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Abstract 
Based on Canadian historical returns from 1951 to 2011 and mean-variance frontier analysis, we document better 
stock market opportunities in the late versus early part of the mandates of the Canadian federal governments or 
the American presidents, as well as when Democratic versus Republican American presidents are in power. 
Better bond market opportunities are found in majority versus minority Canadian parliaments and in 
Conservative versus Liberal federal governing parties. We investigate the role of controls for the state of the 
economy to explain these results. We conclude that both domestic and American electoral regimes significantly 
affect investment opportunities and optimal asset allocation.  
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1. Introduction 
In countries with a democracy, political parties spend large amounts of time, money and effort to convince 
electors that their policies are the most appropriate for their country. In particular, they argue that their economic 
policies are the best for the finances and growth of the country, that they are the best equipped to foster solid 
relations with their international partners and that they should be given “strong” mandate to operate efficiently 
and reduce uncertainty. Political analysts and economists regularly comment on these claims and further analyze 
the outside influence of foreign politics. The media and ultimately many citizens show tremendous interest for 
elections and their results. Should investors pay attention to election regimes?  

In the United States (US), there is a growing academic literature that answers ‘yes’ to this question by looking at 
the relationship between electoral regimes and returns. For examples, Huang (1985), Hensel and Ziemba (1995), 
Johnson, Chittenden and Jensen (1999), Santa-Clara and Valkanov (2003) and Booth and Booth (2003) show that 
large and small-capitalisation equities yield higher returns under Democratic presidencies and in the last two 
years of a presidential term, while US Treasury bonds and bills produce higher returns under Republican 
presidencies. As no corresponding differences in volatility or macroeconomic conditions are found, the 
“Democratic equity premium” and “presidential cycle effect” have been called puzzles, although explanations 
based on a longer-run analysis (Beyer, Jensen, & Johnson, 2004), international comparison (Bohl & Gottschalk, 
2006), spurious econometrics problem (Powell, Shi, Smith, & Whaley, 2007, 2009) and time-varying risk 
premiums (Sy & Zaman, 2011) have been proposed.  

This study extends this literature by examining the question for another country, namely Canada. Apart from the 
importance of a clear answer for investors in Canadian capital markets, it makes two contributions. First, by 
focusing on Canada, a country similar to the US for the stability and functioning of its capital markets, and with 
a political system that has similarly resulted in only two parties being in power (a left-leaning one and a 
right-leaning one), this study provides a useful out-of-US-sample check on the US results. Second, and more 
importantly, this study gives a novel assessment of the outside influence of American politics on foreign capital 
markets by investigating whether US election effects spill over to the capital markets “north of the border”. 
Canada is a natural choice for detecting such influence as it has strong ties to the US, being its most important 
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economic and political partner in the last century.  

Specifically, using monthly returns on Canadian bills, bonds and stocks from 1951 to 2011, this paper 
investigates five sub-questions. Are investment opportunities different in:  

1) Left-leaning Liberal versus right-leaning Conservative governments?  

2) Minority versus majority governments?  

3) The early versus late parts of the federal mandates?  

4) Left-leaning Democratic versus right-leaning Republican presidential administrations?  

5) The early versus late parts of the American presidential mandates?  

We answer these questions about investment opportunities in different electoral regimes with a traditional 
mean-variance analysis. Using bonds and stocks, we compute the investor opportunity set, which is delimited by 
the mean-variance frontier, conditional on the electoral regimes. We then evaluate the Sharpe ratio performance 
of the individual assets and optimal portfolios, and formally test for the equality of Sharpe ratios across regimes. 
While there are many other performance measures, the Sharpe ratio has a long history of relevancy and is the 
most natural measure to complement mean-variance analysis. Due to its simplicity and intuitive appeal, it is 
widely used both in practice and in academic studies. Next, we check the robustness of the results with controls 
for the state of the economy. Finally, we examine the optimal asset allocation between bills, bonds and stocks 
across regimes by computing the asset weights for selected optimal portfolios.  

For Canada, Foerster (1994) and Chrétien and Coggins (2009) are the only two references that provide some 
evidence on these questions. Focusing on estimates of expected return and standard deviation, they document a 
“prime ministerial cycle effect” as well as a Democratic equity premium and a presidential cycle effect in 
Canadian stocks, but no robust “Liberal equity premium” or minority government differential. This paper 
expands on their results by considering a more complete dataset and by looking at mean-variance frontiers, 
Sharpe ratios and optimal asset allocations across regimes, offering a clearer overall picture of investment 
opportunities. It also puts more emphasis on the impact of American political regimes on Canadian investments. 

The empirical results indicate that investors and portfolio managers should pay close attention not only to their 
domestic electoral regimes, but also to the American ones. With respect to the domestic regimes, the Canadian 
investment opportunities are significantly better in Conservative versus Liberal governing parties, although 
mainly a reflection of the strength of the bond market. This is consistent with Alesina and Sachs (1988), who 
suggest that leftist parties generate higher inflation, and with Booth and Booth (2003), who document a similar 
finding for the US bond market. While this difference is robust to the use of Canadian information variables to 
control for the state of the economy, it does not subsist when US information variables are included as controls. 
For the stock market, in contrast to the findings of the US literature, there is only weak evidence that it yields 
better opportunities under a left-leaning leadership, although the difference becomes significant when we use US 
information variables as controls. The exclusion of minority parliaments also reinforces these results.  

The Canadian investment opportunities are also better in the late parts of the federal election cycle than in the 
first two years, with significantly higher Sharpe ratios for the bond market, the stock market and the optimal 
portfolio. With an optimal Sharpe ratios more than three times higher in the late versus early mandates (0.955 
versus 0.311), these results confirm a prime ministerial cycle effect stronger than the presidential cycle effect in 
US returns, perhaps because Canadian governments have the additional option of calling an election at the “right 
moment”, as election dates are not fixed in our sample period.  

With respect to the American regimes, we find that Canadian investment opportunities are significantly better in 
Democratic versus Republican administrations. The performance spread comes entirely from the stock market 
and is particularly striking: The value-weighted portfolio of stocks earn a Sharpe ratio of 0.830 in Democratic 
regimes versus -0.007 in Republican ones. Having ideologically aligned leaderships in Canada and the US 
preserves but does not reinforce the effects found independently. The Canadian stock market also performs 
significantly better in the late versus early parts of the US presidential cycle. Furthermore, stocks yield even 
worst risk-adjusted returns when the Canadian and US governments are simultaneously in the early parts of their 
mandates, with a negative Sharpe ratio of -0.385. Thus, the puzzling Democratic equity premium and 
presidential cycle effects strongly spill over “north of the border”. Hence, we document an important outside 
influence of American politics on Canadian capital markets that is consistent with the ties between both countries, 
as exemplified by correlations varying from 0.7 to 0.8 between their capitals markets.  

These findings on the significant effects of the Canadian election cycle, the US President party and the US 
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in a majority, while the LATE regime has the other months. The restriction to majority months ensures 
governmental control on policy implementation and election calling in the early part of the mandate, creating 
conditions where “tough” long-term policies could be implemented more easily. With such a definition, 34.6% of 
the months fall in the EARLY part of the mandate (Note 1).  

US President party: The DEM regime regroups the months under a Democratic President, while the REP regime 
includes the months with a Republican President. Democratic and Republican Presidents are in the White House 
for 41.0% and 59.0% of the months, respectively.  

US election cycle: The EARLY US regime includes the months in the first two years after a fixed-date US 
presidential election, while the LATE US regime has the months in the last two years of the four-year mandate. 
Thus, about half the months are in each regime.  

2.2 Measures of the Investment Opportunities 

The Canadian investment opportunities we investigate are composed of four assets representing three common 
financial asset classes: bills (denoted RF, based on three-month Treasury bills), bonds (denoted RGOV, based on 
long-term government bonds) and stocks (two assets denoted RVW and REW, based on respectively 
value-weighted and equally-weighted portfolios of all exchange-traded stocks). While RVW is similar to the 
S&P/TSX Composite Index and is highly weighted in large-cap stocks, REW can be thought as representing the 
small- and medium-cap equity asset classes as they are the dominant portfolio components. The series of 
monthly realized returns for these assets are obtained from the TSX Canadian Financial Markets Research 
Centre (CFMRC). 

Table 1 presents the annualized mean return (monthly value ൈ 12), the annualized standard deviation (monthly 
value ൈ √12) and correlations for the four assets (Note 2). The historical risk-reward opportunities look good 
compare to the ones of the last few years. More importantly for our purpose, we can observe a risk-return 
trade-off between the assets as expected.  

 

Table 1. Investment opportunities, 1951 to 2011 

 RF RGOV RVW REW 

Mean 5.46% 7.38% 10.60% 17.18% 

St Dev  8.40% 15.46% 19.66% 

Corr  RGOV 20.33% 10.51% 

  RVW  83.81% 

Note. This table presents the annualized means, standard deviations (St Dev) and correlations (Corr) for the monthly returns of three-month 

Treasury bills (RF), the long-term government bonds (RGOV), the value-weighted equity portfolio (RVW) and the equally-weight equity 

portfolio (REW).  

 

To examine how the investment opportunities vary across electoral regimes, we rely on mean-variance (MV) 
analysis. Specifically, we first estimate the means, standard deviations and correlations, conditional on being in a 
given regime. We then compute the corresponding MV frontiers, which represent the limit of the investors’ 
opportunity set. The MV frontier is defined as the portfolios that have minimum variance for a given mean return. 
Using the notation and demonstrations of Roll (1977), let ࡾ be the 3 × 1 vector of mean returns for RGOV, 
RVW and REW, let ࢂ be their corresponding variance-covariance matrix, and let ૚ be the unit vector. Then, 
for a given mean return of ܧሺܴ௣ሻ, the MV frontier portfolios have the following variance: 

ெ௏ି௣ଶߪ ൌ ܽ െ ൫ܴ௣൯ܧ2ܾ ൅ ൫ܴ௣൯ଶܽܿܧܿ െ ܾଶ  (1)

where ܽ ൌ ܾ ,ࡾଵିࢂᇱࡾ ൌ ܿ ଵ૚ andିࢂᇱࡾ ൌ ૚′ିࢂଵ૚.  

Next, we compare the Sharpe ratios of the individual assets and of the MV tangency portfolio (the portfolio with 
the maximum Sharpe ratio) across regimes. The Sharpe ratio (Sharpe, 1966, 1994), also called the 
reward-to-variability ratio, is a portfolio’s excess return over the risk-free rate divided by its standard deviation,  ݄௣ ൌ ൫ܴ௣൯ܧ െ ௙ܴߪ௣  (2)

This commonly used performance measure is intuitively interpreted in the mean-standard deviation space as the 
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slope of a line from the risk-free asset to a specified portfolio. The higher is the slope, the better located is the 
portfolio. The highest possible slope leads to the MV tangency portfolio, with return denoted ܴெ௏ି௧௔௡, which 
has the following maximum possible or optimal Sharpe ratio: ݄௠௔௫௜௠௨௠ ൌ ሺܴெ௏ି௧௔௡ሻܧ െ ௙ܴߪெ௏ି௧௔௡  (3)

where:  ܧሺܴெ௏ି௧௔௡ሻ ൌ ܽ െ ܾ ௙ܴܾ െ ܿ ௙ܴ  (4)

ெ௏ି௧௔௡ଶߪ ൌ ܽ െ ሺܴெ௏ି௧௔௡ሻܧ2ܾ ൅ ሺܴெ௏ି௧௔௡ሻଶܽܿܧܿ െ ܾଶ  (5)

As discussed by Ferson and Siegel (2003), the sample maximum Sharpe ratio is biased upward when the number 
of assets ܭ is large relative to the number of observations ܶ. We thus report adjusted maximum Sharpe ratio by 
using their proposed correction:  

݄௠௔௫௜௠௨௠௔ௗ௝ ൌ ඨ݄௠௔௫௜௠௨௠ଶ ൈ ሺܶ െ ܭ െ 2ሻܶ െ  ܭܶ
(6)

In this paper, while ܶ varies depending on the regimes under consideration, we only consider three assets 
ܭ) ൌ 3) for the MV frontiers, which implies that the bias is small. Furthermore, our tests focus on the difference 
between Sharpe ratios across regimes, which mitigates the effect of the bias further. Hence our results are similar 
whether we use adjusted Sharpe ratio or not.  

We formally test for the equality of Sharpe ratios across regimes with a statistic proposed by Jobson and Korkie 
(1981), revisited by Lo (2002) and Memmel (2003). (See also Ledoit & Wolf, 2008, Leung & Wong, 2008, for 
further discussions.) Specifically, let ෠݄௣,௥ et ෠݄௣,௦ be the estimated Sharpe ratios for portfolio ݌ in regimes ݎ 
and ݏ, two mutually exclusive regimes (for example MINOR and MAJOR). These estimates are obtained by 
using the sample mean and standard deviation of the portfolio returns in the two regimes, with samples of ௥ܶ 
and ௦ܶ observations, respectively. Then, under the null hypothesis that the Sharpe ratios are equal, and assuming 
that returns are identically and independently distributed, the estimated Sharpe ratio difference has the following 
asymptotic distribution, which allows a test on its significance:  ෠݄௣,௥ െ ෠݄௣,௦ ௗ→ܰ ቆ0, 1 ൅ భమ ෠݄௣,௥ଶ௥ܶ ൅ 1 ൅ భమ ෠݄௣,௦ଶ௦ܶ ቇ (7)

This distribution leads to a z-test on the equality of Sharpe ratios across regimes. When applied to the maximum 
Sharpe ratio portfolio, this test becomes a test on the equivalence of the optimal MV opportunities across 
regimes.  

As a robustness check, following Santa-Clara and Valkanov (2003), we also use predetermined information 
variables to control our results for the anticipated state of the Canadian economy. Specifically, we run the 
following regression with the returns of each risky asset class (RGOV, RVW and REW): ܴ௜௧ ൌ ௜ߤ ൅ ૚ି࢚ࢆᇱ࢈ ൅ ௜ (8)ߝ

where ି࢚ࢆ૚ is a vector of state of the economy control variables that have been demeaned. Then, we re-estimate 
the measures of investment opportunities using a new set of returns that exclude the effect of the information 
variables:  ܴ௜௧௓ ൌ ௜ߤ ൅ ௜ (9)ߝ

Our information variables are Canadian versions of the ones used in the study of Santa-Clara and Valkanov 
(2003), namely the annualized log dividend-price ratio, the term spread, the default spread and the relative 
interest rate (Note 3). The predictive value of these variables has been studied extensively in the literature, 
starting with Keim and Stambaugh (1986), Campbell (1987), Campbell and Shiller (1988), and Fama and French 
(1988, 1989). Rapach, Wohar and Rangvid (2005), Hjalmarsson (2010) and Chrétien and Coggins (2014) 
provide evidence in a Canadian context. To account for the possibility that the Canadian information variables 



www.ccse

might be
governme
(Note 4). 

Finally, w
the asset 
the risk-f
portfolio 

where:  

with ࢂࡹࢄ
3. Empir
This sect
regimes. 
robustnes
evidence 

3.1 Invest

This secti
figure sh
REW, an
markers. 
Sharpe ra
associated

3.1.1 Gov

 

Note. This f

Liberal (LIB

the Conserv

net.org/ijef 

e endogenousl
ent policies, w

 

we examine th
weights for se

free asset with
weights for an

 being a 4 ࢖ࢂ

rical Results 
tion analyses 
Then, we ex

ss of our resul
on the effect 

tment Opportu

ion first prese
ows, in the m

nd their MV f
The assets’ a
atio across re
d significance

verning Party 

figure shows the 

B) versus Conser

vative (Liberal) re

In

ly determined
we also cons

he optimal as
elected MV ef
h a weight of
n investor wit

ࢇ࢚ିࢂࡹࢄ
× 1 vector and

 
our empirica

xamine some 
lts to the inclu
of the regime

unity Set and 

ents our result
mean-standard
frontier, acros

annualized me
egimes of th
e level for the 

 

Figure 

risk free return (

rvative (CON) go

egime.  

nternational Jou

d along with 
ider the exog

set allocation 
fficient portfo
f ௙ܺ and the 
th a required r࢖ࢂࡹࢄ ൌ ቈ൫

௙ܺ ൌ ൫ܴ௣௙ܴܧ
࢔ࢇ ൌ ࡾଵሾିࢂ
d ࢔ࢇ࢚ିࢂࡹࢄ be

al results. We 
refinements 

usion of the st
s on the optim

Sharpe Ratios

s with the help
d deviation sp
ss the two re
ean returns by
e assets and 
test on the eq

2. Investment

RF) and the inve

overning party reg

urnal of Econom

110 

our asset retu
genously deter

between bills
olios. Specific

MV tangency
return of ܧሺܴ௙ܺ൫1 െ ௙ܺ൯ିࢂࡹࢄ
௣൯ െ ሺܴெ௏ି௧െܧ ሺܴெ௏ି௧௔௡૚ሿܧ ቂܽ ܾܾ ܿቃି૚
eing a 3 × 1 v

first focus o
with respect

tate of the eco
mal asset alloc

s  

p of a figure a
pace, the risk-
elevant regime
y regimes are 

of the tange
quality of the r

t opportunities

estment opportuni

gimes. Black circ

mics and Finan

urns, under th
rmined US v

s, bonds and 
ally, as the eff
y portfolio w௣ሻ are equal t

 ቉࢔ࢇ࢚ି
௧௔௡ሻ௡ሻ  

ቂܧሺܴெ௏ି௧௔௡ሻ1 ቃ
vector (Note 5)

n comparing 
t to our elect
onomy control
ation.  

and a table for
-free asset RF
es differentiat
also provided

ency portfolio
ratios across re

s and governin

ities in RGOV, R

cle (grey square) 

ce

he common i
ersions of the

stocks across 
ficient portfol

with a weight 
to:  

ቃ 
).  

the investme
toral regimes.
l variables. Fi

r each electora
F, the risky as
ted by black 
d in their labe
o. It also pro
egimes given 

ng party 

RVW, REW and th

markers represen

Vol. 7, N

influences of 
e information

 regimes by c
lios are combi
of 1 െ ௙ܺ, th

ent opportunit
. Third, we a
inally, we prov

ral regime cate
ssets RGOV, 
circle and gr

els. The table
ovides the p-v
by equation (

 

heir MV efficient

nt investment opp

No. 4; 2015 

Canadian 
n variables 

computing 
inations of 
he optimal 

(10)

(11)

(12)

ties across 
assess the 
vide some 

egory. The 
RVW and 

rey square 
e gives the 
value and 
7).  

t frontier, for 

portunities in 



www.ccse

Figure 2 
assets are
in Conser
ratio in t
market, a
Sharpe ra
statistical

 

Table 2. S

Note. This 

(LIB) versu

***, ** and

 

We thus 
produce d
market re
leftist par
market p
opportuni

3.1.2 Elec

Figure 3 
the MV f
bonds, as
confirms 
different 
maximum
strength 
commonl
although 

 

Note. This f

majority (M

opportunitie

net.org/ijef 

and Table 2 sh
e located simi
rvative versus
the Conservat
as the RGOV 
atios for RVW
lly different at

Sharpe ratios a

table presents Sh

us Conservative (C

d * indicate signif

find some ev
different inve
esults of Booth
rties generate 
erforms bette
ities in the Lib

ctoral Strength

and Table 3 s
frontiers are re
s RGOV provi

these impres
at the 1% le

m Sharpe ratio
regimes. Hen
ly-stated requ
there is some 

figure shows the 

MAJOR) versus 

es in the minority

In

how the result
larly under bo
s Liberal regim
tive regime (0
Sharpe ratios 

W and REW 
t the 5% level

and governing

 

RGOV 

RVW 

REW 

Maximu

harpe ratios for R

CON) governing 

ficance at the 1%

vidence that t
stment opport
h and Booth (
higher inflatio

er under a left
beral regime. 

h 
show the resul
elatively simil
ides a higher m
ssions. While
vel, the other

o portfolios in
nce, with reg
uest by politi

evidence that

Figure 3

risk free return (

minority (MIN

y (majority) regim

nternational Jou

ts for the Libe
oth regimes in
mes. Accordin
0.88 versus 0
(0.37 versus 
are slightly h

l.  

g party 

LIB 

0.156

0.381

0.622

um 0.662

RGOV, RVW, RE

party regimes, an

, 5% and 10% lev

he right-leani
tunities, espec
(2003), as wel
on. However, 

ft-leaning lead
 

lts for the min
lar across gov
mean return in
e the resultin
r Sharpe ratio
ndicates that th
gards to over
cians that the
t the bond mar

3. Investment

RF) and the inve

NOR) electoral s

me.  

urnal of Econom

111 

eral versus Co
n Figure 2, the
ngly, the tang
0.66). The bet
0.16) are sign

higher in the 

CON

0.365

0.240

0.549

0.877

EW and their MV

nd p-values on te

vels, respectively

ing Conservat
cially for the b
ll as the analy
our findings d

dership, as the

nority versus m
vernment stren
n majority tha

ng RGOV Sh
o differences 
he optimal M
rall investmen
ey should be

arket performs

opportunities

estment opportuni

strength regimes

mics and Finan

onservative go
e resulting MV
ency portfolio
tter opportuni
nificantly diffe
Liberal regim

Diff p

0.008

0.074

0.376

0.016

V efficient fronti

ests for the equali

y.  

tive policies a
bond market. 

ysis of Alesina
do not fully su
ere is only w

majority gove
ngth regimes. 
an minority sit

harpe ratios (0
are not signi

MV opportuniti
nt opportuniti
e given “stron
 worst in min

 and electoral

ities in RGOV, R

. Black circle (

ce

overnment reg
V frontiers sh
o shows a sign
ities appear to
erent at the 1%
me, although 

p-val 

8 *** 

4 * 

6 

6 ** 

er tangency portf

ty of Sharpe ratio

and the left-le
This is consi

a and Sachs (1
upport the US
eak evidence 

rnment regim
The most noti
tuations (8.8%
0.31 versus -
ficant. In par
ies are equiva
ies, our resul
ng mandate” 
ority parliame

 
strength 

RVW, REW and th

(grey square) m

Vol. 7, N

gimes. Althoug
how better opp
nificantly bett
o come from
% level. In co
the difference

tfolio (Maximum

os across regimes

eaning Libera
istent with the
1988) that sug

S evidence that
of better sto

mes. Figure 3 s
iceable differe

% versus 3.5%
-0.06) are sig
rticular, the te
alent across go
lts do not su
to reduce un

ent.  

heir MV efficient

markers represent

No. 4; 2015 

gh all four 
portunities 
ter Sharpe 

m the bond 
ontrast, the 
es are not 

) for Liberal 

s (Diff p-val). 

al policies 
e US bond 
ggests that 
t the stock 
ck market 

shows that 
ence is for 

%). Table 3 
gnificantly 
est for the 
overnment 
upport the 
ncertainty, 

t frontier, for 

t investment 



www.ccse

Table 3. S

Note. This t

(MAJOR) v

p-val). ***,

 

3.1.3 Can

Figure 4 
illustrates
market p
historical
and 7.9%
versus EA
election. 

Table 4 c
in early m
ratio of th
the EARL
only stati

 

Note. This f

late (LATE)

(late) regim

 

Table 4. S

Note. This 

versus early

***, ** and

net.org/ijef 

Sharpe ratios a

table presents Sh

versus minority (

, ** and * indicat

nadian Electio

and Table 4 
s striking diff
performs muc
l returns on R

% in the EARL
ARLY regime
 

confirms the s
mandate, whil
he stock mark
LY regime. W
istically signif

figure shows the 

) versus early (EA

me.  

Sharpe ratios a

table presents Sh

y (EARLY) Cana

d * indicate signif

In

and electoral s

 

RGOV 

RVW 

REW 

Maximu

harpe ratios for R

(MINOR) elector

te significance at 

on Cycle  

show the resu
ferences in inv
h better in th

RVW and REW
LY regime. Th
s (7.5% versu

ignificance of
le the values f
ket in the LAT

While the Shar
ficant at the 10

Figure 4. In

risk free return (

ARLY) election c

and Canadian

 

RGOV 

RVW 

REW 

Maximu

harpe ratios for R

adian election cyc

ficance at the 1%

nternational Jou

strength 

MAJOR

0.305

0.298

0.579

um 0.712

RGOV, RVW, RE

al strength regim

the 1%, 5% and 1

ults for the la
vestment oppo
he LATE reg
W average, re
hese return dif
us 10.0%), pro

f these differe
for the tangen
TE regime is 
rpe ratio of RG
0% level.  

nvestment opp

RF) and the inve

cycle regimes. Bl

 election cycle

LATE

0.292

0.567

0.880

um 0.955

RGOV, RVW, RE

cle regimes, and 

, 5% and 10% lev

urnal of Econom

112 

R MINO

-0.056

0.431

0.646

0.718

EW and their MV

mes, and p-values

10% levels, respe

ate versus ear
ortunities. In 

gime. Without
spectively, 13
fferences, com
oduce material

ences. RVW h
ncy portfolio a
higher than th
GOV is two t

portunities and

estment opportuni

lack circle (grey s

e 

EARL

0.144

-0.067

0.068

0.311

EW and their effi

p-values on tests

vels, respectively

mics and Finan

OR Diff p

6 0.000

0.127

0.466

0.952

V efficient frontie

on tests for the 

ectively.  

rly parts of th
particular, th
t any differen

3.3% and 22.1
mbined with th
lly better oppo

has Sharpe rati
are 0.96 and 0
he optimal Sh
imes higher in

d Canadian el

ities in RGOV, R

square) markers r

LY Diff p

0.060

7 0.000

0.000

0.000

ficient frontier tan

s for the equality

y.  

ce

p-val 

0 *** 

7 

6 

2 

er tangency portfo

equality of Sharp

he Canadian e
ere is strong 
nce in their s
1% in the LAT
he lower risk 
ortunities in th

ios of 0.57 in 
0.31, respectiv
harpe ratio of 
n the LATE re

ection cycle  

RVW, REW and th

represent investm

p-val 

0 * 

0 *** 

0 *** 

0 *** 

ngency portfolio 

y of Sharpe ratios

Vol. 7, N

folio (Maximum) 

pe ratios across r

election cycle
evidence that
standard devi
TE regime ve
of RGOV in 

he months lea

late mandate 
vely. Hence, t
the efficient 

egime, the dif

 

heir MV efficient

ment opportunities

(Maximum) for 

s across regimes 

No. 4; 2015 

for majority 

egimes (Diff 

. Figure 4 
t the stock 
iation, the 
ersus 5.5% 

the LATE 
ading to an 

and -0.07 
the Sharpe 
frontier in 
fference is 

t frontier, for 

s in the early 

late (LATE) 

(Diff p-val). 



www.ccse

While co
policy tim
early man
2005). Th
well or be

3.1.4 US 

Figure 5 
the Cana
conseque
11.2% an
market p
investmen
higher un
fall outsid

 

Note. This f

Democratic

opportunitie

 

Table 5. S

Note. This t

(DEM) vers

p-val). ***,

 

This find
adds to th
returns. A
US stock
correlated
our samp
markets i

 

net.org/ijef 

nfirming thes
ming and opp
ndate and to d
hey also have 
efore anticipa

President Par

and Table 5 e
adian MV fron
ence of the dif
nd 20.7% hig
performance d
nt opportuniti
nder Democra
de the MV fro

figure shows the 

c (DEM) versus 

es in the Republic

Sharpe ratios a

table presents Sha

sus Republican (

, ** and * indicat

ding provides 
he literature b
Although its e
k market, it is 
d (correlation

ple), and there 
integration (fo

In

e hypotheses 
portunistic ele
delay more po

the option to 
ted difficult ti

rty  

explore the De
ntier under D
fferential in s

gher mean retu
difference is s
ies. The rewa
atic versus Re
ontier for the R

Figure 5

risk free return (

Republican (RE

can (Democratic)

and US presid

 

RGOV 

RVW 

REW 

Maximu

arpe ratios for RG

(REP) US presid

te significance at 

a striking res
by showing th
explanation is 
expected give
s are from 0.7
exists related

or examples, M

nternational Jou

is beyond our
ction calling.

opular measure
call an electio

imes (Ellis & 

emocratic vers
Democratic US

tock market p
urns, respecti
significant at 
ard per unit o
epublican adm
REP regime. 

. Investment o

RF) and the inve

EP) US Presiden

) regime.  

dent party 

DEM

0.220

0.830

1.258

um 1.275

GOV, RVW, REW

ent party regime

the 1%, 5% and 1

ult on the eff
hat American 
as puzzling a

en the ties bet
7 to 0.8 betwe
d works on the
Mittoo, 1992; F

urnal of Econom

113 

r scope, plaus
Governments

es to late man
on at the right
Thoma, 1991

sus Republica
S presidents i
performance. 
ively. The cor
the 1% level

of risk availab
ministrations. 

opportunities 

estment opportuni

nt party regimes

REP

0.235

-0.007

0.136

0.401

W and their MV e

es, and p-values o

10% levels, respe

fect of US ele
politics have

as the so-calle
tween both co
een the bond 
e cross-border
Foerster & Sc

mics and Finan

sible explanati
s have an inc
ndate, near the
t moment, inc
; Heckelman, 

an US preside
s convincingl
For apparentl
rresponding S
l, leading to 
ble on the M
In fact, both 

and US presid

ities in RGOV, R

s. Black circle 

Diff p

0.845

7 0.000

0.000

0.000

efficient frontier t

on tests for the e

ectively.  

ection outcom
e a significant
ed Democratic
ountries. The C
markets or th

r effect of US 
chmitz, 1997; 

ce

ions in the lite
entive to cho
e next election
cluding when m
2001).  

ntial regimes.
ly better locat
ly similar risk
Sharpe ratios 
a similar con

MV frontier is 
stock indices 

dent party  

RVW, REW and th

(grey square) m

p-val 

5 

0 *** 

0 *** 

0 *** 

angency portfolio

equality of Sharp

es on Canadia
t influence on
c equity prem
Canadian and 
he stock mark

politics and o
Normandin, 2

Vol. 7, N

erature includ
oose “tough” p
n (Smith, 200
markets are p

. Figure 5 ind
ted. This find
k, RVW and R
confirm that 

nclusion for th
more than th
in in the DE

 

heir MV efficient

markers represent

o (Maximum) for

pe ratios across re

an financial m
n foreign capit

mium documen
US capital m

kets of both co
on Canada-US
2004).  

No. 4; 2015 

e strategic 
policies in 
4; Kayser, 

performing 

dicates that 
ding is the 
REW earn 

the stock 
he overall 
hree times 

EM regime 

t frontier, for 

t investment 

r Democratic 

egimes (Diff 

markets. It 
tal market 
nted in the 

markets are 
ountries in 
S financial 



www.ccse

3.1.5 US 

Figure 6 
mandate 
are close,
nearly tw
Accordin
the Sharp
election c
literature 
of the bor

 

Note. This f

late (LATE

opportunitie

 

Table 6. S

Note. This t

versus early

p-val). ***,

 

3.2 Furth

This secti
electoral 

First, we
majority 
little diffe
still prese

Second, 
leadership
Sharpe ra
combinat

net.org/ijef 

Election Cycl

and Table 6 e
opportunities 
, there are larg

wice as much
ngly, the tests i
pe ratios for th
cycle regimes,
on the presid

rder” for equit

figure shows the 

E) versus early (

es in the early (la

Sharpe ratios a

table presents Sh

y (EARLY) US p

, ** and * indicat

her Considera

ion summariz
regimes. Tabl

e re-examine 
governments,
erences with T
ent significant

we examine 
ps. In suppor
atios are high
tion than in th

In

le  

xamine the la
dominate the 

ge spreads in a
h return in th
in Table 6 reje
he bond mark
, confirming t
dential cycle e
ties, but not fo

Figure 6

risk free return (

(EARLY) US Pr

ate) regime. 

and US electio

 

RGOV 

RVW 

REW 

Maximu

arpe ratios for RG

presidential elect

te significance at 

tions 

zes the finding
le 7 reports the

the investme
, where polici
Table 3. The b
tly higher Sha

the investm
rt of the resul
her and the b
he right-leanin

nternational Jou

ate versus early
early mandat

annualized me
he late versus
ect the equalit
et and the opt
that the MV fr
effect, they hi
or the overall 

6. Investment 

RF) and the inve

residential electio

on cycle 

LATE

0.227

0.551

0.743

um 0.777

GOV, RVW, REW

ion cycle regime

the 1%, 5% and 1

gs of a numbe
e results.  

ent opportunit
ies are more l
bond market (
arpe ratios in C

ment opportun
ts of Table 2 
bond market 
ng Conservati

urnal of Econom

114 

y US presiden
te opportunitie
ean return for
s early parts 
ty of Sharpe ra
timal MV por
rontiers are sim
ighlight that th
Canadian inv

opportunities 

estment opportuni

on cycle regime

EARL

0.231

0.108

0.427

0.701

W and their MV e

es, and p-values o

10% levels, respe

er of additiona

ties in the Li
likely to be ef
(0.50 versus 0
Conservative v

nities when C
and Table 5,
Sharpe ratio 

ive-Republica

mics and Finan

ntial mandate 
es for all expe
r the stock ma

of the presid
atios for RVW
rtfolio are not 
milar. While o
he presidentia
estment oppo

and US electi

ities in RGOV, R

es. Black circle 

LY Diff p

0.964

0.000

0.000

0.359

efficient frontier t

on tests for the e

ectively.  

al steps taken 

iberal versus 
ffectively imp
0.22) and the t
versus Liberal

Canada and t
 Panel B of T
is lower in 

n combination

ce

regimes. Figu
ected returns. W
rket assets. Fo
dential cycle 

W and REW at
significantly 

our results are
al cycle has a 
rtunities.  

ion cycle 

RVW, REW and th

(grey square) m

p-val 

4 

0 *** 

0 *** 

9 

tangency portfoli

equality of Sharp

to expand our

Conservative
lemented. Pan
tangency portf
l governments

the US have
Table 7 show
the left-leani
n. Similar to T

Vol. 7, N

ure 6 illustrate
While the MV
or example, R
(13.8% vers

t the 1% level
different acro

e consistent w
spill over eff

 

heir MV efficient

markers represent

io (Maximum) fo

pe ratios across re

r results by re

e regimes, fo
nel A of Tabl
tfolio (0.97 ve
s.  

e ideologicall
ws that the sto

ing Liberal-D
Table 5, but i

No. 4; 2015 

es that late 
V frontiers 
RVW earns 

us 7.3%). 
. However, 
oss the US 
ith the US 

fect “north 

t frontier, for 

t investment 

r late (LATE) 

egimes (Diff 

efining our 

cusing on 
e 7 shows 

ersus 0.66) 

ly aligned 
ck market 

Democratic 
in contrast 



www.ccsenet.org/ijef International Journal of Economics and Finance Vol. 7, No. 4; 2015 

115 

to Table 2, the optimal Sharpe ratio is significantly higher for left-leaning leaderships. Overall, having 
ideologically aligned leaderships preserves but does not reinforce the effects found previously.  

 

Table 7. Additional results on sharpe ratios and electoral regimes 

Panel A. Governing party in majority electoral strength regime 

 LIB-MAJOR CON-MAJOR Diff p-val 

 (T = 371) (T = 167)  

RGOV 0.223 0.502 0.004 *** 

RVW 0.361 0.130 0.015 ** 

REW 0.605 0.516 0.374 

Maximum 0.656 0.968 0.005 *** 

 

Panel B. Joint Canada-US governing party / US president party 

 LIB-DEM CON-DEM Diff p-val 

 (T = 214) (T = 86)  

RGOV 0.108 0.490 0.004 *** 

RVW 0.683 1.197 0.001 ** 

REW 0.971 1.988 0.000 *** 

Maximum 0.965 2.280 0.000 *** 

 

Panel C. Joint Canada-US election cycles 

 LATE-LATE EARLY-EARLY Diff p-val 

 (T = 280) (T = 161)  

RGOV 0.219 0.095 0.213 

RVW 0.557 -0.385 0.000 *** 

REW 0.715 -0.376 0.000 *** 

Maximum 0.739 0.418 0.003 *** 

Note. This table presents Sharpe ratios for RGOV, RVW, REW and their MV efficient frontier tangency portfolio (Maximum) for Liberal 

(LIB) versus Conservative (CON) governing party regimes in majority (MAJOR) parliaments (Panel A), for the governing party / US 

president party joint left-leaning Liberal / Democratic (LIB-DEM) versus right-leaning Conservative / Republican (CON-REP) regimes 

(Panel B), and for the joint Canada-US late (LATE-LATE) versus early (EARLY-EARLY) election cycle regimes (Panel C), and p-values on 

tests for the equality of Sharpe ratios across regimes (Diff p-val). ***, ** and * indicate significance at the 1%, 5% and 10% levels, 

respectively. The number of observations (T) for each regime is in parentheses.  

 

Third, in Panel C of Table 7, the effect of the combined Canadian and US election cycles is stronger than each 
effect taken separately, especially for the stock market. For example, RVW has Sharpe ratios of 0.56 when both 
countries are in late mandate and -0.39 when they are in early mandate, a difference statistically significant at the 
1% level. The stock market tends to perform very poorly when both countries are simultaneously in the first two 
post-election years.  

3.3 Controls for the State of the Economy 

Our analysis has thus far documented numerous significant Sharpe ratio differences between the electoral 
regimes. Following Santa-Clara and Valkanov (2003), this section uses predetermined information variables to 
control our results for the anticipated state of the Canadian economy, using the methodology described 
previously. Table 8 presents the results when considering either Canadian controls (left side of the table) or US 
controls (right side of the table) as instruments for variations in the Canadian business cycle.  
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Table 8. Sharpe ratios and electoral regimes with controls for the state of the economy 

 Canadian Controls US Controls 

Panel A. Governing Party 

 LIB CON Diff p-val LIB CON Diff p-val 

RGOV 0.162 0.355 0.015 ** 0.225 0.241 0.835 

RVW 0.368 0.273 0.232 0.392 0.223 0.032 ** 

REW 0.641 0.543 0.244 0.679 0.461 0.009 *** 

Maximum 0.701 0.829 0.147 0.751 0.682 0.428 

Panel B. Electoral Strength 

 MAJOR MINOR Diff p-val MAJOR MINOR Diff p-val 

RGOV 0.300 -0.035 0.000 *** 0.257 0.138 0.158 

RVW 0.252 0.576 0.000 *** 0.248 0.579 0.000 *** 

REW 0.535 0.809 0.004 *** 0.522 0.825 0.001 *** 

Maximum 0.690 0.870 0.064 * 0.656 0.929 0.005 *** 

Panel C. Canadian Election Cycle 

 LATE EARLY Diff p-val LATE EARLY Diff p-val 

RGOV 0.258 0.195 0.422 0.292 0.151 0.074 * 

RVW 0.512 0.031 0.000 *** 0.577 -0.083 0.000 *** 

REW 0.797 0.241 0.000 *** 0.888 0.059 0.000 *** 

Maximum 0.868 0.488 0.000 *** 0.967 0.330 0.000 *** 

Panel D. US President Party 

 DEM REP Diff p-val DEM REP Diff p-val 

RGOV 0.230 0.229 0.997 0.319 0.175 0.060 * 

RVW 0.788 0.022 0.000 *** 0.893 -0.047 0.000 *** 

REW 1.267 0.142 0.000 *** 1.360 0.073 0.000 *** 

Maximum 1.305 0.367 0.000 *** 1.391 0.324 0.000 *** 

Panel E. US Election Cycle 

 LATE EARLY Diff p-val LATE EARLY Diff p-val 

RGOV 0.209 0.248 0.603 0.201 0.258 0.448 

RVW 0.508 0.156 0.000 *** 0.543 0.118 0.000 *** 

REW 0.685 0.514 0.033 ** 0.716 0.466 0.002 *** 

Maximum 0.713 0.812 0.240 0.736 0.789 0.527 

Note. This table presents Sharpe ratios for RGOV, RVW, REW and their MV efficient frontier tangency portfolio (Maximum) for different 

electoral regimes after controlling for the state of the economy, and p-values on tests for the equality of Sharpe ratios across regimes (Diff 

p-val). The variables for the electoral regimes are described in Tables 2 to 6. The control variables are the dividend-price ratio, term spread, 

credit spread and relative interest rate. The results under Canadian and US Controls use respectively Canadian and US versions of the 

variables. ***, ** and * indicate significance at the 1%, 5% and 10% levels, respectively.  

 

Table 8 documents that most of our results are robust to controls for the state of the economy. Our findings on 
the effect of the Canadian governing party regimes are the most affected by the controls. In particular, compare 
to the ones in Table 2, the results in Panel A of Table 8 show that the higher Sharpe ratio for the bond market in 
Liberal versus Conservative governments is robust to Canadian controls, but not to US controls. The addition of 
US controls also renders the Sharpe ratio of the stock market under Liberals significantly higher than the one 
under Conservatives.  

With respect to electoral strength, Panel B of Table 8 confirms that the bond market performs better in majority 
versus minority governments, although the statistical significance weakens with the use of US controls. While 
the other Sharpe ratio differences were not significant in Table 3, the inclusion of Canadian or US controls makes 
the stock market and optimal Sharpe ratios significantly higher in minority versus majority governments. For the 
stock market, it thus appears that, after controlling for the state of the economy, there is a higher reward per unit 
of risk in minority governments.  

As the rest of Table 8 shows, whether using Canadian or US control variables, our main findings on the 
Canadian election cycle (Panel C), the US President party (Panel D) and the US election cycle (Panel E) are 
robust, so that they do not appear to have been expected due to measurable business cycle variations. In 
particular, the stock market has significantly higher Sharpe ratios in the late versus early part of the Canadian or 
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late versus early US presidential election cycles. Controls for the state of the economy do not explain these last 
three findings.  

While historical in nature, and thus subject to the difficulty of extrapolating from past returns, our performance 
results involve investable, low turnover, portfolio strategies, using start-of-the-month information to invest for 
the month. As no apparent variation in business cycle risk accounts for the results, the large differences in returns 
per unit of risk that we document are somewhat puzzling. Given that electoral information is public and easily 
available, the efficient market theory states that investors should not be able to profit from it, yet portfolio 
managers following some of the electoral signals would have made important gains. Since rational explanations 
for our results are not well developed and are left for future research, it remains to be seen if such opportunities 
will materialize again in the coming years.  
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Notes 
Note 1. During our sample period, there is no fixed election date in Canada. While the dissolution of Parliament 
can occur at any time within the five-year electoral mandate, the shortest observed majority term is 41 months, a 
longer period than the longest observed minority term. In 2007, the Parliament adopted a bill for fixed election 
dates, with the first scheduled fixed date set for 2015. 

Note 2. For simplicity, we assume that RF has a standard deviation of zero and correlations of zero with the other 
assets. These assumptions are commonly made and do not affect our results, given that three-month Treasury bill 
returns have a standard deviation and correlations with other assets that are close to zero. 

Note 3. More precisely, the Canadian information variables are constructed as follow. The annualized log 
dividend-price ratio is the difference between the one-year total return of the S&P/TSX Composite Index and its 
one-year price return, multiplied by the value of the index one year ago, and divided by its current value, with 
data from CFMRC. The term spread is the difference between the average yield-to-maturity of the Canada 
Treasury bonds with a maturity of ten years or more (CANSIM series V122487) and the yield-to-maturity of the 
three-month Canada Treasury bill (CANSIM series V122541). The default spread is the difference between the 
yield on long-term corporate bonds and the government bond yield from series V122487. To construct a long 
history for the corporate bond yield, we combine three different series. From February 1950 to October 1977, we 
use the CANSIM series V35752, the Scotia-McLeod Canada Long-Term All-Corporate Yield Index. From 
November 1977 to June 2007, we take the Scotia Capital Canada All-Corporations Long-Term bond yield 
CANSIM series V122518. From July 2007, we take the yield from the Merrill Lynch Canada Long-Term 
Corporate Bond Index (F9C0) from Bloomberg. The relative interest rate is the deviation of the three-month 
Treasury bill rate from its one-year moving average using the previously introduced series V122541. 

Note 4. The US variables are defined as in Santa-Clara and Valkanov (2003). They are the annualized log 
dividend-price ratio on the S&P 500, the term spread between yields of 10-year US Treasury notes and 
three-month US Treasury bills, the default spread between yields of BAA- and AAA-rated US bonds, and the 
relative interest rate given by the deviation of the three-month US Treasury bill rate from its one-year moving 
average. The data are available on the Professor Goyal’s website, with the sources described in Welch and Goyal 
(2008).  

Note 5. It is useful to observe that our approach is not designed to capture the abnormal returns associated with 
changes in regimes, which would necessitate, for example, an event study methodology. Instead, it focuses on 
measuring the risk-return opportunities and asset allocations across various electoral regimes, exploiting the 
large number of observations in each regime for more precise estimation. A study of the market responses to 
election events is beyond the scope of the paper.  

 

Appendix A. Canadian Federal Election Outcomes, 1949 to 2011 

Date Government BQ CCF IND LIB NDP CON REF SC Total Prime Minister Parliament

Jun 27, 1949 LIB Major 0 13 8 190 0 41 0 10 262 St Laurent 21st 

Aug 10, 1953 LIB Major 0 23 5 171 0 51 0 15 265 St Laurent 22nd 

Jun 10, 1957 CON Minor 0 25 4 105 0 112 0 19 265 Diefenbaker 23rd 

Mar 31, 1958 CON Major 0 8 0 49 0 208 0 0 265 Diefenbaker 24th 

Jun 18, 1962 CON Minor 0 0 1 99 19 116 0 30 265 Diefenbaker 25th 

Apr 8, 1963 LIB Minor 0 0 0 129 17 95 0 24 265 Pearson 26th 

Nov 8, 1965 LIB Minor 0 0 2 131 21 97 0 14 265 Pearson 27th 

Jun 25, 1968 LIB Major 0 0 1 155 22 72 0 14 264 Trudeau 28th 

Oct 30, 1972 LIB Minor 0 0 2 109 31 107 0 15 264 Trudeau 29th 

Jul 8, 1974 LIB Major 0 0 1 141 16 95 0 11 264 Trudeau 30th 

May 22, 1979 CON Minor 0 0 0 114 26 136 0 6 282 Clark 31st 

Feb 18, 1980 LIB Major 0 0 0 147 32 103 0 0 282 Trudeau 32nd 

Sep 4, 1984 CON Major 0 0 1 40 30 211 0 0 282 Mulroney 33rd 

Nov 21, 1988 CON Major 0 0 0 83 43 169 0 0 295 Mulroney 34th 

Oct 25, 1993 LIB Major 54 0 1 177 9 2 52 0 295 Chrétien 35th 

Jun 2, 1997 LIB Major 44 0 1 155 21 20 60 0 301 Chrétien 36th 

Nov 27, 2000 LIB Major 38 0 0 172 13 12 66 0 301 Chrétien 37th 

Jun 28, 2004 LIB Minor 54 0 1 135 19 99 0 0 308 Martin 38th 
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Jan 23, 2006 CON Minor 51 0 1 103 29 124 0 0 308 Harper 39th 

Oct 14, 2008 CON Minor 49 0 2 77 37 143 0 0 308 Harper 40th 

May 2, 2011 CON Major 4 0 1 34 103 166 0 0 308 Harper 41st 

Note. Source: www2.parl.gc.ca/Parlinfo/compilations/ElectionsAndRidings/ResultsParty.aspx?Language=E. Abbreviations are BQ = Bloc 

Québécois, CCF = Co-operative Commonwealth Federation, IND = Independents and other political parties that do not ever achieve 

parliamentary standing (i.e., requisite of more than 12 seats), LIB = Liberal Party of Canada, NDP = New Democratic Party, CON = 

Conservative Party of Canada (Progressive Conservative Party before the 38th Parliament), REF = Canadian Reform Conservative Alliance 

(Reform Party before the 37th Parliament), SC = Social Credit Party and Ralliement Créditiste, Major = Majority government, Minor = 

Minority government.  

 

Appendix B. American Presidential Election Outcomes, 1945 to 2011 

Elected Candidate Party Inaugurated Regime Ends 

TRUMAN, Harry Democratic 12 Apr 1945 20 Jan 1953 

EISENHOWER, Dwight Republican 20 Jan 1953 20 Jan 1961 

KENNEDY, John F.* Democratic 20 Jan 1961 22 Nov 1963 

JOHNSON, Lyndon B. Democratic 22 Nov 1963 20 Jan 1969 

NIXON, Richard M.* Republican 20 Jan 1969 9 Aug 1974 

FORD, Gerald Republican 9 Aug 1974 20 Jan 1977 

CARTER, Jimmy Democratic 20 Jan 1977 20 Jan 1981 

REAGAN, Ronald Republican 20 Jan 1981 20 Jan 1989 

BUSH, George H.W. Republican 20 Jan 1989 20 Jan 1993 

CLINTON, William J. Democratic 20 Jan 1993 20 Jan 2001 

BUSH, George W. Republican 20 Jan 2001 20 Jan 2009 

OBAMA, Barrack Democrat 20 Jan 2009  

Note. * indicates a premature end to the presidency, in all cases succeeded by the vice-president.  
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