beta (Bpas) decile portfolios,
where P1 (P10) refers to the portfolio with low (high) Bpear, and L-H refers to the strategy that buys P1 and sells P10. All portfolios
are value-weighted and rebalanced at a monthly frequency. Factor models include Fama and French (2015) five-factor model (FF5),
Hou et al. (2015) g-factor model (HXZ), Stambaugh and Yuan (2017) mispricing-factor model (SY), Daniel et al. (2020) behavioral-factor
model (DHS), and Daniel et al. (1997) characteristics-based model (DGTW). Reported in parentheses are t-values. Industry demeaned
Prear is based on the Fama-French 48 industries. The sample period is 1983:06-2019:12.

Pl [ 5] P4 [3 3 7 P8 P9 P10 LH
Panel A: Sort on fpea
Praw  —-178 —076 044  —022  -003 014 034 058 096 210 388
Excess 119 089 082 076 080 068 0.50 064 055 008 111
(340) (350)  (359)  (349)  (368)  (298) (207) (244) (173)  (019)  (447)
s 073 016 0.06 ~006 002 —003 028  -007 002 ~027 100
(434) (139)  (062)  (-085) (029) (-030) (-3.16) (-062) (0.11)  (~1.69) (4.04)
e 071 019 014 -005 005 002 —0.15 022 093
(a11)  (164)  (147)  (-059) (070)  (025)  (-1.65) (-1.14)  (364)
asy 055 019 012 -012 003 002 —028 -037 092
(3.01)  (1.60) (1.23) (~1.56)  (035) (0.21) (-3.01) (~1.78)  (3.46)
aps 071 01 020 ~005  -001 .01 ~0.18 -0, 082
(380) (153)  (200)  (-067) (=0.16) (0.10)  (~1.82) (-055)  (3.07)
DGTW 031 003 0.04 004 0.06 004 013 028 059

(1.95) (036)  (0.56)  (0.68)  (1.00)  (-071) (-183)

Panel B: Sort on industry demeaned fpeag
052

Preaw 18 X 030 011 006 025 197 381
Excess 121 074 076 082 076 080 061 015 1.06
(339)  (284)  (336) (385  (361) (363)  (252) (039)  (469)
s 077 006 003 006 001 -001  -012 -020 096
(460)  (0.55) (0.29) (0.83) (0.09) (-0.19)  (~1.24) (~1.35)  (4.23)
awg 079 011 0.11 011 003 005 ~0.05 ~017 09
(458) (096)  (L11)  (151)  (047)  (0.70)  (=0.55) (<097)  (4.09)
asy 062 009 0.03 007 001 003 011 026 087
(336) (075)  (032)  (094)  (-0.14) (034)  (-1.12) (-135)  (3.58)
aps 078 014 0.08 005 007 005 ~0.08 ~005 083
(426) (112)  (0.79)  (063)  (093)  (061)  (-0.80) (-027)  (337)
DGTW 036  -002  —006  0.08 005 005 —0.01 -026 061

(225) (-021) (-083) (132)  (0.75)  (0.93)  (-0.14) (-159)  (3.19)
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PEAR Beta Premium
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Fig. 2. Low PEAR beta premium: Cumulative performance. This figure plots the log cumulative return and FF5 alpha of the PEAR beta spread portfolio. The
sample period is 1983:06-2019:12.
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PEAR Returns After Formation
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Robustness

Table 4
Low PEAR beta premium: Robustness. This table reports the monthly average excess returns and FF5 alphas of PEAR beta (Bpras) spread
portfolios in different subsamples. Panels A, B, and C split the sample in time series into Democratic and Republican presidency periods,
president transition and non-transition periods (transition periods are defined as twelve months surrounding the January of new president
inauguration), and NBER-dated recessions and expansions, respectively. Panels D, E, and F split the sample in cross section based on id-
fosyncratic volatility (IVOL) (Ang et al., 2006}, illiquidity (Amihud, 2002), and firm size according to the median breakpoints, respectively.
Panel G considers alternative Bpy estimations: estimating Bpeag by excluding the MKT factor or using a 4-year or 8-year rolling window.
Panel H considers alternative PEAR indexes, including using the innovation of the AR(1) process of APEAR, the president job approval
rating, and the index based on the polls from the top 6 polling agents [the missing values are filled by using the dyad ratios algorithm

of Stimson (1999)]. All portfolios are value-weighted and rebalanced at a monthly frequency. Reported in parentheses are t-values. The

sample period is 1983:06-2010:12.

Excess return  FF5 alpha  #{obs.) Excess return  FF5 alpha  #(obs.)
Panel A: Democratic vs. Republican pmsldcn(s Tansition vs. non-transition periods
Democratic ; 169 199 165 113
(332) [3 no) (325) (292)
Republican 101 247 078 77 303
(307) (z.ez) (312) (284)
Difference 025 052 Difference —121 -089
(050) (1.06) (-183) (~150)
Panel C: Recessions vs. expansions Panel D: Low vs. high IVOL firms
Recession 206 153 34 Low IVOL 110 1.04
(1.61) (1.26) (417) (3.77)
Expansion 1.03 0.95 382 High IVOL 077 0.74
(a18) (3. 57) (2 97) (2.74)
Difference ~1.03 05! Difference 03 030
(-079) ( 047) (1. 13) (-097)
Panel E: Liquid vs. illiquid firms Panel F: Small vs. big firms
Liquid 1.09 101 Small 053 038
(a12) (3.80) (358) (254)
lliquid 044 025 Big 1.00 .99
(247) (1.40) (4.00) (3.73)
Difference 0.65 076 Difference 055 0.61
(-247) (-273) (200) (220)
Panel G: Alternative Byag estimation Panel H: Alternative PEAR
Excluding MKT  1.06 085 Innovation of APEAR AR(1) 1.1 113
3.86) (3.39) (464) (432)
4-year rolling  1.03 0.80 Presidential approval rating ~ 0.47 044
(4.17) (3:30) (1.95) (1.75)
8-year rolling  0.93 078 Top 6 agents 098 1.07
(3.94) (3.26) (359) (3.88)
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International Evidence

» Low PEAR beta premium continues to hold in other G7 countries

Table 5

Low PEAR beta premium: International evidence. This table reports monthly average excess returns and FF5 alphas (in
%) of PEAR beta (fpea) portfolios in other G7 countries. Stock return and market capitalization information are from
Datastream. Al returns and market capitalizations are based on local currencies, the risk-free rate for cach country is
the 80-day interbank rate, and the international Fama-French five-factor data are from Schmidr et al. (2019). P1 (P10)
tefers to the portfolio with low (high) PEAR beta, and L-H refers to the strategy that buys P1 and sells P10. The last
column reports the average trade intensity between each country and the US, which is defined as the sum of bila
eral trade (imports and exports) between each country and the US divided by the sum of their GDPs (Frankel and
Rose, 1998). All portfolios are value-weighted and rebalanced at a monthly frequency. Reported in parentheses are t-
values. The sample periods for results of excess returns are 1987:01-2019:12 for Canada, 1989:12-2019:12 for France
and Germany, 1999:12-2019:12 for ltaly, 1983:06-2019:12 for Japan, and 1987:12-2019:12 for the UK. The sample pe-
riod for FFS factors is 1991:07-2018:01.

Excess return FF5 alpha Trade
Pl P10 LH Pl P10 LH intensity

Canada 031 -055 086 023 -099 122 2.86
(061) (-115) (187) (038) (-2.15) (224)

France 0.49 039 010 ~001 ~055 054 035
(1:35) (087) (025) (-004) (~1.73) (123)

Germany 0.60 019 079 021 034 105 0.65
(1.62) (-091) (201) (0.77) (-2.77) (2.31)

Italy 0.4 024 020 003 022 018 0.29
(1.00) (0.43) (038) (-0.12) (-0.53) (032)

Japan 072 0.08 065 050 —023 073 1.20
(2:25) (025) (222) (2.98) (-1.16) (253)

UK 072 ~036 1.08 039 ~059 098 057
(2.05) (-092) (287) (131) (-2.10) (220)
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Fama-MacBeth

Chen, Da, Huang and Wang

Regressions

fable
Fama-Macbeth regressions. This table reports mr- results of Fama-MacBeth regressions of one-

month-ahead stock excess returns on PEAR U‘m) controlling for other firm-specific
characteristics, which include log firm size (SIZE), log book-to-market ratio. (BM), price mo-
mentum (MOM), short-term reversal (STR), Admiyll(ran( volatility (IVOL), illiquidity muQ

(Distress, Lampbsl] et al, 2008), Prana, fowc (Bali et

x (PN, Kim et al, 2012). political sen
men: spening xposure (GSE, Beo ¢ ol 2013),
dness (PC, Cooper et al, 2010). In Column 6, we inelude 48 industry dum-
e ol Fam s Feoch (1967, Al cependent v ey for ey
dummies are winsorized at the 1st and 90th percentiles, and then normalized to ha

mean and standard deviation of one. Intercepts are included in all the regressions but unre-
ported for brevity. Newey-West (-values are reported in parenthescs. *, *, and *** denote sig-
nificance at the 10% 5%, and 1% levels, respectively. The sample period is 1983:06-2019:12.

DepVar.: One-month-ahead excess returns (%)

(2) 3) @ (5) (8)
Poere —011 0107 009 009 007"
(—409)  (-343)  (-330) (-275)  (-232)
foama 006 0.05 0.06
05 s 71
Pune
( 1131
Paw
- 1211
PAL
Ps
pe
GSE
size
BM
MOM
STR
oL 107
(©0.73)
I 0137
(2:68)
Distress —0.457
(-3.40)
Industry FEs  No
#obs) 1222750 1048446 1025342 797,504 779088 779,088
Adi. K 0002 039 0049 0040 0059 0.077
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Perceived alignment with the incumbent president

Panel A: Anecdotal examples during Obama/Trump terms
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Fig. 5. Trend of PEAR beta. Panel A plots the PEAR betas of two anecdotal examples (New Concept Energy Inc. vs. Renewable Energy Group) during Obama's
and Trump's terms. Panel B plots the average values of PEAR beta in decile 1 and decile 10 around the presidential transition periods. The sample period

is 1983:05-2019:
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Table 7

Perceived alignment with the incumbent president

Low PEAR beta premium: Incumbent vs. former president betas. This table reports the monthly average excess returns and FF5 alphas
of PEAR beta (Bpeag) decile portfolios, where PEAR beta is calculated conditioning on the months whether the incumbent (former) pres-
ident is in power. Specifically, at the end of each month, we split the past 60 months into two sub-samples, one coming from months
when the incumbent president is in power and the other from months when the former president is in power (with a requirement of
at least 12 observations), and then estimate an incumbent president beta and a former president beta for each firm accordingly. The

sample period is 1983:06-2019:12.

P3

P9

L-H

Pl P2
Panel A: Incumbent president beta
Excess return 083 083
(213)  (294)
s 062 024

(395)  (1.92)

076
(3.13)
014

(136)

(-1.15)

043
(130)
010

(0.80)

086
(a21)
086

(4.10)

Panel B: Former president beta
Excess return  1.12 1.16
(2.83) (3.68)
L7 021 011
(127)  (0.69)

114
(3.88)
007

(0.67)

086
(2.90)
~0.06
(~043)

097
(2.77)

021
(1.29)

050
(1.87)

(1.60)
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Analysts Forecast Errors and Future Revisions

Table 8

Analyst expectation and low PEAR beta premium: Edays vs. non-Edays. Panel A reports the results from Fama-MacBeth regres-
sions of analyst expectation measures and three-day cumulative abnormal returns (CAR, in %) around earnings announcement
days (Edays) on PEAR beta (fpeag ), controlling for firm-specific characteristics (same as column 2 of Table 6). Analyst expectation
measures include analyst forecast error (AFE, = (Consensus; — Actual)/PRC, 1, in%), revision in long-term growth rate forecasts
(ALTGy12 = ITGy,12 — TG, in %), and revision in analyst price target growth forecasts (APTGy12 = (PTe 12 — PT()/PRG1, in %).
‘The CAR results, adjusted by Daniel et al. (1997) benchmark returns, are at the quarterly frequency and based on the quarter-end
month PEAR betas. Panel B reports the daily average returns of PEAR beta decile portfolios on Edays and non-Edays, respectively.
Also reported are daily returns adjusted by Daniel et al. (1997) characteristics-based returns and market returns. The sample
period is 1083:06-2019:12, except for analyst price target forecasts being 1999:03-2019:12.

Panel A: Analyst reactions and CARs around Edays

AFE ALTGyyqz APTGyi12 CARg1 CARys2 CARyy3
Prear 038 008" 1567+ 007 006" 002

(2:62) (~2.18) (~3.50) (~2.65) (~243) (-0.63)
Controls ~ Yes Yes Yes Yes Yes Yes
Adj. R? 0133 0.039 0.045 0.014 0.013 0.013
Panel B: low PEAR beta premiums among Edays and non-Edays

Pl P2 P3 P4 P5 3 [ P P9 P10 LH

Earnings announcement days

Excess 1406 1178 685 927 38 37 557 1543 100 -481 1888

(219)  (259) (201) (275) (137) (093) (1.17)  (342)  (017)  (-076) (2:59)
DGTW 1233 732 236 414 031 096 3.3 6.65 186 511 1744

(2.41) (1.98) (2.09) (1.86) (0.86) (1.13) (1.30) (2.94) (-0.53) (-1.13) (2.61)
MKT 1392 994 364 678 192 306 355 154 081 -590  19.82

(250) (275) (136) (241) (072) (102) (109) (305  (0.16)  (-1.08) (276)
Non-earnings announcement days

Excess 553 450 405 405 385 370 255 255 263 152 402
(322) (3.72) (362) (391) (376) (342) (235)  (196)  (172)  (077)  (341)
DGTW 216 129 015 063 039 010 -096 061 069  -114 331

(244) (289) (051) (200) (144) (035 (-248) (-138) (-1.06) (-121) (3.23)
MKT 348 248 212 187 164 055 0.67 055 0.
(345)  (473) (550) (559) (555) (429) (135)  (1.08)  (0.70)  (-047) (3.46)
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Analysts Forecast Errors and Future Revisions

» Analysts Forecast Errors (AFE)
» Future Revisions of Long-Term Growth (LTG)
» Future Revisions in Price Target Growth (PTG)

04 — AFE
- LTG
S - PTG
03 \
02 :
0.1
0.0
-0.1

0 2 4 6 8 1012 14 16 18 20 22 24 26 28 30 32 34 36 38 40 42 44 46 48
Month t

Fig. 6. PEAR vs. analyst Expeclalion This figure plots the coefficients of regressions of the aggregate analyst expectation measures in month ¢ + j on the
PEAR index in month ¢ for j =0, 1....,48. The analyst expectation measures include analyst forecast error (AFE), long-term growth forecast (LTG), and
price target implied growth (PTG) AFE is defined as the difference between the consensus earnings forecast and the actual reported earnings, scaled by
the closing stock price in the previous month. LTG is defined as the consensus long-term growth rate forecast. PTG is defined as the consensus price
target forecast scaled by the stock price in the previous month. The sample period is 1981:04-2019:12, except for analyst price target forecasts being
1999:03-2019:12.
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Alternative Explanations

» Risk aversion
» Unemployment rate, aggregate risk aversion, negative of surplus
consumption ratio and option based risk aversion
> PEAR is negatively correlated with these four risk aversion measures
» High PEAR beta stocks would do worse precisely when aggregate risk
aversion increases (or when PEAR decreases), and they are therefore riskier
and should earn higher returns. Such a risk-based story is therefore
inconsistent with the empirical findings
» Macroeconomic risk
» 132 macro variables
> Generally, the correlations are very low, and the highest one is 0.16 between
the change of PEAR and consumption growth (CG)
» Hedge for downside risk
> Faccio et al. (2006) find that over the sample period 1997 to 2002, of the
450 politically connected firms from 35 countries, only 51 firms received
bailouts
»> Low PEAR beta premium hardly changes when authors remove the largest
25 firms from the sample each month
» Sentiment-induced overpricing and short sale constraints
» Split the sample into two subsamples based on the median values of the
four sentiment measures, and examine the difference of the low PEAR beta
premium between the high and low sentiment periods
» Sentiment-induced overpricing is not empirically supported
Da, Huang and Wang
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Conclusion

Authors construct a novel monthly presidential economic approval rating
(PEAR) index

In the cross-section, stocks with high PEAR beta significantly
underperform those with low PEAR beta by 1% per month

The low PEAR beta premium persists up to one year and remains
significant in a number of robustness tests.

The PEAR beta captures a firm's perceived alignment to the incumbent
president’'s economic policy and investors seem overpricing firms with
positive PEAR betas and underpricing firms with negative ones.

Chen, Da, Huang and Wang

Presidential econ

c approval rating and the cross-section of stock returns



