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Presidential Election Effect on Financial Markets

As we get closer to the presidential election, a lot of investors are hoping for a particu-
lar outcome, thinking that one party will be better for the economy and stock market than 
the other. The worry is that if the “wrong” candidate wins, it’ll cause more volatility in the 
markets next year. But, historically, that’s not always been the case. If the incumbent party 
keeps the presidency, volatility typically goes down before the election and only increases a 
bit afterward. If the incumbent party loses, then volatility jumps before the vote but usually 
calms down afterward.

When it comes to the economy, the two key indicators people tend to look at are GDP 
(gross domestic product) and personal consumption expenditures (PCE). Over the last 80 
years, these numbers have generally looked better when Democrats were in the White House. 
To put things into perspective, the U.S. has gone through 14 recessions since World War II. Of 
those, 12 started when a Republican was president, and only two began with a Democrat in 
office. But recessions do end, and of those 14, 10 wrapped up under Republican administra-
tions, while four ended under Democrats.

Now, let’s talk about unemployment. On average, it’s started lower under Republican 
presidents than Democratic ones. But here’s the catch: during Republican administrations, 
unemployment usually increased, while under Democratic presidents, it fell. Interestingly, 
the unemployment rate didn’t go up under any Democratic president in the post-WWII peri-
od, but it did rise under all but one Republican president.

Moving on to the stock market, it’s important to note that while politics certainly plays a 
role, the market is mostly driven by things outside of government control. That being said, 
historical data shows that stocks have tended to perform better in all four years of the elec-
tion cycle when a Democrat was in office. Regardless of which party is in power, the year be-
fore the election has historically been the best for investors, with the strongest returns and 
the highest chances of gains. So far in this cycle, the market’s been mostly on track: 2022 
(the mid-term year) was a bit weak, 2023 (the pre-election year) was strong, and 2024 has 
had surprisingly solid performance so far.
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The best performance has 
historically come when a Demo-
crat was president but Congress 
was split. But this scenario has 
only happened about 5% of the 
time. The next best performance? 
When Republicans controlled 
both the presidency and Con-
gress. On the flip side, the worst 
market performance happened 
when a Republican was president 
and Congress was divided, which 
was the second-worst outcome 
in the post-WWII era.

In short, while some trends suggest the economy and markets might do better with a 
Democrat in the White House, it’s important not to put too much stock in politics alone. 
There are plenty of other factors at play that can have a much bigger impact on the markets 
than who’s sitting in the Oval Office.

 
Global Conflicts Affecting Your Investment Stance?

As Israel begins to ramp up attacks on Hamas and now Hezbollah, we are moving into a 
heightened sense of global conflict. Adding to the already frayed tensions surrounding Rus-
sia and Ukraine, investors across the globe are wondering if they should be concerned.  While 
wars can definitely raise the tension level, there are a lot of factors at play, and the impact on 
the stock market isn’t as straightforward as people often assume.

 War Often Boosts the Economy
First off, it might seem counterintuitive, but war can actually benefit the economy in the 

short term. When a country goes to war, governments usually ramp up spending on mili-
tary equipment, supplies, and other goods, which creates a surge in demand. That increase 
in spending can stimulate certain sectors of the economy. More demand for products means 
higher production, which can lead to higher prices. That’s why inflation often creeps up 
during times of war, as the cost of goods and services rise.

Markets Tend to Anticipate War
One important thing to remember is that wars typically aren’t surprises. Most of the 

time, tensions build up for months, if not years, before an actual conflict begins. By the time 
troops are mobilized or bombs are dropped, the market has already been reacting to the pos-
sibility of war. So, when we finally see that breaking news of an official declaration of war, 
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the market might not react as dramatically as you’d expect, because investors have often 
“priced in” the possibility of conflict already.

What History Tells Us About the Stock Market During War
So, what actually happens to the stock market when a war breaks out? Let’s dive into 

some historical data to get a clearer picture.

Research at how the market performed during various wars, including major conflicts 
like World War II and the Vietnam War, has found was that, in most cases, the stock market 
didn’t experience significant, long-term declines during wartime.  In fact, the market tends 
to hold its ground or even recover relatively quickly after an initial dip.

A look at historical events backs this up. Looking at the data below, most of the market 
reaction occurs quickly, and in most cases stocks bounced back within three months of an 
initial drop. There were only two instances where it took longer for the market to recov-
er, but in general, the takeaway is that wars don’t usually lead to major, sustained market 
downturns. 

The most important thing is to avoid panicking and making rash decisions based on 
short-term market movements. War can create volatility, but market ups and downs are 
normal. Trying to time the market or make big changes to your investments based on war 
news is a risky strategy. Instead, take a long-term approach to your investments. Focus on 
aligning your portfolio with your risk tolerance and your financial goals, and stick with that 
strategy.

Preserving Wealth During War
For those nearing or in retirement, there’s an extra consideration: sequence of returns 

risk. This refers to the idea that when your portfolio declines, it has to recover by a larg-
er percentage to get back to where it was. For example, if you have $1,000,000 invested in 
the stock market and it drops by 15%, your portfolio is now worth $850,000. To get back to 
$1,000,000, you’d need a gain of more than 15%. In this case, you’d need your portfolio to 
grow by about 17.64% to fully recover.

This risk becomes even more of a problem if you’re withdrawing money from your port-
folio during a downturn, which is common for retirees. If you’re taking out, say, 6% each 
year for retirement income while the market is down, it makes it much harder for your port-
folio to bounce back.

That’s why it’s crucial to make sure your investment strategy matches your risk toler-
ance. If you’re approaching retirement or already retired, it is imperative that the primary 
focus is wealth protection during periods of high volatility and market stress.  This holds 
true in all cases of market stress, not just during wartime.
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You have $1 to invest and two options. Your first option is to support your next-door 
neighbors’ 10-year-old daughter who is raising money to start a lemonade stand, your sec-
ond option is to support a disheveled man walking the median at an intersection holding a 
sign that says, “Why lie, I need a beer”. If you invest in the little girl, you will encourage her 
entrepreneurial spirit and help her on her way to building character and business acumen 
that could last her lifetime. If you invest in the man, you will support his entrepreneurial 
spirit and help him on his way to a short-lived good time, but ultimately you are doing him 
more harm than good. 

For most of us, this decision is easy. In the words of Roy Disney (Walt’s brother) “When 
your values are clear to you, making decisions becomes easier”. While this example seems to 
oversimplify the decisions that investors face, it does not. Even the top Wall Street managers 
with all their sophistication and resources, are simply trying to answer the same two ques-
tions: “Who should we give the money to?”, and “What will they do with it?”

When you buy a stock, you become a part owner of a company, even if it is just one share. 
As a shareholder, you have a claim to profits through dividends and may attend company 
meetings or vote on certain issues. The advantage of stock ownership lies in the ability to 
passively benefit from a company’s success without the responsibilities of running it. 

Investing in individual stocks can be time-consuming and requires expertise in various 
areas, prompting many investors to choose mutual funds and ETFs, where professionals 
manage their investments. While these options provide convenience, they create a discon-
nect between investors and the companies they support, often leaving investors unaware of 
the specific companies they own and their business practices. This lack of transparency can 
lead to a misalignment between an investor’s values and their financial decisions, resulting 
in scenarios where they might support agendas with their money that they wouldn’t endorse 
at the polls. For individuals of faith, investing in broad indices like the S&P 500 can uninten-
tionally support companies that conflict with their core values. Biblically Aligned Investing 
provides a solution by enabling individuals to align their financial decisions with their be-
liefs, encouraging good stewardship by avoiding investments in companies that profit from 
or promote activities contrary to biblical principles. If you’re interested in learning more 
about Biblically Aligned Investing, please contact your advisor.


