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 The last few years have slammed American households with several economic calamities:  first, the 

housing bubble was punctured in the spring of 2006; then stock markets began their downward trek early in 2008, 

ultimately losing about half of their pre-recession values; and, as a final insult, the labor market went into a tailspin 

starting in mid-2008, resulting in levels of unemployment not seen since the early 1980s recession.   Figure one 

makes it apparent that recovery from these various economic dislocations has been quite uneven.  The 

hemorrhage in home prices was staunched eventually in the spring of 2009, but there are no signs of life in the 

real estate market as of yet and home prices declined still further in the third quarter of 2011.  Currently, it is 

estimated that more than 22% of U.S. homeowners are “underwater,” that is, living in houses worth less than the 

value of the remaining mortgages
1
.  The recovery in the job market, though accelerating recently, has been quite 

tepid overall; only in the last three months has the unemployment rate finally dipped below 9%, and the 

employment-to-population ratio, which some consider a better barometer of labor market conditions, has not 

budged at all in two years.  Stocks, on the other hand, rose smartly from their spring 2009 depths, but most major 

indices finished 2011 about where they started, the year marked by plenty of knuckle-whitening volatility 

surrounding the U.S. debt ceiling fracas over the summer and the specter of the European crisis haunting the fall.   

And even though stock prices are more “recovered” than either home values or the labor market, they still remain 

more than 20% below their 2007 heights.   

Figure One:  Three Economic Shocks 

 

 

Of course, not every American is affected to the same degree by these different macroeconomic forces, 

and individuals can readily distinguish between them when asked to do so by survey researchers.  For example, in 

a Pew Research Center Survey conducted in April of 2011, people were asked how much various economic factors 

                                                           
1
 http://www.cbsnews.com/8301-505145_162-57332426/fewer-homeowners-underwater-but-number-is-still-high/ 
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affected their personal financial situation.  In Figure 2, we see that large majorities indicated that price levels were 

of major concern.  Just over 40% rated the “job situation” as affecting them “a lot,” and still fewer gave the same 

exigency to real estate values or the stock market.  On the other hand, the share responding “a lot” to real estate 

values was only a few points lower than the job situation, and the proportion of people saying that the stock 

market affected them at least “a little” was nearly 40%.   

Figure 2:  Heterogeneity in Economic Vulnerability 

 

 

 

As indicated by the Pew survey question, the ways in which the larger economy impinges on household 

welfare in the 21
st
 century are different than they were four decades ago when the foundations for economic 

voting theories first were laid by “the Pioneers” (Nannestad and Paldam 1994).  In these models, two “big” 

economic factors were consequential for the fate of political incumbents, namely inflation and employment (or 

economic growth; see Nannestad and Paldam 1994), and the trade-offs between them for different constituencies 

was the central feature of partisan, or class-based, theories of the political business cycle, such as Hibbs’ (1977; see 

Drazen 2000 for a review).  Concerns about unemployment or inflation and personal experience with job loss were 

common variables in survey-based retrospective voting models (e.g., Scholzman and Verba 1979; Fiorina 1981; 
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Source:  Pew Research Center for the People & the Press.  April 2011 Political Survey, N=1500.  Question Wording:  Not all people face 

the same financial pressures. Please tell me how much each of the following affects your own household's financial situation.  Real estate 

values ...Does this affect your household's financial situation a lot, a little, or not at all? 
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Kiewiet 1983; Mutz 1994; Weatherford 1983; see Lewis-Beck and Stegmaier, 2000, for a review).  But starting 

around 1984, the volatility in these traditional macroeconomic aggregates was dampened considerably in most 

advanced democracies, ushering in a new era known as the Great Moderation.  Economists consider a number of 

factors to be responsible for producing this economic stability—Central Banks got better at fine-turning monetary 

policy, oil shocks became a thing of the past, labor markets became more flexible, and technology enabled 

businesses to better control inventory (Galí and Gambetti 2009)—and presently are debating whether the Great 

Recession marks its end. 

But the calm waters of the Great Moderation obscured a number of other trends that were churning 

beneath the surface (Davis and Kahn 2008).  One of these, increased income inequality, has been brought recently 

to public attention by the efforts of the Occupy Wall Street Movement and its slogan, We Are The 99%.  A report 

issued by the Congressional Budget Office in late October showed that from the period 1979 to 2007, the average 

income of the top 1% of the income distribution grew by a staggering 275% whereas the income of the lowest 

quintile barely budged.  Even among the quintiles in the middle of the income distribution, after-tax income grew 

less than 40%.  Economists, political scientists, and sociologists have been aware for quite some time that 

economic inequality has been growing, and the academic research points to several explanations: globalization, 

skill-based technological change, political power (Hacker and Pierson 2011) and partisan politics (Bartels 2008), 

declining unionization (Western and Rosenfeld 2011), growing ethnic and religious diversity, variable- or 

incentive-based compensation schemes for executive pay, and “superstar” markets for talent (for a review, see 

McCall and Percheski 2010].  One response of households to rising income inequality may have been increased 

use of debt as a way to maintain or smooth consumption, something that was facilitated greatly by the 

proliferation of credit cards and innovations in mortgage financing (Cynamom and Fazzari 2008).  Rajan (2010) 

even goes so far as to argue that easy credit and the push for the “ownership society” by both the Clinton and 

Bush administrations was an attempt to distract Americans from their stagnating living standards. 

At the same time that the gap between the richest Americans and the rest of the population was growing, 

incomes became increasingly volatile at the household level with more families experiencing large fluctuations 

from year to year (decreases as well as increases; Gottschalk and Moffitt 2009; Dynan 2010).  Higher income 

uncertainty may make people feel insecure even if the aggregate probability of job loss stays the same or 

declines, making the overall unemployment rate less indicative of household economic well-being.  And when 

income risk
2
 is combined with large increases in unemployment, such as during the Great Recession, households 

may be especially on edge regarding the labor market even as it appears to improve in the aggregate.   

                                                           
2
 Philipp Rehm (2010) argues that inequality in income risk, not rising income inequality per se, is the driving force behind 

party polarization in the U.S. However, his measure of income risk is based on occupational unemployment rates and 
ignores the role of fluctuations in asset prices that primarily affect households at the higher ends of the income distribution.   
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With concern about inflation beginning to feel like an episode of “That 70s Show” and household income 

increasingly unpredictable and unevenly distributed, the traditional role of the “Big 2” (or 3, if economic growth is 

included) in retrospective voting models is called into question.  The nature of, and uneven recovery from, the 

Great Recession means, we think, that the economic voting literature needs to incorporate into its models the 

additional consideration of household net worth and the significance of assets, debts, and income risk for 

households of different types, a heterogeneity that makes it hazardous to generalize about the impact of “the 

economy” on “the public” (Singer 2011). This heterogeneity is not necessarily finessed by using individual-level 

data on economic perceptions rather than aggregate economic indicators as we may still be interested in 

explaining variation in these more psychological judgments and the degree to which types of individual economic 

vulnerability are connected (or not) to sociotropic assessments of the nation’s economic performance.  For 

example, the damage wrought by falling equity and home prices to household net worth was close to 17 trillion 

dollars according to the Federal Reserve’s Flow of Funds Accounts (see Figure 2).  Such a large deterioration in the 

health of household balance sheets surely has electoral repercussions, consequences that we as analysts do not 

yet fully appreciate because our basic theories were developed almost a half-century ago.
 3
  Therefore, we believe, 

along with a few others (Ansell 2012, Lewis-Beck and Nadeu 2011) that political economy models of political 

preferences and electoral choices need a makeover in light of the ways in which more households than ever are 

exposed to the volatility of asset, as well as labor, markets.
 4,5

 

                                                           
3
 But see Reeves and Gimpel (2011).  They find that local foreclosure rates influenced people’s perceptions of national 

economic conditions. People who lived in areas, such as Phoenix or Los Vegas, where housing values declined markedly, were 

more likely to rate national economic conditions as having gotten worse than residents in other places with fewer foreclosures.  

There are also a handful of recent studies linking asset holding to conservative party allegiance or policy preferences, a wealth-

based version of what Kiewiet (1983) calls “policy-oriented” economic voting.  Lewis-Beck and Nadau (2011) find that 

“patrimony,” which they measure as the sum of home ownership, stock ownership, and rental, farm, or business property, 

played no direct role in influencing voting for McCain vs. Obama, similar to an earlier reported finding by Rahn and Dancey 

(2009).  They argue, however, that it indirectly shapes voter choice through partisanship and tax policy preferences.  Rahn and 

Dancey also find that stock ownership was related to Republican party identification in the 2000, 2004, and 2008 National 

Election Studies data, even controlling for ideology and home ownership, but Richardson (2010) reports null results, using 

propensity scores in an attempt to control for unobserved heterogeneity between investors and non-investors.  On the other 

hand, Huberty (2011), also using propensity scores, shows with U.K. evidence that while home ownership does not exert an 

effect on party vote choice, stock ownership does.  Ansell (2011) finds that greater increases in home price appreciation led 

home owners to become less supportive of social insurance and redistributive spending in the United States, Germany, and 

Britain. Intriguingly, there is some suggestion in the data that home price declines may reverse the conservatizing effects of 

ownership.  Using Kiewiet’s (1983) terminology, our paper examines how wealth changes affect “incumbency-oriented” or 

reward-punishment theories of economic voting rather than policy-oriented voting, the subject of our (Rahn and Dancey 2009) 

earlier study.  The political economy of wealth almost certainly involves both types of economic voting.  

 
4
 The proportion of American households directly or indirectly exposed to the ups and downs of the stock market almost 

doubled between 1984 and 2001, from 27.5% (Mankiw and Zeldes 1991) to 52.5% (Dynan 2009), as a result of lowered 

transaction costs, the shift to defined-contribution pension plans, and the long bull market of the late 1980s and 1990s 

(Nocera 1994; Duca 2005; Davis 2008; Dynan 2009; Kremp 2011; Zelinksy 2007).  The centerpiece of the American Dream, home 

ownership,
4
 was realized by just over 69% of Americans at the peak of the housing boom.  The rise in home ownership rates 

was not nearly as dramatic as the increase in stock market participation, however.  In 1985, 65% of Americans were already 
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Figure 2 

 

The remainder of the paper proceeds as follows.  First, we provide an overview of the “wealth effects” 

literature in economics in order to motivate our empirical focus on asset valuations as important sources of 

household well-being.  Then, based on this review, we define three types of households for whom financial and 

housing assets can be expected to have differing impacts, and test these hypotheses using time-series data from 

the University of Michigan Survey of Consumer Attitudes from late 1992 to May 2011, a period that encompasses 

much of the Great Moderation, two stock markets crashes, the spectacular rise and then collapse of home prices, 

two recessions, and three presidencies.  We conclude with a discussion of the implications of our results for 

retrospective voting models.   

Wealth effects  

In an economy propelled by consumers, the forces that lead people to want to buy more stuff have long 

been at the center of modern macroeconomic theory and analysis.   The stock market boom of the 1990s and 

                                                                                                                                                                                                         
homeowners.  In the last two decades, stock holding and home ownership rates have risen in many countries, most notably in 

the other Anglo-American democracies, but the growth of asset ownership extends even to the social democratic nation of 

Sweden.  Interestingly, income inequality has grown as fast, if not faster, in traditionally low-inequality countries such as Sweden, 

Denmark, and Germany.  The recent OECD (2011) report on income inequality suggests that one factor contributing to growing inequality 
in the developed world is the increased importance of capital income relative to wage income in many countries.   
5
 In 2008, the value of owner-occupied housing was equal to just over 25 trillion dollars; non-housing wealth (equities, bank 

savings, etc), 27 trillion (Iacoviello 2011).  Thus as a share of total assets, housing and financial wealth are roughly proportional 

in the aggregate.  However, the ratio of housing to financial assets depends both on household income (or net worth) and on 

age (Silos 2007).  For households in the upper quintile of the income distribution, for example, ownership of the primary 

residence accounted for less than ¼ of total assets in 2007, but for the bottom two quintiles, the share was half.  For people 

under the age of 45, stock wealth comprised just 11% of total assets, but the share for seniors was twice that (Moore and 

Palumbo 2010).   
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then the housing bubble of the mid-2000s were correlated with increases in aggregate consumption and declines 

in the national saving rate, leading several economists to posit that these trends were related via so-called “wealth 

effects” (Case, Quigley, and Shiller 2006; Dynan and Maki 2001; Juster, Lutpon, Smith and Stafford 2005; Maki and 

Palumbo 2001; Duca 2006; Poterba 2000).  Estimating the size of wealth effects and their impact on consumer 

behavior and macroeconomic outcomes such as unemployment rates comprise a large and expanding literature in 

economics.   

According to the wealth-effects hypothesis, rising (declining) asset prices can fuel (depress) consumption 

even when the capital gains (losses) on the underlying assets are not realized.  Large swings in wealth, therefore, 

have important consequences for aggregate demand, thereby influencing levels of employment (Farmer 2011; 

Mian and Sufi 2011b).  Many policy makers, such as members of the Federal Reserve, build models of the 

economy that incorporate wealth effects (Calomiris, Longhofer, and Miles 2009; Iacoviello 2011). In fact, in an 

editorial published in The Washington Post  in November of 2010, Fed Chairmen Ben Bernanke cited wealth 

effects as one of the justifications for a second round of quantitative easing, an unconventional and controversial 

policy employed by the Fed to boost the economy: 

This approach [buying longer-term US securities] eased financial conditions in the past and, so far, looks to be 

effective again. Stock prices rose and long-term interest rates fell when investors began to anticipate the most recent 

action. Easier financial conditions will promote economic growth. For example, lower mortgage rates will make 

housing more affordable and allow more homeowners to refinance. Lower corporate bond rates will encourage 

investment. And higher stock prices will boost consumer wealth and help increase confidence, which can also 

spur spending. Increased spending will lead to higher incomes and profits that, in a virtuous circle, will further 

support economic expansion (emphasis added). 

 

And in a White Paper sent to the chairs and ranking members of the House and Senate committees with 

jurisdiction over financial matters on January 4, 2012, the Fed stressed that the declines in home equity caused by 

the housing bust were a “substantial blow to household wealth” that “has significantly weakened household 

spending and consumer confidence,” and urged more vigorous congressional action to deal with what Mian, Sufi, 

and Trebbi (2012) call the “the debt overhang,” including additional measures to allow more homeowners to 

qualify for the Home Affordable Refinance Progam (HARP).   

Paiella (2009; see also Iacoviello 2011) reviews three channels through which asset prices can affect 

consumer demand.  The first, a simple “direct” connection, posits that rising (declining) asset prices make people 

feel richer (poorer) and as such, they consume more (fewer) goods and services as if they had extra (less) cash.   

Improvement in balance sheets, “paper wealth,” acts as a virtual ATM, encouraging asset holders to spend beyond 

their usual means.  In contrast, if asset prices decline, people may feel as if their wallets are slimmer and their 

budgets tighter, and as a result, cut back their expenditures by eating out less frequently, buying fewer Christmas 

presents, postponing the kitchen remodel, forfeiting the spring break vacation, and the like.  Lettau and Ludvigson 

(2004) argue consumers should respond to changes in wealth only if such changes are permanent rather than 
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transitory, but in practice, it may be hard for ordinary people to distinguish between the two, especially when 

nostrums such as “housing prices never decline” or “stocks are the best investment over the long term” abound.   

  Direct wealth effects most closely correspond to the ways in which political scientists think about 

retrospective pocketbook voting:  asset owners feel better (worse) than they did at some previous point because 

of price (de)appreciation and may reward (punish) incumbents, especially if political actors are credited (blamed) 

for market conditions.  On the other hand, changes in asset values may not matter for the economic well-being of 

non-asset holders, or may even affect them in the opposite direction.  For example, renters hoping to buy a home 

or someone wanting to invest in the stock market for the first time may be able to take advantage of “clearance 

prices” at a time when the balance sheets of current owners are deteriorating.  A direct wealth effect, in other 

words, implies heterogeneous responses across households depending on ownership status and the direction of 

prices.   As we describe in detail below, we use the Michigan Survey of Consumer Attitudes (SCA) to study whether 

direct wealth effects are present in Americans’ assessment of financial well-being.   

A second mechanism that may produce a correlation between asset price changes and consumption is a 

signaling one.  Here asset values and consumption rise and fall together because each is caused by the same 

underlying factor, namely expectations for future income growth.  If households expect their incomes to rise 

because of propitious macro-economic changes (technological breakthroughs, rising productivity, a tight labor 

market, e.g.,), they may respond by increasing their consumption today and/or saving less.   Expectations of 

economic boom times can also drive up asset prices, for example, by stimulating demand for housing.  Hence, via 

this second conduit, changes in household wealth are merely correlative of consumer spending decisions.  Both 

reflect larger macro-economic circumstances, and as such, the relationship of wealth changes to people’s feelings 

of prosperity is largely epiphenomenal.  Wealth effects may “show up” in a regression equation, but only because 

of omitted variable bias.  Importantly, and unlike direct wealth effects, if asset prices serve mainly as an economic 

signal of future economic activity, then in principle all households may be influenced to the same degree.   

Finally, assets can be used as collateral in a loan, allowing households to borrow against future income, 

thus smoothing consumption over the life cycle (Campbell and Coco 2007; Iacoviello and Neri 2010; Paiella 2009; 

Muelberger and Murphy 2008).  Unlike a direct wealth effect, however, this leverage-mediated route operates by 

relaxing liquidity constraints, allowing households to front-load spending by borrowing against the value of their 

assets.   The collateral channel is most often discussed in the context of home prices.  Although many defined-

contribution pension plans (about 60% of 401(k) assets are held in the form of corporate equities) allow 

participants to borrow against their account balances, on average less than 20% of those eligible do so, and the 

median loan is around $4000 in any given year and does not vary with stock market conditions (VanDerhei, 

Holden, and Alonso 2010).   In contrast, Mian and Sufi (2011a) estimate that U.S. households borrowed between 

25 and 30 cents for every dollar increase in home values during 2002-2006, and Gist, Figueiredo, and Verma 
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(2009) calculate that first-mortgage, cash-out refinancing increased from 32% of mortgage holders in 1995 to 44% 

in 2007, and that more than 40% of cash-outs were for $30,000 or more.    

Moreover, as argued by Thaler (1990) and echoed by many others in this literature, individuals may keep 

their wealth in separate “mental accounts” with money earmarked for retirement “off limits.” Given that a large 

majority (90%) of shareholders say that retirement is one motivation for owning stocks and more than 2/3rds of 

them chose it as the primary motivation (Investment Company Institute 2008), increases in stock market wealth 

may have little impact on current consumption, although they would still be expected to make people feel better 

or more secure than the obverse.  In contrast, there is plenty of evidence that people went on a “debt binge” 

during the housing bubble, fueled by liberalization in lending standards, financial innovations (like securitization 

and various types of adjustable rate mortgages) that made homes more liquid, and aggressive, and frequently 

fraudulent, marketing of mortgage products.   

Even though the wealth effect through this third channel is indirect, the leverage mechanism nonetheless 

results in spillovers for the “real” economy similar to those of a direct effect (Iacoviello and Neri 2010)  If home-

equity withdrawal is used to finance home improvements, for example, construction spending and employment in 

the construction sector will be spurred.
6
  Even spending on non-durable goods has implications for aggregate 

demand, as any retailer will be quick to point out.  A large drop in housing wealth, conversely, will cause 

households to cut back on consumption (Mian, Rao, and Sufi 2011), leading ultimately to more unemployment 

because of the impact on aggregate demand (Mian and Sufi 2011b).   

There is considerable disagreement in the economics literature not only about the nature of wealth 

effects, but their overall magnitude, whether they are the same across asset types, in particular, whether financial 

or housing wealth is more important, whether they are time-invariant or vary with financial market innovations or 

other factors, and whether they exist in all developed economies or just in countries with sophisticated and 

deeper financial and mortgage markets (Paiella 2009).  Researchers reach different conclusions depending on 

model specification, whether aggregate or individual-level data are used, and on the time period examined.  For 

example, Bostic, Gabriel, and Painter (2009), using data at the individual level, find that consumption responds 

more strongly to housing than financial wealth, but that the impact of each actually decreased between 1989 and 

2001.  However, their sample only includes homeowners and so the impact of home prices on renters is not 

observed.  And among homeowners, they do not distinguish those whose financial wealth is tied up in the stock 

market from those whose wealth is in less risky forms such as CDs or defined-benefit pension plans.  Ratcliffe 

(2010), using survey data collected from 5000 British households and exploiting zipcode-level variation in home 

                                                           
6
 Gist, Figueiredo, and Verma find that 44% of the equity extracted from homes during the period 1989 to 2007 was used to 

finance home repair.  See also Greenspan and Kennedy (2008) for calculations based on Flow of Funds that attempts to 
parse the purposes to which mortgage equity withdrawal was used.   
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price appreciation, finds that increases in home prices have similar effects on homeowners and renters, casting 

doubt on the direct effects mechanism.  In a recent study using aggregate data, Brady and Stimel (2011) concur 

with Bostic et al. (2009) that increases in the price of tangible assets have been more important for consumption 

than financial wealth over the last decade, but that earlier in the 20
th

 century, their roles were reversed.   They 

interpret this inversion to credit-market liberalization and financial innovation that made home equity easier to 

tap (see also Iacoviello and Neri 2010).  On the other hand, Calomiris, Longhofer and Miles (2009), also using 

aggregate data, argue that housing wealth effects are smaller than stock market wealth effects, but in a later 

paper (Calomiris, Longhofer, and Miles 2011), using a different model specification and more years of data, come 

to the exact opposite conclusion!   

More generally, the impact of changes in asset values may differ greatly depending on a person’s position 

in the lifecycle.  People near retirement have less time to make up for losses in the stock market, and therefore, 

may feel more distress from hits in their 401(k) balances  than younger workers for whom retirement is decades 

away.  And in fact, according to an AARP survey conducted in May of 2010 on a national sample, more than 40% 

of Americans said that they rely on or plan to rely on savings and/or investments or money from a 401(k) or IRA 

for most of their retirement income, far more than the 25% who choose Social Security.  Only a miniscule 2% 

selected selling their home from among the list of alternatives.
7
  A recent study by Christelis, Georgarakos, and 

Jappelli (2011) that relies on panel data collected from people over age 50 both before and after the financial 

crisis suggests that older Americans are indeed more vulnerable to stock market declines. Although they find that 

self-reported declines in both housing and stock market wealth are related to respondents’ assessments of how 

much their current spending differed from the previous year, the impact of financial losses on consumption was 

greater than a similarly sized drop in home values.  And among the subset of individuals who were pessimistic 

about the future of stock prices (that is, they expected the collapse of the stock market to be permanent rather 

than temporary), consumption was even more responsive to changes in financial wealth than those who believed 

that better days for the stock market were just ahead.   

On the other hand, young people, who are often more liquidity-constrained than older workers who earn 

more, may benefit most from rising home prices if wealth effects are generated through a collateral mechanism.   

However, if housing wealth effects are direct, rising real estate prices may benefit older home owners more than 

                                                           
7
 Which of these sources of income do you rely on or plan to rely on most for your retirement income?  Payments from 

Social Security (25%), pension payments from a company pension plan of your own or your spouse (13%), pension 
payments from a union pension plan or your own or your spouse (6%), money accumulated through savings and/or 
investments (21%), money from an IRA (individual retirement account) or Keogh plan (5%), money from an annuity policy 
with an insurance company (1%), money you can get from selling your house (2%), money from a 401(k) (14%) or 
something else (10%)? 
 AARP Social Security Survey, May, 2010. Retrieved Dec-21-2011 from the iPOLL Databank, The Roper Center for Public 
Opinion Research, University of Connecticut. 
http://www.ropercenter.uconn.edu.proxy.wexler.hunter.cuny.edu/data_access/ipoll/ipoll.html 
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younger households because older households may be in a position to sell if they have plans to move to a smaller 

residence and, therefore, can reap the capital gains of home price appreciation (Campbell and Cocco 2007), 

though as noted above, surveys indicate that very few people plan to use the value of their home to finance their 

retirement. 

Despite the untidiness of the findings, the economic literature we discussed provides ample motivation 

for thinking that fluctuations in asset values may bear on people’s sense of economic well-being.  Of course, as 

political scientists, our interest in wealth effects is not provoked by their putative relationship to consumer 

spending or other macroeconomic forces.   However, to the extent that consumption is related to feelings of 

individual or collective prosperity, then the factors that influence it are relevant to theories of political choice that 

rest on the links between economic interests, economic conditions, and electoral decisions.  There is some 

research in political science that has taken into account that the “economic” in the economic vote may vary across 

individuals depending on their vulnerability to different economic forces (see, e.g, Kiewit 1983; Weatherford 1978), 

but so far, we have located only one study that explicitly considers fluctuations in asset values as a source of 

pocketbook economic perceptions (Singer 2011; see footnote 2 for research that links asset holding to political 

preferences).
8
   

Data and Methods 

 Similar to the studies of the impact of wealth on consumption, studies of economic voting in political 

science have used a variety of empirical approaches to examine the relationship between economic conditions 

and political response, and many disagreements have been waged over the proper level of analysis and the 

measurement of the economic variables (compare, e.g., Erikson 2004 and van der Brug, Eijk, and Franklin 2007 to 

Lewis-Beck, Nadeau, and Elias 2008).  Some models use data only at the aggregate level, capitalizing on overtime 

variation in objective economic conditions to explain political outcomes; others, coming from a survey-research 

tradition, use variations in individuals’ subjective economic perceptions at a given point rather than time-series 

variation in economic indicators, to explain political choices and evaluations.  Each of these has limitations 

(Anderson 2007; Lewis-Beack and Stegmaier 2000; van der Brug et al. 2007).  Increasingly, however, researchers 

are using hybrid strategies by, for example, disaggregating time series into sub-series based on theoretically 

relevant individual-level information contained in surveys (e.g., Enns and McAvoy 2011; Lebo and Cassino 2007; 

Kelly and Enns 2010) or by analyzing repeated cross-sections in a type of multi-level framework that permits 

variation to be modeled at the both levels simultaneously and can also incorporate cross-level interactions 

(Hopkins 2011) to overcome some of the traditional deficiencies of a single-level approach.   

                                                           
8
 There is a smattering of studies that link aggregate stock returns to vote choices or incumbent popularity (Erickson 2008; 

Jensen and Jeong).  However, these do not rest on micro foundations of wealth effects, and indeed, the role of the stock 

market is considered to be a “sociotropic” indicator of economic conditions rather than a source of personal economic well-

being in these papers.    
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 Our review of the wealth effects literature indicates that there are three groups of people who are relevant 

for our analysis: Investors, Home Owners, and Renters.  Variations combinations of the three produce four 

mutually exclusive groups:  Investor-Owners; Investor-Renters, Non-investor Owners, and Renters Only.  The 

Renters Only group functions, in a way, as our control group.  If wealth effects directly influence family well-being, 

then the economic perceptions of the Renters Only group should be unaffected by changes in asset prices or be 

correlated in the opposite direction.  If, on the other hand, renters’ feelings of prosperity also move with 

fluctuations in the stock or housing markets, then it is unlikely that wealth effects are directly causal.    

Using the monthly cross-sectional data from the Survey of Consumer Attitudes beginning in October of 

1992, when both homeowner and investor status were consistently obtained in each monthly survey, and 

continuing through May of 2011, we segregated respondents into these four groups based on the following two 

questions: 

 Do you (and your family living there) own your own home, pay rent, or what? 

 The next questions are about investments in the stock market. First, do you (or any member of your 

family living there) have any investments in the stock market, including any publicly traded stock that is 

directly owned, stocks in mutual funds, stocks in any of your retirement accounts, including 401(K)s, IRAs, 

or Keogh accounts? 

 

 

For each group of respondents in each month, we computed an aggregate measure of Personal (or Pocketbook) 

Retrospective Evaluations based on the question:  We are interested in how people are getting along financially 

these days. Would you say that you (and your family living there) are better off or worse off financially than you 

were a year ago?  Within each group, we subtracted the percentage answering “worse off” from the percentage 

saying “better off” and added 100, producing a measure with a theoretical range of 0-200.  In practice, this series 

ranges from a low of 56 in November of 2008 to a high of 142 in February of 1998 across all groups, and Figure 3 

graphs the series for our two largest groups, Investor-Owners and Non-investor Homeowners (henceforth, 

Homeowners Only) using six-month moving averages.  With only a couple of exceptions, each occurring at the 

bottom of the two recent bear markets, Investor-Owners reported more positive retrospections than Owners Only, 

and the gap between them increased during periods in which stock markets were rising.  However, neither group 

was as upbeat they had been in the mid- to late-1990s, even during the asset-price peak of the 21
st
 century.     
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Figure 3 

 

 

In the early years of our time period, Homeowners Only constituted the largest group with about 45% of 

the unweighted cases.  However, their share of the sample decreases over time as the ranks of citizen investors 

expanded dramatically during the rest of the 1990s, and by the last few years of our time period, Investor-Owners 

were the majority of unweighted cases.  In other words, the median household in the U.S. at the moment is one 

that has both housing and financial assets, the values of which have fluctuated tremendously in the last five years.  

And as a share of the voting public, Investor-Owner households are an even larger fraction.
9
   Investor-Renters 

were a small proportion of the monthly samples in all years, never yielding more the 56 cases (11.3%) in a given 

month (more than 80% of investors are also homeowners), which we deemed too small to produce reliable 

aggregate-level estimates of economic evaluations.  Therefore, the remainder of our analysis in this section uses 

just three of the four groups.   

 Each of our three remaining time series was examined for the presence of a unit root using Augmented 

Dickey-Fuller (ADF) and Kwiatkowski–Phillips–Schmidt–Shin (KPSS) tests.  In all three series, the ADF null 

hypothesis that there is a unit root cannot be rejected.  The presence of a unit root is confirmed by the KPSS test; 

in all instances, the null hypothesis that the series is stationary or trend-stationary is soundly rejected with all p-

                                                           
9
 In the 2008 exit poll, for example, 65% of voters leaving their polling places indicated that they or their spouse owned  

stocks or mutual funds, including in retirement plans.  In 2000, 70% of voters were investors. 
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values less than .01.  Therefore, we use first differences of the monthly pocketbook evaluations as our dependent 

variables and adopt the popular single-equation error correction model (Clark, Ho, and Stewart 2000; De Boef and 

Kellstedt 2004; De Boef and Keele 2008; Enns and McAvoy 2011) to estimate the effect of our independent 

variables on changes in these judgments for our three key groups.   

While the SCA provides valuable information on the overall state of economic opinion, our interest in the 

underlying causes of these assessments led us to collect several other time series of various economic indicators.  

Following much of the economic voting literature, we first collected monthly unemployment and inflation data for 

1992-2011 period.  General consensus exists in the literature that these two economic variables significantly 

influence economic evaluations and, therefore, economic voting (Lewis-Beck & Paldam, 2000).  As our results will 

show, only the unemployment pattern continues to hold in our study.  Our specification includes each of these in 

their lagged levels and first differences.   

 Some political scientists (e.g, Bartels and Zaller 2001; Bartels 2008; Hibbs 2000), building on Kramer’s 

(1972) and Tufte’s (1972) legacies, prefer to use growth in real disposable personal income (RDPI) per capita as 

their measure of “the economy.”  Our model also includes, therefore, the percentage change in RDPI between 

month t and t-1.  As we discuss further in the results section below, growth in RDPI was not significant in any of 

our models, something we believe stems from the fact that during the time period we study, the gains from 

economic growth were very unevenly distributed, and therefore, did little to boost prosperity for most Americans.   

  As indicated by our review of wealth effects, the primary intention of our models is to estimate the impact 

of wealth changes on household financial well-being.  To measure swings in stock values, we use the percentage 

change between month t and t-1 in the average of the daily closing price of the S & P 500 in a given month.  For 

home prices, we use the percentage change in the widely reported Case-Shiller Home Price Index
10

 

Results 

 The first column of Table 1a-c present the results of baseline estimates.  Several findings are noteworthy, 

including a couple of null results that we highlight first.  Inflation, neither long-term nor in the short-run, seems to 

                                                           
10

 We emphasize that our model specifications are preliminary and will be revised in subsequent iterations.  Among other 

things, one problem with the current strategy is that it assumes that the decision to be an investor or a homeowner is 

exogenous to asset prices, which is clearly not the case.  Another potential issue is that we treat wealth changes symmetrically, 

that is, a positive change of a given value has the same impact as a negative change in the other direction.  However, the 

phenomenon of loss aversion is widespread in investor reaction to market prices (Barberis, Huang and Santos 2001), in news 

coverage of the economy (Soroka 2006) and in other studies of household responses to changed economic circumstances 

(Mastrogiacomo 2010), and many economic voting studies have looked for “grievance asymmetry” in voter reactions 

(Nannestad and Paldam 1994).   The latter is fixed easily by tweaking the basic model specification to allow for asymmetry; the 

former presents a bigger challenge.  And third, our models assume that the coefficients are not time-varying, again something 

that on its face seems unreasonable given what we know about the vagaries of the survey response.  It is quite likely that the 

prominence of particular kinds of economic information in the news media and changing social narratives about economic 

well-being affect how people regard their own financial positions. We are developing some intuitions about these, and our 

initial inductive forays (coefficients from rolling regressions and Quandt Likelihood Ratio tests) confirm for us that the many 

parameters are likely to be time-varying.   
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affect people’s sense of whether their economic lots have improved or worsened in the last year, despite what 

respondents tell survey researchers (see Figure 2).  The Great Moderation, as we mentioned above, was a period 

characterized by generally low inflation; vanquishing the inflation dragon, therefore, may have made households 

less sensitive to inflation dynamics in the last two decades compared to an earlier period in which the word 

“stagflation” entered the lexicon. 

Table 1a: Models Predicting Change in Personal Retrospective Evaluations 

among Homeowners Invested in the Stock Market, 1992-2011 

 

 Model 1   Model 2 

Unemployment (t-1) 
-2.03*** 

(0.64) 
 

-1.56** 

(0.63) 

Inflation (t-1) 
0.11 

(0.57) 
 

0.53 

(0.58) 

Δ % RDPI Monthly  
-0.36 

(0.66) 
 

-0.55 

(0.63) 

Δ % S&P Monthly 
0.72*** 

(0.15) 
 

0.62*** 

(0.14) 

Δ % Case-Schiller Home  

Price Monthly  

1.71** 

(0.72) 
 

0.77 

(0.76) 

Δ Unemployment 
-3.70 

(3.83) 
 

-4.74 

(3.69) 

Δ Inflation 
-1.19 

(1.24) 
 

-0.48 

(1.20) 

Personal Retrospective  

Evaluations (t-1) 

-0.21*** 

(0.05) 
 

-0.28*** 

(0.05) 

Δ National Prospective  

Evaluations (5 Year) 
  

0.22*** 

(0.05) 

National Prospective  

Evaluations (5 Year) (t-1) 
  

0.13*** 

(0.04) 

Constant 
37.57*** 

(9.00) 
 

27.26*** 

(9.19) 

* p<0.10   ** p<0.05   *** p<0.01.  Standard errors in parentheses. 

Data: Pooled Cross-Sectional 1992-2011 Survey of Consumers Thompson Reuters/University of 

Michigan and Financial Data from Yahoo! Finance and Federal Reserve Bank of St. Louis 

 

 We also did not detect any impact of personal income growth on changes in pocketbook sentiments.
11

  

Again, as discussed previously, this time period reflects highly unequal income growth with most income gains 

accumulating to the richest Americans, suggesting that the RDPI may not capture how most Americans are really 

faring.  Even the vast majority of investor-owners, who in general have higher incomes and, especially, are better 

                                                           
11

 We experimented with other time horizons for RDPI per capita, including quarterly change and yearly change.  In any 
these variations, RDPI per capita was insignificant for all groups.   
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educated compared to our other two groups, are unlikely to have experienced much in the way of real income 

growth compared to the very top over this time period.   

 

Table 1b: Models Predicting Change in Personal Retrospective Evaluations 

among Homeowners Not Invested in the Stock Market, 1992-2011 

 

 Model 1    Model 2 

Unemployment (t-1) 
-3.40*** 

(0.77) 
 

-2.81*** 

(0.75) 

Inflation (t-1) 
-0.10 

(0.90) 
 

1.12 

(0.92) 

Δ % RDPI Monthly  
-0.86 

(1.04) 
 

-1.18 

(1.00) 

Δ % S&P Monthly 
0.40* 

(0.23) 
 

0.38* 

(0.22) 

Δ % Case-Schiller Home  

Price Monthly  

3.76*** 

(1.15) 
 

2.68** 

(1.12) 

Δ Unemployment 
-10.00* 

(5.62) 
 

-11.14** 

(5.37) 

Δ Inflation 
-1.36 

(1.95) 
 

-0.14 

(1.88) 

Personal Retrospective  

Evaluations (t-1) 

-0.48*** 

(0.06) 
 

-0.56*** 

(0.06) 

Δ National Prospective  

Evaluations (5 Year) 
  

0.23*** 

(0.05) 

National Prospective  

Evaluations (5 Year) (t-1) 
  

0.26*** 

(0.06) 

Constant 
68.85*** 

(10.37) 
 

49.55*** 

(10.81) 

* p<0.10   ** p<0.05   *** p<0.01.  Standard errors in parentheses. 

Data: Pooled Cross-Sectional 1992-2011 Survey of Consumers Thompson Reuters/University of 

Michigan and Financial Data from Yahoo! Finance and Federal Reserve Bank of St. Louis 

 

If real income growth in the aggregate is not affecting how Americans view the status of their wallets, 

then what macroeconomic factors are relevant for people’s  evaluation of their financial situation? First, 

consistently across all models and among each of our groups, household welfare is, in the long-run, tied to the 

condition of the labor market.  The coefficient on lagged unemployment is significant and roughly the same size 

for all three groups.   Short-term changes in the unemployment rate, however, carry different implications across 

our three groups.   As Tables 1a to 1c indicate, the two groups without stock investments are much more sensitive 

to short-term deviations in employment prospects.   Our results do not allow us to disentangle whether this 

reflects the fact that these groups lack the same kind of financial safety net to buffer unemployment spells, or are 
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more highly leveraged, or, by dint of their lower education levels or lower-skilled occupations are actually more 

vulnerable to job loss, compared to the larger investor-owner group.  In any case, there is evidence of a 

differential response to the conditions of the labor market, something that could, perhaps, give rise to disparate 

political response as well. 

 In addition to unemployment, both the Case-Schiller and S&P indices produce differential effects across 

the three groups of survey respondents.  The clearest effects emerge with the S&P 500 index.  The strongest 

effects of the stock market occur among investor-owners, shown in table 1a.  These respondents respond to 

improved (or deteriorating) stock market conditions with more positive (negative) economic evaluations.  

Homeowners only (table 1b), meanwhile, are also responsive to changes in the stock market, but the size of the 

coefficients are smaller and they are only marginally significant at the p<0.10 level.  Thus, these individuals are less 

responsive to changes in the stock market than those who are directly invested.  Finally, table 1c indicates that the 

renter- only group shows no responsiveness to changes in the stock market.  These results are mostly consistent 

with the view that changes in stock market wealth are causally related to economic welfare for households with 

such assets. 

 The results for the Case-Schiller index are slightly more complicated.  To begin, we should focus on model 

1 in tables 1a-c.  In these models, increases in home prices according to the Case-Schiller index correlate with 

higher pocketbook evaluations, regardless of home ownership status.  These effects are strongest for homeowners 

only, which is understandable as the financial well-being of these individuals is more reliant on the value of their 

home than homeowners who are also invested in the stock market or renters only.  However, both investor-

owners and renters only also respond positively to increases in home value, which is particularly counter-intuitive 

for renters only, who derive no direct wealth benefit from such increases. 

 

Table 1c: Models Predicting Change in Personal Retrospective Evaluations 

among Renters Not Invested in the Stock Market, 1992-2011 

 

 Model 1   Model 2 

Unemployment (t-1) 
-2.39*** 

(0.64) 
 

-2.04*** 

(0.61) 

Inflation (t-1) 
-0.89 

(0.66) 
 

-0.27 

(0.65) 

Δ % RDPI Monthly  
-0.21 

(0.75) 
 

-0.35 

(0.71) 

Δ % S&P Monthly 
0.17 

(0.16) 
 

0.09 

(0.16) 

Δ % Case-Schiller Home  

Price Monthly  

1.70** 

(0.82) 
 

0.83 

(0.80) 
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Δ Unemployment 
-8.76** 

(4.09) 
 

-8.89** 

(3.88) 

Δ Inflation 
-1.97 

(1.40) 
 

-1.21 

(1.33) 

Personal Retrospective  

Evaluations (t-1) 

-0.28*** 

(0.05) 
 

-0.39*** 

(0.05) 

Δ National Prospective  

Evaluations (5 Year) 
  

0.22*** 

(0.05) 

National Prospective  

Evaluations (5 Year) (t-1) 
  

0.21*** 

(0.05) 

Constant 
43.61*** 

(8.75) 
 

33.08*** 

(8.58) 

* p<0.10   ** p<0.05   *** p<0.01.  Standard errors in parentheses. 

Data: Pooled Cross-Sectional 1992-2011 Survey of Consumers Thompson Reuters/University of 

Michigan and Financial Data from Yahoo! Finance and Federal Reserve Bank of St. Louis 

 

 So what explains these effects?  As we discussed earlier, wealth effects could be spurious, emerging 

because we have not controlled for the relevant macroeconomic factors.  To examine the correlative hypothesis, 

we turn to model 2 in tables 1a-c.  These models include a lagged and first differenced national prospective 

evaluations, one based on the 5-year horizon used in another SCA question:    Looking ahead, which would you 

say is more likely -- that in the country as a whole we'll have continuous good times during the next 5 years or so, 

or that we will have periods of widespread unemployment or depression, or what?  This specification attempts to 

remove effects that serve as economic signals instead of direct effects.  By including a prospective evaluation 

variable, economic indicators (such as home prices) that individuals might use as indirect indicators of national 

economic health are controlled for, leaving only those economic variables that exert a direct influence on personal 

retrospective evaluations. 

 Using these models, the Case-Schiller coefficient for investor-owners and renters only drops by over half 

and is rendered insignificant.  For these respondents, home values do not directly influence their personal 

retrospective evaluations, they simply serve as a convenient proxy for national economic health.  Hence, once we 

account for their beliefs about the long-term health of the national economy, home prices cease to influence their 

pocketbook evaluations.  Interestingly, other relevant variables (S&P 500, unemployment) are not affected by the 

new specification, suggesting these exert a direct effect on personal retrospections. 

 In keeping with our theory, model 2 in table 1b demonstrates that homeowners only continue to rely on 

home values when evaluating their personal financial situation.  In the second specification, the coefficient for the 

Case-Schiller index does decrease (suggesting that home values maintain some indirect signaling effect for these 

respondents as well), but the coefficient does not decrease nearly as dramatically as it does for investor-owners 



19 
 

and renters only.  Additionally, the coefficient remains significant, which demonstrates the direct effects of home 

prices on pocketbook evaluations for the homeowners-only group. 

 Additionally, the positive and significant coefficients for national prospective evaluations demonstrate that 

personal retrospective evaluations are not exogenous to beliefs about the national economy.  Although we might 

be tempted to assume that people evaluate their personal situation independently of the national economy or 

that personal evaluations are used to make inferences about larger economic aggregates, our results suggest 

otherwise.
12

  More positive assessments of the prospects for the national economy are correlated with more 

positive retrospective evaluations of personal financial situation, indicating that a global economic “mood” or 

“animal spirits” can bias retrospective recall of personal economic information to some degree even when such 

moods are not economic in origin, but are rooted in political events such as the recent stalemate over the debt 

ceiling or rally-‘round-the-flag moments (Kellstedt and DeBoef 2004). 

 These results demonstrate several facts about consumer-voters during the 1992-2011 period.  First, the 

Great Moderation essentially removed any influence of inflation (either short-run or long-term) on personal 

retrospective evaluations.  Additionally, as the benefits of income growth were concentrated on fewer Americans, 

increases in average income failed to positively or negatively influence personal retrospections.  It appears that, 

beginning in the early 1990s, Americans adjusted how they evaluated their financial situation.  Instead of looking 

at income growth, they reconsidered what their “financial situation” meant in their eyes.  This continued to include 

the labor market in the long-run, but not necessarily in the short-term.  Investor-owners were unresponsive to 

short-run unemployment, while those individuals without market investments to fall back on in the case of 

unemployment are highly responsive to unemployment volatility.  Beyond unemployment, consumers also rely on 

home prices and stock market values to varying degrees based on their ownership status. 

 Specifically, investor-owners rely much more heavily on stock prices when evaluating their economic 

situation than our other two groups, indicating a direct role of wealth on subjective financial well-being.   

At first glance, it appears that all consumers relied on home prices when evaluating their personal situation, but an 

additional model specification demonstrated that these effects are also contingent on home and stock ownership.  

Whereas home prices directly and indirectly affected the retrospective evaluations for homeowners only, the same 

cannot be said for the other two groups.  For investor-owners and renters only, home prices served as an indirect 

measure of national economic performance, with these effects mediated by long-term national prospective 

evaluations. 

                                                           
12

 Granger causality tests on first differences of personal retrospective evaluations and first differences of national 
economic expectations (results not shown) also support the notion that a global economic “mood” or “animal spirits” can 
bias retrospective recall of personal economic information.  The interplay of personal and national assessments will be 
more fully explored in future analyses.   
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 Ultimately, these models demonstrate the changes in consumer conceptions of economic performance 

and wealth that have occurred during the Great Moderation.  As income growth became even more unequal and 

inflation remained low, consumers were influenced more by stock or home prices when evaluating their personal 

financial well-being.  These results underscore the potential fragmentation of economic realities for American 

households and suggest emerging lines of political conflict based on asset holding status, debt levels, life-cycle 

stage, and vulnerability to labor market dislocations.   

Conclusion 

Less than a year away, election 2012 is on the minds of many a political analyst.  Forecasters are busy 

dusting off their models, filling in the cells on their spreadsheets, and making predictions, with each new release 

of economic data dissected for what it may portend for President Obama’s re-election chances.  For example, 

MSNBC’s coverage on January 6
th

 of the highly anticipated Bureau of Labor Statistics report on the December 

2011 unemployment rate, which inched down to 8.5% from a revised 8.7% in November, channeled some of the 

political science forecasting literature when it alleged that:   

A better job market is a positive sign for President Obama, who is bound to face voters with the highest 

unemployment rate of any sitting president since World War II. Unemployment was 7.8 percent when Obama took 

office in January 2009.  Still, the level may matter less to his re-election chances if the rate continues to fall. History 

suggests that presidents' re-election prospects hinge less on the unemployment rate itself than on the rate's 

direction during the year or two before Election Day. 13
  

Changes in the condition of the labor market, as we have seen in our results, are very important for some 

groups of voters, but less so for others, namely people with both housing and financial assets, the largest group in 

the electorate.  These voters are more attuned to the condition of financial markets, and while stocks strongly 

advanced early in Obama’s presidency, it has been a very bumpy ride in recent months.  And it remains to be seen 

whether new policy initiatives to help the beleaguered housing market generate a large enough turnaround in 

home prices for the President to be rewarded.   But as Achen and Bartels (2009) argue, retrospective voters require 

a convincing campaign narrative, and so far Obama’s rivals have not used the condition of household balance 

sheets to “kick the dog,” preferring to focus on jobs rather than on what one observer called the “hideous” politics 

of healing the housing market.   

As Tufte (1972) observed nearly four decades ago
14

, economic conditions and elections are twinned, a 

double helix that is the DNA of democratic governments, at least according to economic voting theories.  As 

simple and straightforward as the economy-elections link at first appears, however, “the general notion that 

                                                           

13
 http://bottomline.msnbc.msn.com/_news/2012/01/06/10002777-hiring-gained-traction-in-december 

14
 “When you think of economics, think elections; When you think elections, think economics.” 

http://bottomline.msnbc.msn.com/_news/2012/01/06/10002777-hiring-gained-traction-in-december
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economic conditions affect voting admits to a wide range of specific hypotheses” (Kiewit 1983), the result of which 

is an extensive empirical literature that is marked by inconsistent findings, contingencies, and no shortage of 

individual and system-level conditioning variables (Anderson 2007).  We have argued in this paper that if the 

economic voting paradigm is to be successful in explaining 21
st
 century elections, it needs a firmer grasp of the 

role of wealth in economic evaluations and political choices.   
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