
www.economics.td.com

TD Economics

The U.S. Presidential election is just weeks away and investors are quickly turning their attention to the potential 
implications for financial markets. Would a Trump or Harris win be better for the stock market? Historical election 
cycles have generated a lot of debate on the impact of which political party is better for investors. While we find that 
Democrats have a historical edge when it comes to stock 
market performance, this is more reflective of the state of 
the economy when they take office, rather than the party 
itself being a key factor.

Historical Market Performance: Democrats ver-
sus Republicans

A lot has been made about how the stock market generally 
performs better when Democrats are in power. This plays out 
in the data, with a one year return post-election more than 
double that for Republicans (Chart 1). From Barack Obama’s 
Presidency following the Global Financial Crisis to Bill Clin-
ton’s lead during the Great Moderation, the stock market 
gained significantly under various Democratic Presidents. 

• Stock market performance has historically been stronger under Democratic Presidents, but this may be due to 
the state of the business cycle at the time of election rather than the party’s inherent influence. 

• Democrats have been fortunate to be elected during the early stages of the economic cycle much more often 
than Republicans, contributing to stronger stock market returns during their Presidential terms. 

• The current state of the economic cycle could have a greater impact on market performance than the elec-
tion outcome. If the Federal Reserve manages a soft landing, the economic cycle would be extended, allowing 
markets to benefit from mid-cycle momentum, but a hard landing could lead to significant market weakness.
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This shouldn’t discount the Republicans, as the stock 
market performed extremely well under Donald Trump 
and Dwight Eisenhower, but market performance un-
der George W. Bush and Richard Nixon, pulled down 
the average. 

While the above would imply that a Harris win would 
be better for markets, the answer isn’t so simple. When 
we consider the composition of Congress, we find that 
when the House and Senate are divided (with Repub-
lican’s leading the House), the relative stock market 
performance for Democrats is diminished significant-
ly. Importantly, having a divided Congress appears to 
have a more positive impact on stock market perfor-
mance than in the event of a Blue or Red Wave over-
taking the Oval Office, House, and Senate. This goes 
to the ‘do no harm’ principle, where a divided Con-
gress puts limits on a President’s agenda, reducing fis-
cal and political uncertainty. Current polling suggests 
that the most likely outcomes in November will be a 
Trump Red Wave or a split Congress under Trump or 
Harris. This could result in strong equity market gains 
under any of the most likely outcomes. 

Timing Matters: It’s About the Economy

Leave it to the economists to ask, doesn’t the state of 
the economy matter? And of course, it does. Presiden-
tial elections can happen at various times in the eco-
nomic cycle. You could have a President elected right 
in the middle of the Digital Revolution like Bill Clinton 
during the 1990s. Or you could have the misfortune 

of being elected at the end of the business cycle like 
George W. Bush in 2000. Timing matters, and some-
times the President has little influence over the direc-
tion of markets. We find that being elected during the 
early- or mid-stages of an economic expansion mat-
ters tremendously for equity market performance. The 
average S&P 500 return is significantly positive 30, 90, 
and 365-days post-election (Chart 2). But if it is late cy-
cle, the opposite is true. The point is that a weak start 
to a Presidency carries through the full four-year term, 
where stock market returns typically underperform.

But then why is the historical stock market average 
return so much higher for Democratic Presidents then 
Republican Presidents? This comes down to the fact 
that Democrats had the fortune of being elected in the 
early stages of the economic cycle on four occasions 
versus just once for Republicans (Chart 3). On the oth-
er hand, Republicans were elected at the late stage of 
the economic cycle much more often. Certainly, this 
could be indicative of the mood of voters wanting a 
change of leadership based on where we are in the 
economic cycle. Wanting a new political party to take 
the Oval Office when the economy is at risk of reces-
sion may be the driving force here. 

For Election 2024, determining where we are in the 
economic cycle may matter much more than who is 
elected. While many would assume that the economy 
is in the late innings of the business cycle, this will de-
pend on whether the Federal Reserve is successful in 
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achieving a soft landing. If it is, the economic cycle 
would be extended, similarly to what happened in 
the mid-1990s. That would mean the current election 
would be categorized as mid-cycle, potentially result-
ing in several years of strong equity market returns. 
But if the Fed is unsuccessful and a hard landing en-
sues, that would mean the current election would be 
labeled as late-cycle. This could foretell weak equity 
market returns for whoever takes over the Oval Office 
come January.
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