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Political Scandals & Market Reaction 
Regardless one’s political leanings it pays to consider the history of Market movements during 
past political scandals. Whether the current climate will lead to a truly full-blown scandal 
remains to be seen, but forewarned is forearmed as they say.  So let’s look at the last 3 “major” 
scandals to familiarize ourselves with the facts so that we can face current events 
knowledgably. This is not meant to be a full-ledged analysis, but rather a quick synopsis. 
 
The most recent major scandal was the Impeachment of President Clinton, only the 2nd 
President ever to be formally impeached.  An important economic note during this time period 
is that it coincided with the Russian Ruble Crisis and the collapse of Long-Term Capital 
Management, both of which shocked the global markets significantly.  As you can see from the 
stock market chart below, the real fall in the market coincided with those economic factors, and 
the market recovered quite strongly during the remaining Scandal period; 

 
The second Scandal to consider is the Iran-Contra Scandal, which, depending on one’s 
political leanings, should have led to the Impeachment of President Reagan or was a Political 
Witch-Hunt.  Here, you can see that while the market traded sideways for a while (which is not 
an uncommon thing in normal, non-scandal times) it actually rallied during the Scandal, being 
up 17% by the time President Reagan formally addressed the Nation when the Tower 
Commission released its final report on the matter; 
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The 3rd Scandal is perhaps the biggest – Watergate.  At first glance, with the market down    -
28% over the timeframe of the Watergate Scandal it would seem that the Scandal clearly had 
an effect.  However, it is always important to remember that correlation is not causation.  For 
the economic climate heading into the Watergate Scandal was deteriorating into recession 
already.  Furthermore, if you break down the weeks during which the most “scandalous” parts 
of the Scandal were reported it is rather surprising to see the markets responding with merely 
a whimper.  In fact, as the chart shows, it was the OPEC Oil Embargo that corresponds to-the-
day to the beginnings of a severe downturn that continued as inflation kicked into high gear.  
Now, I am not saying Watergate had no effect, but the market movements are clearly linked 
more to actual economic data than to the Scandal itself; 

 
Of course past Scandal performance is not indicative of future results... 

Stay tuned for a letter reviewing current economic data shortly. 
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