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Abstract 
 
Santa Clara and Valkanov (JF, 2003) show that stock market excess returns are higher 
under Democrat presidencies than Republican presidencies. They show the difference 
in returns through the political cycle is not explained by business cycle variables, time 
varying risk premia, or concentrated around election dates. They therefore posit that 
the difference in returns through the political cycle is a puzzle. This study has sparked 
our interest in an examination of stock market excess returns under the New Zealand 
political system, which is essentially a two party political system similar to the US. 
We make two principle findings. First, the Democrat puzzle appears to exist in New 
Zealand as well, that is New Zealand share market returns are superior during 
Democrat governments in the US. Second, contrary to the results in the US, we find in 
New Zealand that the pro business / conservative administration, the National party, is 
associated with superior stock market excess returns. This finding continues to hold 
after controlling for US market returns, business cycle proxies and risk adjustments. 
We conclude that a ‘left of centre’ political party puzzle does not exist in New 
Zealand. 
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Santa Clara and Valkanov (JF, 2003) show that US stock market excess returns have 

been higher under Democrat presidencies than Republican presidencies over the 

period 1:1927 through 12:1998.1 They show this Democrat premium is not explained 

by business cycle variables, time varying risk premia, or concentrated around election 

dates. Therefore, they posit that the difference in returns through the political cycle is 

a puzzle. The paradox is that the ‘business’ party, the Republican party, apparently 

fails (in a relative sense) to deliver on its raison d’etre. Santa Clara and Valkanov’s 

study raises the question as to whether this contradiction extends beyond the US. Our 

investigation examines another country where two major political parties have 

dominated the electoral process. We examine the political cycle puzzle in the case of 

New Zealand.  

 

This paper is organised as follows. First we provide some background detail on New 

Zealand’s political history. In section 2 we present the testing methodology. In section 

3 we summarise the data. Section 4 presents our hypotheses and results, and section 5 

concludes. 

 

1.  Background 

 

New Zealand, like the US, has essentially had two parties that have dominated the 

political system since the late 1920s, these being the Labour Party and the National 

Party.2 These two parties are to the left of centre and right of centre of the political 

spectrum respectively. New Zealand has a 3-year election term and between 1927 and 

2003 there were 25 elections and 10 changes of government between the 2 parties. 

Labour has held power for 28 of those years and National 48 years. Table 1 sets out 

the dates and names of the various Prime Ministers in New Zealand and their political 

affiliation.3 

 

Table 1 here 

                                                 
1 Other Authors have also shown this effect, notably Hensel and Ziemba (1995), Herbst and Slinkman 
(1984), Huang (1985), Johnson and Chittenden (1999).  
2 Or the National Party’s forerunner, the United Reform Coalition.  
3 See appendix for a graph of the relative returns under each period in office. 
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Table 2 Panel A summarises the 1:1927 to 9:2003 data for New Zealand. Notable is 

the mean market risk premium (MRP) of  0.0024, an average of 2.92% per annum.4 

Stock market raw returns averaged 10.3% per annum. The average annualised risk 

free rate, inflation rate and real return were 7.2%, 4.7% and 5.3% respectively.   

 

Table 2 Panel B shows key statistics for both the Labour Party and the National Party 

since 1960. We note Labour has been in office during periods of higher real GDP 

growth, unemployment, social welfare expenditure, and M3 growth but lower budget 

deficits. Panel C of the table also shows Labour has lower mean stock market raw 

returns, real returns, and interest rates but higher inflation. Given the ‘time variation’ 

in some of these series, particularly unemployment, social security expenditure, and 

inflation, we are careful not to read too much into these statistics, but they do give a 

flavour of the differences between the two parties. 

 

Table 2 here 

 

2. Methodology 
 

Based on Santa Clara & Valkanov, 2003, the following regression model is run: 

 11 ++ ++= ttt er βπα           (1) 

where rt+1 denotes returns on either the market risk premium, the real interest rate, or 

the real rate of return. πt  denotes the political party dummy. The timing of the 

variables emphasises that the political variables are not known at the start of the return 

period. t is monthly. Under the null hypothesis of political cycles having no effect on 

returns we should have β = 0 in the regression  

 

Explicitly we run the following regressions: 

 1211 ++ ++= tttt eLNr αα   

to examine the National versus Labour hypothesis and 

 1211 ++ ++= tttt eDRr αα  

                                                 
4 The MRP estimate will be a conservative as we use short term Bank Bill/Money Market rates in 
estimating this statistic. Chay, Marsden and Stubbs (1993) use long term government bonds in their 
analysis, which, it is noted, tended to be more stable and lower than the discount bill series we use. 
Hence our MRP estimate is conservative.  
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to examine the Democrat versus Republican hypothesis. We note that the intercept is 

suppressed to avoid ‘dummying’ out the regression equation. 

 

The hypothesis of no difference between the coefficients, or α1 = α2, is equivalent to β 

= 0 in regression (1).  

 

As any political party cycle excess returns might merely be the result of business 

cycle variations we control for the business cycle by adding a vector of 

macroeconomic control variables Xt to the right hand side of equation (1). The 

modified equation is as follows. 

 

 11 ++ +++= tttt eXr λβπα        (1’) 

 

where t is monthly, π is the political party dummy, and χt is a vector of the following 

macrovariables variables:5 
Variable Description 

LN_DIV_YIELD the log of the dividend yield.6 

SPREAD term spread between 10 year T-bonds and the short term discount rate 

REAL_RISK_FREE the real risk free rate on discount securities (discount rate-inflation). 

INFLATION CPI. 

 

Following Santa Clara and Valkanov (2003) we de-mean the X variables in order to 

keep the political party dummy coefficients interpretable as percentage returns. 

 

3. Data and Sources 

 

Data on New Zealand’s election dates and results are obtained from the ELECTIONS 

New Zealand website. A Capital index of the New Zealand stock market was obtained 

from Global Financial Data (GFD) and used in the computation of a gross index for 

the period 12:1926 to 1:1988. The procedure employed involved adjusting the GFD 

                                                 
5 The relative interest rate may be used to forecast expected returns (Campbell (1991) and Hodrick 
(1992)). The term spread may be used to forecast expected returns (Campbell and Shiller (1988).  
Also a number of papers document a relation between political parties and the business cycle, notably 
Alesina, Roubini, and Cohen (1997) and Drazen (2000) 
6 Note that from 1:1989 to 9:2003 the dividend yield is taken to be the mean of the historical dividend 
yield series from 1:1927 to 12:1988. 
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capital index by a gross dividend yield series obtained from the New Zealand 

Department of Statistics.7 From 1988 to 2003 we used Datastream’s gross New 

Zealand stock market indices.8 All indices are monthly. 

 

Interest rates on short term discount securities and long term Government Bonds were 

obtained from GFD. The details are as follows:  

• Discount Rate for country: New Zealand; Begins: January 1923; Sources: League of 

Nations (1923-45), Reserve Bank of New Zealand, Bulletin (1946-). Note: From 

31/01/1985 we take the monthly 90 day bank bill rate from the Reserve Bank of New 

Zealand website. This series was less volatile than the overnight rate provided by 

GFD during the primary liquidity regime run by the reserve bank of New Zealand 

during the mid 1980s through 1990. Up to 31/01/1985 we use the monthly overnight 

interbank rate from the GFD data. 

• Government Bonds yield to maturity for country: New Zealand; Begins: February 

1865. Sources: The Economist (1865-1932), International Statistical Institute (1933-

36), League of Nations (1937-45), Reserve Bank of New Zealand, Bulletin (1946-). 

Notes: Bonds issued in London are used from 1865 to 1916. The 5s are used from 

February 1865 through April 1880, the 4s from May 1881 to October 1895 and the 3s 

of 1945 are available from November 1895 through July 1914.  No data are available 

from 1916 through January 1925.  The 3.5% bonds of 1940 are used from February 

1925 through June 1928, the 5s of 1946 are used from July 1928 through 1932, the 

4% bond of 1952-55 is used from 1933 through 1936, and from 1937 until 1943 the 3 

1/2% bond of 1953-57 is used.  The 3% bonds of 1960-63 are used form 1944 until 

1956, and an index of bonds with 10 or more years maturity is used from 1957 

through 1978, over 5 years from 1979 through 1986, and bonds with 10 years 

maturity are used beginning in 1987.  The 2-year file includes data on 1-5 year bonds 

                                                 
7 Alistair Marsden is thanked for providing this data. 
8 METHOD NOTES: 
From 30/06/1988 to 03/01/1990 gross returns are calculated from the NZSE10 index. 
From 03/01/1990 to 2003 gross returns are from NZSE ALL 
From 01/07/1986 to 30/06/1988 gross returns from the Reserve Bank NZ ALL stock index. 
From 01/31/1931 to 30/06/1986 gross returns are calculated from return on cap index (from GFD) + 
annual div yield/(months or trading days) 
From 01/09/1987 to 31/12/1987 gross returns are calculated from the cap index (from GFD) and scaled 
to match the gross index on the match dates (small dividend yield calculated) 
From 31/12/1926 to 31/12/1930 we take the 12 month average 1931 value of the index and multiply by 
the gross dividend yield for 1931. We assume this dividend level prevails over the 1926-1930 period 
(assumed to be fairer then assuming constant dividend yield). We then deflate the  GFD capital series 
by this dividend yield. 
1986-1988 Dividend yields calculated as the difference in annual return from the gross index (RBNZ) 
compared with the capital index (GFD). 
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from 1955 to 1963, 6 months to 3 years from 1964 to 1978, 6 months to 2 years from 

1979 to 1985 and 2 years thereafter.  Data are annual for 1955-1958, and 1982. The 

5-year series includes yields on 5-10 year bonds from 1955 to 1963, 3-10 year bonds 

from 1964 to 1978, 2-5 year bonds from 1979 to 1985, and 5 years thereafter. Data 

are annual for 1955-1958 and 1982. Yields are also provided for 1-year and inflation 

indexed bonds. 

 
 

4. Hypotheses and Results 

 

In the following section we frame our hypotheses and provide the associated results 

relating to each of  these research questions. 

 
Hypothesis 1a: Excess returns in New Zealand are influenced by the political 
party in office. 
 

Following Santa Clara and Valkanov (2003) findings, and others, that there is a 

Democrat risk premium, we posit there may be a political risk premium in New 

Zealand. Table 3 sets out the results of this analysis for New Zealand split by political 

party. Contrary to the results in the US, we find in New Zealand that the outcomes are 

more expected, where the right of centre administration, the National party, is 

associated with a higher market risk premium (MRP), real returns, and real risk free 

rate. Specifically, under National the mean MRP is 4.3% per annum (.00358 per 

month) compared with the mean of  0.7% under Labour (.00058 per month). However, 

this difference is not significant with the usual tests.9, 10 Real returns under National 

were 7.5% and 2% under Labour, and this difference is almost significant at the 10% 

level. The real risk free interest rate is on average 1.73% per annum higher under 

National. This difference is highly unlikely if the series were in fact random. The 

interest rate results are interesting as we would generally presume that if real interest 

rates were higher under National then MRPs would be lower, something we do not 

                                                                                                                                            
 
9 If we winsorise the data by setting the top 1% to the 99th percentile and the bottom 1% to the 1 
percentile then the mean MRP under National is 0.0031 and the mean MRP under Labour is 0.0016. 
The pvalue for the difference in means is 0.55. 
 
10 We anticipate the significance levels will improve once we add more countries to the sample (so long 
as similar results persist elsewhere). 
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find. The evidence here supports the view that the National government was more 

focused on fighting inflation with tight monetary policy.  

 

To be confident in these findings, we posit that it is necessary to adjust for a number 

of variables that may potentially influence the result. First, we adjust for US market 

returns. 

 

Hypothesis 1b: Excess returns in New Zealand are impacted by the US electoral 

cycle. 

   

Table 3 notes that excess returns in New Zealand are influenced, or follow, the US 

political cycle in the same manner as Santa Clara et al (2003) found. That is, the MRP 

in New Zealand is higher during Democrat governments in the US—an interesting 

observation. We also note that real interest rates in New Zealand were much higher 

during Republican presidencies.  

Table 3 here 

 

This link between the New Zealand and the US market prompted us to conduct further 

analysis by raising the following research question. 

 

Hypothesis 1c: Incremental returns in New Zealand, after adjusting for the US 

market, are impacted by the New Zealand election cycle. 

 

The above result indicates we could investigate the political party cycle puzzle more 

fully if we find the incremental political party effect in New Zealand, after adjusting 

for the ‘US Effect’. To engage in this incremental return analysis we first calculate the 

New Zealand market’s US market beta coefficient using the regression:  

tUS,tNZNZ,t RR εβα ++=  (2) 

t = monthly from 1/1931 to 9/2003.  
 

The market model analysis yields a beta for the New Zealand market of 0.21.11  

                                                 
11 Before 1931 we have only annual data. 
Variable  Estimate        S.Error     t Value    Pr > |t| 

  Intercept  0.00671        0.00140       4.81      <.0001 
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Using this value we calculate the monthly abnormal return for the New Zealand 

market as: 
 

 tUSMNZtNZtNZ RRAR ,,,, β−=  (3) 

 

The following table, Table 4, summarises the results of the incremental returns 

analysis. The table shows the National party continues to be the front-runner in the 

MRP stakes, but the difference between National and Labour is not as pronounced, i.e. 

the Labour party mean MRPs improve with this form of analysis.  

 

Table 4 here 

 

We next turn to equation (4) to examine whether the results persist after controlling 

for the influence of business cycle factors. 

 

Hypothesis 1d: excess returns in New Zealand, after adjusting for business cycle 

factors, are impacted by the New Zealand political party in power.  

 

The political cycle might merely be proxying for variations in expected returns due to 

business cycle variations. To test this proxy hypothesis we add a vector of 

predetermined macroeconomic variables Xt to the right hand side of equation (1) 

ending in the form of equation (4).12 
 

11 ++ +++= tttt eXr λβπα       (4) 
 

where Xt is made up of the following variables: 

 
Variable Description 

LN_DIV_YIELD the log of the dividend yield.13 

SPREAD term spread between 10 year T-bonds and the short term discount rate 

REAL_RISK_FREE the real risk free rate on discount securities (discount rate-inflation). 

INFLATION CPI. 

                                                                                                                                            
  US_RET  0.20660        0.02991       6.91      <.0001  Rsquare 0.0519  

Note: the beta from 1965 onwards was .50  

12 This is again following Santa Clara and Valkanov (2003). 
13 Note that from 1:1989 to 9:2003 the dividend yield is taken to be the mean of the historical dividend 
yield series from 1:1927 to 12:1988. 
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Table 5 here 
 

Table 5’s results are consistent with the above analysis and show the National party 

has higher mean MRPs, real returns and real risk free rates than the Labour party after 

accounting for proxies for the business cycle. Therefore, our analysis suggests the 

National party premium is not related to the business cycle but relates to the political 

process itself. 
 

Hypothesis 1e: Are excess returns related to differences in volatility. 

 

We also examine whether our results persist after we control for volatility risk. We 

regress absolute monthly returns on the political dummies using an absolute value 

variation of equations’ (1) and (4). We observe, in Table 6, that returns volatility is 

higher during Labour and this difference is significant. This suggests that the higher 

mean MRP under National is not the result of a higher risk premium (at least in an ex-

post risk sense). We also control for business cycle variables, as before, and again 

find similar results.14 

 

Additionally we examine volatility in real returns and real interest rates. For real 

returns, the results indicate again that volatility risk is higher under Labour and 

including control variables also gives similar results. Alternately, the volatility in the 

real risk free rate is higher under National and this result also remains the same after 

including control variables. 

Table 6 here 

 

Next, we conduct a univariate analysis of sub-periods of the data to see if the same 

pattern in the results is uniform across time. Table 7 presents the results of this 

analysis and shows when we split the 76-year period into two equal sub-periods of 38 

years each (by splitting the data at 1965) the results vary. In the period 1927-1964 the 

mean MRP under Labour is over twice that of National, 6.04% versus 2.18% per 

annum respectively (monthly: 0.0049 versus 0.0018). An examination reveals this 

result is driven by the good returns during Walter Nash’s Labour government of the 
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late 1950s, and the poor returns during Forbes’ National government during the ‘great 

depression’). In the later period, 1965-2003, the mean MRP under National is 

substantially higher than under Labour (5.66% versus –4.69% respectively). The 

Muldoon National government enjoyed good returns while the Lange Labour 

government suffered during the 1987 ‘market crash’. Again the difference between 

the parties was not significant using univariate analysis. 

  

Table 7 here 

 

We now turn to a series of subsidiary questions relating to the political process in 

New Zealand. 

 

Hypothesis 2a: Election month returns are different to non-election month 

returns and they are different for each political party. 

 

We define an election month as the month of an election, and the month after the 

election.15 Table 8 reports that election month returns are around 4 times higher than 

non-election months but the difference is not significant. 

 

Table 8 here 
 

Following on from this result we examine the first two months in office for each party. 

Table 9 shows Labour enjoyed better returns than National on their transition to 

power. The results show 56% of the excess returns made during Labour governments 

was made in the first 2 months of office. Alternately, National governments under-

performed in the first 2 months of office, by making only 3.25% of their total returns 

over this 2 month window.16,17 

                                                                                                                                            
14 0.02349  (s.e. 0.00122) to 0.02719(s.e. 0.00156) respectively. Perhaps we should bring a risk proxy 
into Eq (4). 
15 In a number of cases the election was on the last day of the month. Most elections are set to be held 
on the last weekend in November. 
16 To make this calculation we calculated the total return (TOTAL_RET) for each party over its entire 
period in office (by finding the average monthly return and compounding this for the months in office). 
Then we calculate the total return (ELEC_MONTH_RET) for each party over the first two months in 
office (by finding the average monthly return over the two months and compounding by 2). We then 
take the proportion of the first 2 months to the total term. 
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Table 9 here 
 

The mean MRP for the two parties at the time of the election announcement are 

shown in Table 10.18 Reilly and Drzycimski (1976) show that US election results 

appear to impact on short term market returns, where the market temporarily favours 

Republican victories. It appears that in New Zealand this effect is reversed, if 

anything, where the market appears to slightly favour Labour party victories.  

 

Table 10 here 
 

  
 

Hypothesis 2b: Does the stock market react differently when the election is 

closely contested? 
 

We define a close election as one in which the absolute difference between the 

number of Labour seats and the number of National seats is less than 10% of the total 

number of seats held by the two parties combined. The closely contested elections 

were as follows: 1946 Fraser, 1957 Nash, 1969 Holyoake/Marshall, 1981 Muldoon, 

1993 Bolger, 1996 Bolger/Shipley. 

 

We filter the data to keep just the first two months in office for each term. We then 

compute the MRP in closely contested elections and those in not closely contested 

elections. A comparison of the means for these two groups (in Table 11) shows that 

                                                                                                                                            
17 If we winsorise the data, as described above, then the proportion for Labour becomes 0.377 while 
National remains similar at 0.037. 2 months represents 5.5% of the time in office but National only 
3.25% of returns occur in this time. 
18 We average the MRP over the two months surrounding the election for each term 
(ELEC_MEAN_MRP). Then we divide the sample into National vs Labour and ttest the difference in 
the mean ELEC_MEAN_MRP. We find that the market welcomes Labour victories (13.9% pa) more 
than National (2.4% pa) but the difference is not significant. Note that generally election month returns 
are higher than average MRPs. 
 
Note: We also conducted an analysis of the first two month returns for a change of party. There were 9 
cases where this occurred. The mean MRP over the two months when a new party was elected was 
0.0020 whereas when the same party was returned to power the two month mean MRP was 0.0109. 
The difference was not significant with a pvalue of 0.4399. 
 

Note: We examine the difference in first two month mean MRPs between Labour and National when 
the party is new to government (i.e. a change of party in power). There were 5 cases where a new 
Labour party was elected and four cases where a new National party was elected. The two month mean 
MRP for a new National government is -0.012 whereas for Labour it is 0.0132. The difference is not 
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the difference is large but not significant. We note that closely contested elections 

have substantially higher MRPs in the first two months after the election. 

 

Table 11 here 
 

 

Hypothesis 2c: Does the stock market react differently in the second half of an 

political term? 
 

We define a dummy variable SECOND_HALF set to 1 in the last 18 months of a 

political term and 0 elsewhere. We compare the mean MRP between the two periods. 

The results show, in Table 12, that the second half on the period in office experiences 

significantly higher MRPs than the first half and this difference is significant at the 

1% level. The results suggest that governments, or at least investors anticipate that 

governments, may be priming the economy market in preparation for the coming 

election. 

Table 12 here 

 

We also examine the difference in mean MRPs between the two parties in the first 

and second half on the term in office. In the first half there is no significant difference 

between National and Labour. Mean MRP under Labour in the first half of term is -

0.002 while under National it is effectively 0. The pvalue is 0.664. 

 

Similarly in the second half there is no significant difference between parties, 

although National is slightly higher at 0.0068 compared to Labour’s 0.0043. The 

pvalue is 0.5583. We conclude that both parties appear to stimulate the economy in 

the later part of their term.19 
 

5. Conclusions 

 
Our analysis of the difference in relative returns under left of centre versus right of 

centre political parties in New Zealand shows that the right of centre party, the 

                                                                                                                                            
significant with a pvalue of 0.2266. The results suggest that newly formed National parties are not 
particularly welcomed by the sharemarket whereas newly formed Labour parties are. 
19 Note: We also examined whether this effect was decreased after the introduction of the Reserve Bank 
Act of the 1980s. The results do not support this. In fact when the period from 1990 onwards is deleted 
from the data the difference between first and second half MRPs is less significant. 
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National party, is generally associated with superior stock market and money market 

excess returns. This result persists even after business cycle proxies, volatility and US 

returns are accounted for. We therefore argue the result indicates that the National 

party premium relates to the political process itself. This result is important in that it is 

evidence that the US political party puzzle paradox (the left of centre Democrat party 

is ‘better’ for markets) is not consistently found in markets outside of the US.  

 

Like in the US, we also find real money market returns are, on average, higher under 

the right of centre parties, the Republican party and the National party. This is 

evidence that these parties have generally operated from a tighter monetary policy 

stance. Also like the US, we find nominal interest rates and inflation are generally 

higher under the more socially concerned parties, the Democrat party and the Labour 

party. 

 

We also report some interesting results in terms of the political cycle in New Zealand. 

Generally, excess returns are better during the second half of the 3-year term in office, 

irrespective of the type of party. This may be evidence that investors give weight to 

the election process, perhaps in anticipation that the political parties may prime the 

economy in anticipation of the election. We also report that the stock market generally 

welcomes Labour governments to office but is cooler towards National government 

victories. This latter result is at variance with the findings out of the US.  

 

We intend to extend this study to other countries. 
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Table 1: Summary on New Zealand election results 

 
Name Party Months 

in office 
Year Name Party Months 

in office 
Year 

        
Coates N*  22 1927 Holyoake3 N 36 1966 
Ward/Forbes N* 37 1928 Holyoake/Marshall N 36 1969 
Forbes2 N 47 1931 Kirk/Rowling L 37 1972 
Savage L 35 1935 Muldoon1 N 35 1975 
Savage/Fraser L 59 1938 Muldoon2 N 36 1978 
Fraser2 L 38 1943 Muldoon3 N 32 1981 
Fraser3 L 36 1946 Lange L 37 1984 
Holland1 N 22 1949 Lange/Palmer/Moore L 38 1987 
Holland2 N 38 1951 Bolger1 N 37 1990 
Holland/Holyoake N 36 1954 Bolger2 N 35 1993 
Nash L 36 1957 Bolger/Shipley N 37 1996 
Holyoake1 N 36 1960 Clark1 L 32 1999 
Holyoake2 N 36 1963 Clark2 L 15 2002 

*United Reform Coalition. Source: ELECTIONS New Zealand website 
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Table 2: Summary Statistics for New Zealand  
 
 
Panel A: 1927-2003 Monthly 
    

Variable       Obs      Mean      Std Dev      Minimum        Maximum   t Value 

 

MRP            920      0.00240   0.04062      -0.38034       0.2123     1.79* 

RETURN         920      0.00821   0.04057      -0.36386       0.2231     6.14*** 

RISK_FREE_RATE 921      0.00581   0.00385       0.00125       0.0226    45.79***      

INFLATION      921      0.00388   0.00432      -0.00806       0.0139    27.26***      

REAL_RETURN    920      0.00432   0.04056      -0.37149       0.2173     3.23**       

 
PANEL B: Summary Statistics for each Political Party, Annual Data 
 

Label                       Obs       Mean       Std Dev       Minimum       Maximum 

LABOUR: 

GROWTH_RATE                  10     0.0285449     0.0245398    -0.0039013     0.0717484 

UNEMP_RATE                   11     4.6181818     4.1016626     0.1000000    10.5000000 

M3_GROWTH                    11    11.9363636     8.0567081     2.2000000    23.3000000 

BUDGET_DEFICIT_PERCENT       11     1.7545455     3.4273499    -4.0000000     7.1000000 

SOCIAL_SECURITY_EXP_PERCENT  11     0.1088058     0.0272837     0.0692965     0.1458183 

 

NATIONAL 

GROWTH_RATE                  30     0.0259995     0.0248303    -0.0258716     0.0631250 

UNEMP_RATE                   30     4.3000000     5.1543754             0    14.6000000 

M3_GROWTH                    30     9.6600000     4.9204429     0.5000000    22.5000000 

BUDGET_DEFICIT_PERCENT       30     2.5533333     3.5926873    -3.6000000     8.9000000 

SOCIAL_SECURITY_EXP_PERCENT  30     0.1023398     0.0320521     0.0591877     0.1618574 

Based on annual data from 1960 to 2000 from Dalzeel P and Lattimoore R 2001 The New Zealand Macro Economy, Oxford 

University Press. 
 

PANEL C: Summary Statistics for each Political Party, Monthly Data 
 

Variable     N                Obs      Mean       Std Err   t Value   

LABOUR: 

INFLATION    0                363      0.0044      0.0002    22.47     

INTEREST RATE   0                363      0.0055      0.0003    18.3 

RAW RETURN   0                363      0.0065      0.0024    2.65      

REAL RETURNS 0                363      0.0021      0.0024    0.849     

 

NATIONAL: 

INFLATION    1                557      0.0035      0.0002    18.04     

INTEREST RATE   1                557      0.0060      0.0001    60.0     

RAW RETURN   1                557      0.0093      0.0015    6.11      

REAL RETURNS 1                557      0.0058      0.0015    3.78      
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Table 3: Market Returns in New Zealand under National and Labour. 
 

Multivariate Analysis Results using equation (1). t Value based on Satterthwaite, unequal variances. Obs = 920, N=557, L=363. 

Note: US dividends from 06/2002 to 09/2003 are assumed to be constant at the 06/2002 level. Note: In the regression analysis we 

delete data prior to 1931 since we have only monthly data interpolated from yearly information for these earlier years. 

Regression period is 1/1931 to 9/2003. The analysis is not affected greatly by this adjustment. 
 

 N L DIFF R D DIFF 

MRP 0.003582 0.000579 0.00300 0.001011 0.003675 -0.0026 

      STDERR 0.001719 0.002135 0.00274 0.001937 0.001854 0.00268 

       T 2.083513 0.271219 1.09 0.521888 1.982006 -0.99 

REAL_RETURN 0.006068 0.00163 0.00443 0.004216 0.004419 -0.000 

       STDERR 0.001716 0.00213 0.00273 0.001935 0.001853 0.00267 

       T 3.536618 0.765355 1.62 2.178633 2.385538 -0.07 

REAL_RISK_FREE 0.002486 0.001051 0.00143 0.003205 0.000745 0.0024 

       STDERR 0.000182 0.000227 0.00029 0.0002 0.000191 0.0003 

       T 13.62174 4.640918 4.93 16.04404 3.893114 8.89 

N=National, L=Labour, R=Republican, D=Democrat 

 

Table 4: Incremental Stock Market Returns in New Zealand under National and 
Labour 
 
Variable    N                Obs      Mean        Std Err   t Value  Pr > |t| 
 
MRP         0                363      0.0052      0.0023    2.22     0.027 
MRP         1                557      0.0068      0.0015    4.27     0.000 
MRP         Diff (1-2)                -0.002      0.0027    -0.58    0.5601 
(Satterthwaite) 
When N=1 National is in office 
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Table 5: Stock Market Returns in New Zealand under National and Labour 
(equation (4)) 
Explicitly the regression is: 
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Note: parameter estimates for control variables are suppressed. 
 
Variable         Estimate       Standard Error    t Value    Pr > |t| 
 
MRP: 
LAG_N            0.00271        0.00181           1.50      0.1351 
LAG_L            0.00078        0.00231           0.34      0.7356 
R^2 = 0.0224 
 
REAL_RETURNS: 
LAG_N            0.00401        0.00181           2.22      0.0264 
LAG_L            0.00202        0.00230           0.88      0.3806 
R^2 = 0.0324 
 
REAL_RISK_FREE*: 
LAG_N           0.00142        0.000184           7.72      <.0001 
LAG_L           -0.0005        0.000232          -2.31      0.0213 
R^2 = 0.0743 
 

*This last regression is done without the control variables: REAL_RISK_FREE, INFLATION and 
SPREAD as explanatory variables since these are highly correlated with REAL_RISK_FREE. 
 
OBS: 921 

 
 
Table 6: Volatility under the Two Political Parties 
 
Variable     Estimate       Standard Error    t Value     
 
MRP: 
LAG_N        0.02509        0.00129           19.50***       
LAG_L        0.02984        0.00160           18.68***      
DIFF       0.00475       0.002055          2.31** 
R-square = 0.4427 
 
 
REAL_RETURN: 
LAG_N       0.02577        0.00128            20.10      <.0001 
LAG_L       0.02958        0.00159            18.58      <.0001 
R^2 = 0.4494 
 
Real_Interest rate: 
LAG_N       0.00411        0.000121           33.69      <.0001 
LAG_L       0.00327        0.000151           21.63      <.0001 
R^2 = 0.6359 
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Table 7: the Market Risk Premium in New Zealand under National and Labour 
over sub-periods 1927 – 1964 and 1965 - 2003 
 

1. 1927-1964 
 
Variable    N      Obs      Mean        Std Err   t Value  
 
MRP         0      204      0.0049      0.0015    3.26***   
MRP         1      251      0.0018      0.0015    1.20   
MRP         Diff (1-2)      0.0031      0.0021    1.48  (Satterthwaite) 
When N=1 National is in office 
 

2. 1965-2003 
 
Variable    N      Obs      Mean        Std Err   t Value  
 
MRP         0      159     -0.0040      0.0053    -0.75   
MRP         1      306      0.0046      0.0025     1.84*   
MRP         Diff (1-2)     -0.0090      0.0051    -1.49  (Satterthwaite) 
When N=1 National is in office 
 

 
Table 8: Election Month Returns in General 
 
Variable    ELEC_MONTH      Obs       Mean        Std Err   t Value  
 
MRP         0               870      0.0021      0.0014    1.50 
MRP         1                50      0.0077      0.0050    1.54  
MRP         Diff (1-2)               -0.006      0.0059    -1.07 (Satterthwaite) 
When ELEC_MONTH=1 it is an election month or one month after an election month 
 

 
Table 9: Election Month Returns based on political party 
 
Variable    N      Obs     TOTAL_RET*       ELEC_MONTH_RET**   PROPORTION OF TOTAL 
 
MRP         0      1       0.4432           0.2501             0.5644 
MRP         1      1       5.3080           0.1725             0.0325 
When N=1 National is in office 
 
*Average monthly return compounded over months in office 
**Average monthly return over first two months in office compounded by number of these 
two month periods 

 
 
Table 10: Election MRPs under Labour and National 
      Monthly 
Variable    N                  Obs     Mean*      Std Err   t Value    
                                 
MRP         0                  10      0.0112      0.0077    1.45     
MRP         1                  15      0.0053      0.0076    0.70 
MRP         Diff (1-2)                 0.0059      0.0113    0.54  (Satterthwaite) 
When N=1 National is in office 
 
*monthly averaged over 2 months 
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Table 11: Closely Contested Elections 
 
Variable    CLOSE      Obs      Mean       Std Err   t Value   
 
MRP         0          19      0.0033      0.0056    0.59     
MRP         1           6      0.0214      0.0105    2.04**     
MRP         Diff (1-2)         -0.018      0.0115    -1.51    (Satterthwaite) 
When Close=1 the election is closely contested 

 
 
Table 12: Second Half of the Parliamentary Term MRPs 
 
Variable    SECOND_HALF      Obs      Mean        Std Err   t Value  
 
MRP         0                455      -0.001      0.0018    0.055     
MRP         1                465      0.0059      0.0020    2.95***      
MRP         Diff (1-2)                -0.007      0.0027    -2.63*** (Satterthwaite) 
When SECOND_HALF=1 the government is in the last 18 months of its period in office 
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Appendix—sub-SAMPLES of real interest rates 
 

1. 1927-1964 
 
Variable    N                Obs      Mean        Std Err   t Value   
 
MRP         0                204      -0.0004     0.0002    -2.00** 
MRP         1                252      0.003       0.0003    10.0***     
MRP         Diff (1-2)                -0.003      0.0004    -9.07***    (Satterthwaite) 
When N=1 National is in office 
 
2. 1965-2003 
 
Variable    N                Obs      Mean        Std Err   t Value   
 
MRP         0                159      0.003       0.0004    7.5*** 
MRP         1                306      0.0021      0.0002    10.5***     
MRP         Diff (1-2)                0.0009      0.0004    2.03**    (Satterthwaite) 
When N=1 National is in office 
 

In the first period from 1927 to 1964 the real interest rate under National is 
significantly higher than under Labour (0.003 versus -0.0004 respectively). In the 
second period from 1965 to 2003 this result is reversed with the real interest rate 
under Labour significantly higher than National (0.003 versus 0.0021 respectively). 
We check whether the result in the second period is due to 1985 interest rate spike by 
removing 1985 from the subsample. When we do this the real interest rate under 
Labour is still higher (0.0026 to 0.0021) although this difference is no longer 
significant indicating that the reversal is not merely due to this outlier year. 
 
Note: We conduct the above analysis for tax rates also. The results show that National 
has a slightly higher mean tax rate but this difference is not significant
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