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US Daily Financial Market Comment  

Questions and Answers on the US Presidential Election 

! Financial market participants are too fearful of a hung election in our view.  Although this is possible, it requires both a close 
electoral vote margin among uncontested states and an extremely close race in one or two states that could spell the 
difference.  In our view, it is much more likely that one of the two candidates will win by enough of a margin to avoid the 
various scenarios, which we have nonetheless sketched out in this comment. 

! The race is close, however, with neither candidate having a decisive advantage across a range of indicators.  A quick review 
of approval ratings, right direction/wrong track polls, consumer confidence, and candidate trial heat polls all show a race that 
could break either way.  Ultimately, the decisive factor is likely to be turnout, as well as any momentum that candidates can 
create for themselves ahead of November 2. 

With the US presidential election now just a week away, financial markets are focusing on the possibility of another long delay in 
the determination of the outcome as well as the significance of recent moves on consumer confidence and the stock market.  In 
this comment, we provide answers to these questions and finish with a few notes on the lighter side. 
 
Q: When will the election be decided? 
 
A: Many in the financial markets fear a long delay in deciding the outcome, as occurred in 2000.  For example, participants on 
Tradesports.com assign only about an 80% probability to the notion that the election will be certified by December 13, 2004.  
Technically, this probability is about 80 points too high, as the Electors do not even cast their ballots until that very day and 
these ballots are not unsealed until Congress meets in early January.  Electors have been known to go off the reservation in the 
past.  However, we understand the contract to mean a repeat of the 2000 experience, in which case the 80% probability is much 
too low.  Most likely the election will be decided late November 2 or on November 3. 
 
For a 2000 style scenario to repeat, the electoral vote in states that are not contested must be close enough to make the 
marginal states the key to the outcome.  Although this cannot be ruled out given the closeness of the race, it probably requires a 
margin of no more than 20 votes, probably less, in the electoral votes of the “decided” states.  Moreover, the popular vote 
margins in the states that are close have to be so thin that recounts have a significant probability of changing the outcome.  In 
this regard, consider how improbable the 2000 situation in Florida was—a 537-vote margin (which in the dispute was never 
much more than 2,000 votes) in a state casting almost 6 million votes.  In fact, a margin of 50,000 votes or less in a state of this 
size would still be quite unlikely, well below a 1% probability. 
 
Q: What happens if the improbable happens? 
 
A: In this case, several factors could delay the final outcome.  These include: (1) challenges to provisional ballots, which have 
been used increasingly to permit those not on the official voter rolls (usually people who have changed their residence or who 
have not formally registered) to participate in an election, (2) a court challenge to a referendum in Colorado about whether its 
electoral vote should be apportioned, (3) statewide recounts, and (4) a potential tie in the Electoral College. 
 
1) In states where the race is close the validity of provisional ballots will be subject to challenge, complicating and 
delaying the declaration of a winner.  Again, for this to matter, the margin would have to be close enough to make these 
ballots the difference in the outcome.  While improbable, it can happen.  For example, in the primary elections held earlier this 
year, provisional ballots cast made up only 1-2% of ballots cast in many areas.  In 2000, states in which the candidates were 
within 1.3% of each other totaled 60 electoral votes, of which 27 came from Florida.  Generally, most states don’t allow more 
than a week to ten days (Florida allows only two days) and in many areas the vast majority of provisional ballots ultimately have 
been disqualified, so they are unlikely to be as large a factor as some observers have made them out to be.   
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2) The Colorado referendum could spark a court challenge if the nationwide electoral vote margin were within 4 or 5 
votes.  Amendment 36, which will be listed on the November 2 ballot, would allocate Colorado’s 9 electoral votes by the 
percentage of the statewide popular vote each candidate carries.  However, this possibility may be moot.  A recent Gallup poll 
shows the Colorado voters opposing the initiative, 53% to 39%. If it fails, this is one less reason for a delay.  
 
3) States could mount an old-fashioned recount.  Florida, for instance, requires a recount if the vote is within 0.5%.  While 
this could presumably be done relatively quickly, it could delay the outcome a day or two. 
 
4) The Electoral College could end in a tie, or with neither major candidate receiving the required 270 majority.  In this 
extremely rare circumstance, the new Congress would decide the outcome according to the Twelfth Amendment to the 
Constitution.  That Amendment provides that the House of Representatives chooses the president, with each state voting as a 
delegation, and that the winner achieve a majority of the votes (26 delegations).  This latter requirement virtually guarantees that 
President Bush would win under this scenario, as Republicans are likely to retain their control of the majority of delegations in 
the House (currently 30).  However, the outcome for Vice President would be less clear, as this is left to the Senate, with each 
Senator voting individually.  So it is possible in this unlikely event that we could have a President Bush and a Vice President 
Edwards. 
 
Q: With one week left, what indicators guide our outlook on the election? 
 
A: On this question, we review the latest results in several areas.  For the most part, they underscore how close the race still is. 
 
Approval ratings:  President Bush’s most recent 51% approval rating in the Gallup poll is above the important 50% mark, and 
puts him near the range of previous incumbents who’ve eventually won. However, other recent polls have had him under 50%, 
and either way, Bush’s approval rating is still lower, though not much lower, than any other President who has gone on to a 
second term.  
 
Poll Results on Right Direction/Wrong Track:  41% of Americans indicate they are “satisfied with the way things are going” in 
the country.  In previous elections, this has been an important indicator, albeit one that it is more useful a few months before the 
election that it is a few days before.  That said, in the last several elections incumbents have tended to get at least 10 
percentage points more in the popular vote than their ‘right-track’ rating.  This, once again, puts Bush precariously on the 50% 
mark.  
 
Trial heats:  Assuming that third party candidates take no more of the vote than the polls currently suggest—around 2%—and 
that three-quarters or more of the undecided vote goes to the challenger, Bush needs to be at or just over 49% in the polls to 
feel confident heading into reelection. Currently, the seven-day average of all national polls shows Bush at 48.9%, versus 
Kerry’s 46.1%.  Again, Bush is right on the cusp.  
 
Consumer Confidence:  The confidence number reported today puts Bush in a middle-of–the-road position.  Confidence is 
considerably higher than it was during this period in the Carter or Bush I terms.  Relatively high consumer confidence had been 
a positive contrast to Bush’s declining approval ratings earlier this year.  Now, it appears that the situation has mostly reversed—
Bush’s approval rating remains relatively stable at a neutral level (51%) while confidence, which has fallen for the fourth straight 
month, is at this point verging on a liability.  However, given that Bush’s approval rating on the economy has actually been 
moving up—to 46% from 41% in May-June—even as confidence has moved down, the most recent numbers likely aren’t that 
meaningful.  
 
Stock market:  In 24 of the last 26 elections, when the Dow Jones Industrial average has risen over the three-month period 
preceding the election (i.e. August to October) the incumbent has won. When the DJIA has fallen over that period, the 
incumbent has lost. The only exceptions are 1956, when Eisenhower was reelected despite a Dow that had declined and 1968, 
likely due to Vietnam's primary role in that election. However, changing the time period in question even slightly alters the results 
significantly, raising some doubt as to the validity of this indicator. We would also point out that the results do not hold using S&P 
returns. 
 
And, a few others we look at mainly for fun:  
 
Final Redskins Home Game before Election:  In the previous 15 elections, if the Washington Redskins have won their last 
home game prior to the election, the incumbent party has won the White House.  When they have lost, the incumbent has lost.  
Sunday’s Redskins home game versus Green Bay is therefore key.  While the Packers would appear to have the edge (a plus 
for Kerry), the Redskins are well rested from last weekend’s bye.  In addition, Coach Joe Gibbs, an avid Bush supporter, will 
have his team ready with the future of the world on the line. 
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The Kids’ Vote:  Since 1956, Weekly Reader students have correctly picked the president. This year they gave President Bush 
over 60%.  Kerry supporters argue their man won the Nickelodeon student poll by a 57-43 margin.  This kids’ poll has accurately 
predicted the presidential outcome since its inception in 1988.  We tend to favor Weekly Reader given its longer track record and 
the fact that its participants tend to be younger and more reflective of their parents who will actually be making the decision. 
 
Halloween Masks:  Since Ronald Reagan’s first victory in 1980, the candidate whose Halloween mask sold the most has gone 
onto win the election.  As of October 1, President Bush maintained a comfortable 55-45 lead.  When it comes to Halloween 
masks, nobody can touch Richard Nixon who thirty years after leaving office continues to be a top draw every October. 
 
The Red Sox:  Some good news for Senator Kerry all the way around.  Not only are his beloved Red Sox in the Series for the 
first time since 1986, but the two times they have been in the World Series in a presidential election year they have not only won 
both series (1912 and 1916), but the American people have sent a Democrat to the White House (Woodrow Wilson both times).  
While the Red Sox have come up short in a number of fall classics, they have never lost one in a presidential election year. 
 
 

Alec Phillips/Chuck Berwick /Ed McKelvey 
 

Upcoming Economic Events  
Indicator/Event Estimate Consensus Last Report 

Durable goods orders (Sep)   +1.0%  +0.5%  -0.3% 
New home Sales (Sep)    -4.0  -2.9  +9.4 
Federal Reserve ‘Beige Book’ 
 
We expect a rebound in durable goods orders from the modest setback reported for August.  Increases in bookings for capital 
goods are likely on the view that companies may try to pull some of that spending forward into 2004.  The incentive to do this is 
not large, but it is not zero either.  As for new home sales, we expect some pullback from the extraordinary increase posted in 
August. 
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