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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

▶ 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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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
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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,t = α + βi,0∆PEARt + βi,1∆PEARt−1 + βi,MacroMacrot + εi,t

▶ 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

▶ βPEAR = β0 + β1
▶ 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
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PEAR Beta Premium
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PEAR Returns After Formation
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Robustness
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International Evidence

▶ Low PEAR beta premium continues to hold in other G7 countries
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Fama-MacBeth Regressions
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Perceived alignment with the incumbent president
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Perceived alignment with the incumbent president
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Analysts Forecast Errors and Future Revisions
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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)
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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
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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.
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