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SECTION A.1 Uncertainty and asset pricing: formalization
Our empirical approach draws on a strand of literature that uses news-based measures of uncertainty to explore its impact on the time series and cross-section of equity returns (Bali et al. 2017; Brogaard and Detzel 2015). Formally, in an intertemporal asset pricing model (ICAPM), the equilibrium relationship between risk and return on stock i is:
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 is the expected ex post excess return of stock i over the risk-free asset (e.g. government bonds), [image: image7.png]Cove(ries1, Tmrtes1)



is its covariance with the ex-post equity market return conditional on information available at time t, [image: image9.png]Cove(Tirs1, Axpsy)



 is its covariance with a set of state variables x that shift the investment opportunity set, A is a measure of investors’ relative risk aversion, and B is the covariance price of risk for shifts in the state variables. The key intuition is that investors demand compensation (i.e. higher expected returns) for bearing both systematic market risk and the risk of possible unfavorable shifts in the investment opportunity set, which can be proxied by returns on the aggregate equity market (Brogaard and Detzel 2015, p.5). Empirically, this leads to multifactor models in which both the distribution of future aggregate stock returns and the dispersion of excess returns in the cross-section of stocks are explained by a set of risk factors and their underlying “state variables” (Bali 2008; Bali and Engle 2010; Maio and Santa Clara 2012).

If political uncertainty (POL) is a state variable negatively correlated with future aggregate returns (i.e. its innovations predict a fall in equity market prices), 
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and returns on stock i are positively correlated with innovations in POL (i.e. its price rises when political uncertainty increases)
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                       (3)
it follows that returns on stock i are also negatively correlated with future market returns:

[image: image15.png]Cove(ries1, Tmreerz) = Cove[riess, Eer1(Tmrees2)] <0



           (4)
In this case, stock i provides a hedge against reinvestment risk caused by political uncertainty (future negative shocks in the returns of aggregate wealth), as it offers high returns when future aggregate returns are expected to be low. In the cross-section, stock i should also earn a lower risk premium than an alternative stock with zero or negative correlation with innovations in political uncertainty ([image: image17.png]Covy(ry+1,APOLyy;) <0



) and, as a consequence, zero or positive covariance with future market returns ([image: image19.png]Cove[ritsr, Eer1(Tmrees2)] = 0



) (Maio and Santa-Clara 2012, pp. 590-591).
SECTION A.2 Construction of the equity portfolio
We hand-collected daily closing spot prices of common stocks (acciones ordinarias) from the official stock exchange bulletins. We also compiled financial information for listed companies (stocks’ nominal value, number of stocks issued and admitted to quotation, date of admission, paid-out capital, dividends and capital operations) from the stock exchange’s yearbook (Anuario Oficial de Valores de la Bolsa de Madrid). The starting date of our dataset is January 1st, 1926, which allows us to collect a sufficient number of observations prior to the political changes set in motion by the fall of the military dictatorship. The final date corresponds to the last recorded quotation before the failed coup d’état of July 18, 1936, which led to the outbreak of a civil war and the permanent closure of stock exchanges.  Our dataset includes only Spanish firms, as foreign equities listed in Madrid were few, marginal and unfrequently traded. According to the official data reported by the Madrid Stock Exchange ("Una visión cifrada de la historia de la Bolsa", Bolsa de Madrid n. 25, 1994), over this period, the number of joint-stock companies with securities listed in Madrid (including common and preferred stocks, and corporate bonds) increased from 138 to 184. At the same time trade in equities overcame government bonds, peaking at 70 per cent of total trade volume by the late 1920s (Cuevas 2013, p.163). 
Our market portfolio includes all equities traded with sufficient frequency. In fact, the number of common stocks with at least one closing price quoted per year went down from 80 at the end of the 1920s to 50 in the mid-1930s. For the construction of our portfolio, we calculated for each stock the number of zero-return days over the total number of trading days in our sample (2,752) and excluded equities with more than 90 per cent of zero returns. Over a total of 71,602 trading days/stocks, zero returns accounts for 65 per cent of observations; for individual stocks, they range from a minimum of 19.6 to a maximum of 89.8 per cent. Stocks that traded on average in more than 50 per cent of days account for approximately two-thirds (64 percent) of the market capitalization of our portfolio. However, the seven most liquid stocks (those that were traded more than 70 percent of days) represent 43 percent of average market capitalization. The resulting portfolio for the period 1930-36 includes 27 stocks.

As shown in Table A.3, in 1930 the constituent firms represented 58.9 per cent of the nominal paid-out capital and 72.7 per cent of gross assets of all joint-stock companies whose securities were quoted on the Madrid Stock Exchange. Two-thirds of the firms included in the portfolio (18) belonged to the 50 largest non-financial companies of the period and accounted for half of their total net assets (Carreras and Tafunell 1993; Tafunell 2005). Although it is biased towards larger firms, our portfolio provides a balanced representation of the sector-wise composition of the market and the top 50 companies.
SECTION A.3 Construction and validation of the political uncertainty index
To construct our metric of political uncertainty, we follow a four-step procedure. First, we read the financial chronicles of the newspaper ABC to identify search words that were systematically associated with political processes – such as mass mobilization, labor conflicts, and debates on socio-economic reforms – that could be perceived as “bad news” for firms as they brought a challenge to the socio-economic status quo.   Second, we use textual analysis to retrieve the monthly count of pages that contained those search words.  Third, we use standardized word counts and convert them into unit standard deviations. Finally, we reduce the dimensionality of individual news series to create composite indices through principal component analysis (PCA). Since the individual news series are correlated, PCA allows us to reduce the news components to only one variable with maximum variance. To proxy news that conveyed political uncertainty, the keywords include chaos (caos), disorder (desorden), expropriation (expropiación), revolution (revolución), strike (huelga), general strike (huelga general), violence (violencia), and their derivatives. To limit the risk that our metric includes references to foreign events, we included Spain in the search words. 

The obtained index and its components are validated against factual evidence. For instance, the series of “strike” and “general strike” news are strongly correlated to the magnitude of collective action based on the intensity of strikes. The number of strikes was reported monthly by bulletins published by the Ministry of Labor (Boletín Mensual). The data were then revised ex post and the amended monthly figures were published in an annual statistical summary (Estadística Final), not available for the years 1935 and 1936. The statistical series often exhibit large discrepancies whose origins are not clear. We use the number of strikes reported monthly without an ex-post adjustment. Initially, the Bulletin reported data bimonthly; in these cases, strikes are equally assigned to each month. Data are from Gonzalez-Calleja et al. (2015), pp. 757-758. See Figure A.1 in this Appendix.

The words “disorder” and “violence” are correlated to the number and intensity of acts of political violence. For its validation we use data from Gonzalez-Calleja (2015, pp. 156-173, 202-259 and 293-204). Data include victims of any affiliation (including security forces) caused by different types of violent acts: incidents between individuals and non-organized groups, clashes between armed organized groups, deliberate attacks on security forces, and violent repression of insurgents by the army and the police. Spikes in the arrival of “violence” news are also associated to key episodes of mass mobilization that caused a high number of victims: for instance, July and September 1931 (anarchist strikes); January 1932, January 1933 and December 1933 (anarchist insurrections); September–October 1934 (miners’ insurrection in the northern region of Asturias); and the spring of 1936, when violence escalated in different contexts, from strikes and land occupations, to street shoot-outs and terrorist attacks by groups at both extremes of the political spectrum. See Figure A.2 in this Appendix.

SECTION A.4 Construction of risk factors
In the benchmark regressions, the set of control state variables includes three risk factors based on stock characteristics such as size, value and momentum (Carhart 1997; Fama and French 1992 and 1993). For their construction, we adopt the following procedure. At the end of each month we rank our 27 stocks into tertile portfolios (each including nine stocks) sorted by size (market capitalization), value (proxied by the dividend yield) and past performance (the cumulative return over the past 6 months ending one month prior to portfolio formation). [In historical studies, the dividend yield replaces book-to-market (BtM) value. A high BtM is usually associated to undervalued stocks with high future returns, while a low BtM is associated with low future returns of overvalued stocks.] Then, for each tertile portfolio, we calculate the one-month holding-return. The SMB (Small-minus-Big) factor is the return spread (i.e. overperformance) of the small caps tertile over the large caps tertile. The HML (High-minus-Low) factor is the return spread of the high yield tertile over the low yield tertile. The UMD (Up-minus-Down) factor is the return spread of the past winners tertile over the past losers tertile. 

Given the reduced number of stocks available, we cannot implement the double sorting procedure for the construction of portfolios as in Fama and French (1993), which is also a standard approach in historical studies. For instance, Annaert and Mensah (2014) first sort stocks into tertile portfolios by market capitalization, then within each tertile they sort stocks into quintile portfolios by pre-ranking market beta, and finally estimate the post-ranking beta of each portfolio. This procedure ensures that there are at least 10 stocks in each portfolio, a number that is considered as sufficient to produce reasonably stable portfolio beta estimates.

The overlapping between the size, value and momentum factors, based on weighted portfolios, is limited (with the exception of the SMB and HLM factors), as shown in the correlation matrix below:
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HML

UMD

Market

     1

SMB

-0.303***
     1

HML

-0.188***
0.534***
                  1

UMD

-0.347***
-0.005

-0.150***
     1

The time series of the market factor (the monthly return of the capitalization weighted equity market portfolio) and the other three risk factors are shown in Figure A.3 of this Appendix.
SECTION A.5 Construction of other economic and political “news” indices
We follow the same procedure as in Section A.2 to construct three alternative “news” indices from the newspaper ABC to use as controls in the predictive regressions of Section 4 of the paper. The first is an index of news related to key macroeconomic issues, such as exchange rate, fiscal and monetary policy. We use the following keywords: Bank of Spain (Banco de España), discount rate (tipo de descuento), exchange rate (cambio, tipo de cambio), Peseta depreciation (depreciación de la Peseta), Gold Standard (Patrón Oro) and government budget (presupuesto del Estado). Very similar words are used by Ghirelli et al. (2021) to construct an index of economic policy uncertainty for Spain in the more recent period. The second is an index of trade policy news, using keywords such as tariffs (aranceles) and tariff policy (política arancelaria).  The third is an index of news related to the possible break-up of Spain as a unitary state, to take into account the political uncertainty generated by the proclamation of an independent Catalan Republic (April 1931 and October 1934) and the harsh controversies around the parliamentary debate on the statute of autonomy for Catalonia (finally approved in September 1932). We use the following keywords: Catalan problem (problema catalán), Catalan question (cuestión catalana) and Catalan statute (Estatuto Catalán). The time series of the three news indices are shown in Figure A.4 of this Appendix.

SECTION A.6 Construction of measures of international political crises
We use the latest version of the ICB (International Crisis Behavior) dataset (https://sites.duke.edu/icbdata/), released in March 2023 (15th edition), to construct different measures of international political instability. The dataset, initiated in the mid-1970s and regularly updated since then, reports the start and end date of international political crises since 1918. Methodological details are extensively discussed in Brecher and Wilkenfeld (1997). Crises are defined as episodes in which involved actors perceived a threat to basic values and a heightened probability of involvement in a military conflict. Crises are classified along different dimensions, such as the gravity of value threat, management techniques, the centrality and intensity of violence, and the degree of involvement of Great Powers. Our benchmark measure is the number of ongoing crises, both at global level and in Europe, during each month in our period (January 1930-Juy 1936).  We also construct alternative measures by weighting each crisis according to its characteristics. For instance, the dataset classifies the extent of violence in a crisis (variable: VIOL) on a scale of 1 to 4, as follows: 1) no violence; 2) minor clashes; 3) serious clashes; 4) full-scale war. We assign a weight of 0.25 to crises classified as 1), 0.50 to crises classified as 2), 0.75 to crises classified as 3), and 1 to crises classified as 4). Therefore, the weighted sum of ongoing crises provides a monthly measure that captures the overall intensity of violence generated by ongoing crises. The time series of different measures are presented in Figure A.5 of this Appendix.

SECTION A.7   Census of “political directors”
We used various issues of the Handbook of the Madrid Stock Exchange (Anuario Oficial de Valores de la Bolsa de Madrid) and annual company reports, when available, to build a census of directors sitting on the boards of the 27 firms included in our equity portfolio between January 1930 and July 1936. The final dataset includes 467 names. In order to reconstruct their biographies, we consulted prosopographic sources, including Diccionario Biográfico electrónico (DB~e) de la Real Academia de la Historia, https://dbe.rah.es/; Buscador Histórico de Diputados 1810-1977, Congreso de los Diputados, (https://www.congreso.es/web/guest/historico-diputados); and J.R. Urquijo-Goitía, Diccionario biográfico de los ministros españoles en la edad contemporánea (1808-2000), Instituto de Historia - CSIC.  We classify as politicians the directors with political positions as MPs and ministers (narrow definition) and party elites at national or local level (broad definition) connected to parties active during the Second Republic (April 1931-July 1936) (narrow definition). We also identify directors appointed by governments as their representatives in firms with the state as a shareholder or with special contracts with the state. We define as “former politicians” the directors with political experiences during the previous regimes: MPs, senators, ministers, or leaders of parties under the Monarchy (before September 1923); ministers, political officers and members of the unelected corporatist assembly (Asamblea Nacional Consultiva) during the dictatorship (September 1923-January 1930); and ministers and political officers during the interim governments of the transition from the Monarchy to the Republic (February 1930-April 1931). Finally, we measure at monthly frequency the intensity of each firm’s political connections as the share of seats occupied by politicians and former politicians. We also measure their connections with foreign shareholders (foreign directors) and to the state through members of the public administration (including the army) appointed by governments. Descriptive statistics of firms’ connections to different political parties are summarized in Table A.6 of this Appendix. Table A.7 lists the names of directors connected to republican parties, their board seats and their political affiliation.

TABLE A.1 Political Uncertainty Index and salient political and socio-economic events
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Electoral processes Governments and coalitions Institutional issues Socio-economic reforms Collective actions

April 2.27

Campaign for municipal elections (celebrated on April 12). Victory of 

republican "grand coalition" in Madrid, Barcelona and provincial 

capital cities.

Provisional government (republican "grand coalition")

Exile of King Alfonso XIII and proclamation of the Republic. Catalan 

republicans proclaim independence within a future federal state.

May NA

Convent and church burning in major Spanish cities

June 0.71

Arrest and expulsion of Cardenal  Primate of Toledo Pedro Segura

July 3.10

Government decrees on labor market regulation in the rural sector.

August 2.63

Draft of a new constitution presented to the Constitutional Assembly. 

Statute of autonomy approved by referendum in Catalonia.

September 3.20

New general strike in Barcelona.

October 2.37

Exit of radicals (right-wing republicans) from "grand coalition" and 

government crisis. New provisional centre-left government (socialists, 

left-wing and centrist republicans)

Constitutional debate on religious policy (art. 26).

Constitutional debate on private property rights, expropriation and 

land reform (art.44). Announcement of draft bill on workers' 

participation in the management of firms.

Anarchist strike in Barcelona. Strike of railways workers in Andalucia.

January 3.54

Company of Jesus dissolved and its assets seized.

Anarchist insurrection in Catalonia. General revolutionary strikes 

called by anarchist unions.

March 2.30

Draft bill of land reform submitted to the Constitutional Assembly.

May 2.16

Obstructionism by Radical Party in the Constitutional Assembly. Wave of political violence,

July 2.21

January 1.70

Massacre of anarchist peasant insurrection in small town of Casas 

Viejas (Andalusia)

March 3.55

Announcement of partial municipal elections (celebrated in April 23).

Expectations of socialists' exit from centre-left coalition and 

government crisis.

Rumors about projects of railway nationalization.

May 2.69

Expectations of crisis of centre-left government after negative results 

of municipal elections. Obstructionism of Radical Party

Law on religious denominations and congregations passed by the 

Constitutional Assembly.

General strike called by anarchist unions against labor-market 

legislation and public order act proposed by the centre-left coalition.

September 2.02

Election of representatives of regional governments in the Supreme 

Court; negative results for centre-left government. Withdrawal of 

confidence by the President of the Republic.

Exit of socialists from centre-left coalition and government crisis. 

Minority government (moderate republicans).

October 2.17

Constitutional Assembly dissolved. Electoral campaign for general 

elections (celebrated on November 19). 

November 2.93

General elections: victory of centre-right coalition (radicals, agrarians, 

catholic right).

December 3.13

Minority centre-right government (radicals, agrarians, external 

support of catholic right)

Anarchist revolutionary strike in Catalonia and Aragon.

January 3.21

February 3.20

April 2.44

Government crisis, new minority centre-right government.

Clash in the centre-right coalition on the Amnesty Law in favour of 

rebel army officials (involved in the failed coup of August 1932).

May 2.60

Clash between central and Catalan governments on land reform 

passed by Catalan parliament.

Partial derogation of land reform.

General strike of rural workers. Waves of industrial workers' strikes in 

Madrid and Zaragoza.

September 2.93

Pre-insurrectional mobilization.

October 3.19

New centre-right government (catholic right joins in cabinet with 

radicals and agrarians).

Army's intervention in Catalonia after proclamation of independent 

republic; autonomy suspended.

Revolutionary insurrection in Asturias, other mining regions in the 

North and part of Catalonia, successfully repressed by the Army. 

Sectoral strikes (steelmaking and ship-building) in the Basque 

Country. 

November 2.28

September -0.25

Reserved Dossier of Estraperlo Corruption Scandal is made available 

to Alcalá Zamora 

October 0.49

Fall of Radical Lerroux Government. Estraperlo Corruption Scandal 

goes public.

December 1.35

Strongly discredited Right-Center Governments

January 2.33

Parliament dissolved. Campaign for general elections (celebrated on 

February 16). 

Electoral coalition between left-wing republicans, socialists and 

communists (Popular Front).

April 2.65

Minority government (left-wing and centrist republicans, external 

support of socialists and communists). Destitution of the President of 

the Republic; elections of delegates for presidential election. Municipal 

elections postponed.

Decrees for the implementation of the land reform. Restauration of 

labor market reforms.

May 4.18

New President of the Republic. New minority government of left-wing 

and centrist republicans.

June 4.36

General strikes called by anarchist unions in Barcelona and Zaragoza. 

"Bloody week" in Sevilla. Steel workers' strike in Barcelona. General 

strike of Telefonica's workers.

1935

1933

Debate of land reform and Catalan autonomy in the Constitutional 

Assembly (both passed in September 1932).

1931

1932

1934

1936

Wave of land occupations. Mass mobilization especially intense in 

Madrid, the Basque Country, Asturias, Andalucia and Extremadura. 

Wave of terrorist attacks by left- and right-wing paramilitary corps 

(April-May). General strike of workers of the construction sector in 

Madrid (June).

Nationwide state of alarm, suspension of civil and political rights. 

Restauration of Catalan autonomy.

Sectoral general strikes countrywide. Mass mobilization and political 

violence during the electorl campaign.

Launch of new revolutionary strategy (Alianza Obrera) by the 

socialist party and its workers' union UGT. General strike of workers 

of the construction sector in Madrid.


TABLE A.2 Constituent firms of the equity market portfolio
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Compañía Española de Minas del Rif rif mining and quarrying 07 Madrid 0.036

Compañía Minero-Metalúrgica Los Guindos gui mining and quarrying 07 Madrid 0.006

Sociedad General Azucarera de España azu manufacturing/food products 10 Madrid 0.009

Compañía Arrendataria de Tabacos tab manufacturing/tobacco products 12 Madrid 0.028

CAMPSA - Compañía Arrendataria del Monopolio del Petróleo cam manufacturing/refined petroleum products 19 Madrid 0.032

CEPSA - Compañía Española de Petroleos cep manufacturing/refined petroleum products 19 Madrid 0.007

Unión Española de Explosivos exp manufacturing/chemicals and chemical products21 Bilbao 0.091

Altos Hornos de Vizcaya ahv manufacturing/basic metals (iron and steel) 24 Bilbao 0.025

Sociedad Metalúrgica Duro Felguera dur manufacturing/basic metals (iron and steel) 24 Madrid 0.014

CHADE - Compañía Hispaño Americana de Electricidad cha electricity 35 Madrid 0.162

Sociedad Hidroeléctrica Española hid electricity 35 Madrid 0.037

Union Eléctrica Madrileña uem electricity 35 Madrid 0.020

Compañía Anónima Mengemor men electricity 35 Madrid 0.017

Compañía Sevillana de Electricidad sev electricity 35 Sevilla 0.014

Cooperativa Electra Madrid ele electricity 35 Madrid 0.010

Saltos del Alberche alb electricity 35 Madrid 0.007

Compañía de los Caminos de Hierro del Norte de España nor land transport 49 Madrid 0.032

MZA - Compañía de los Ferrocarriles de Madrid a Zaragoza y Alicantemza land transport 49 Madrid 0.026

Compañía Metropolitano de Madrid met land transport 49 Madrid 0.017

Sociedad Madrileña de Tranvias tra land transport 49 Madrid 0.017

Compañía Telefónica Nacional de España tel communications 61 Madrid 0.051

Banco de España bde financial services 64 Madrid 0.218

Banco Hispanoamericano bha financial services 64 Madrid 0.041

Banco Hipotecario de España hip financial services 64 Madrid 0.034

Banco Español de Crédito bec financial services 64 Madrid 0.028

Banco Central cen financial services 64 Madrid 0.012

La Unión y el Fénix Español fen insurance 65 Madrid 0.012


TABLE A.3 Representativeness of the equity market portfolio, 1930
[image: image22.emf]All quoted 

firms

Market 

portfolio

All quoted 

firms

Market 

portfolio

Top 50

Market 

portfolio

n. 190 27 190 27 50 18

mln Pta 4,700.9 2,767.54 33,624.3 24,450.6 19,172.4 9,625.2

percent 100% 58.9% 100% 72.7% 100% 50.2%

Descriptive statistics

mean 24.7 102.5 186.8 905.6 383.4 514.7

median 10.0 60.0 25.2 250.9 156.7 187.5

weighted mean 131.8 203.8 2,401.5 3,208.1 1,027.8 1,480.4

s.d. 51.6 103.8 645.0 1,471.5 502.1 725.5

coeff of variation 2.09 1.01 3.45 1.52 1.31 1.41

kurtosis 42.60 7.69 54.34 6.71 8.13 3.39

skewness 5.71 2.56 6.87 2.55 2.74 2.10

Industry composition

Manufacturing 22.1% 22.8% 8.2% 6.9% 19.2% 16.9%

Mining 4.6% 0.9% 1.7% 0.6% 7.9% 1.0%

Public Utilities 22.0% 21.2% 8.4% 6.8% 28.4% 20.3%

Transports 23.8% 21.6% 24.8% 22.0% 40.4% 53.4%

Communications 10.6% 18.1% 2.3% 3.2% 4.1% 8.5%

Construction 1.4% 0.0% 0.5% 0.0%

Banking 14.3% 15.1% 52.1% 59.3%

Insurance 0.5% 0.4% 1.7% 1.2%

Other services 0.8% 0.0% 0.2% 0.0%

Paid-up equity capital Total gross assets

Net assets (non-

financial companies)


The top section of this table shows the share of the 27 constituent firms of the equity market portfolio relative to the total paid-up nominal equity capital and the total gross assets of all firms with securities quoted on the Madrid Stock Exchange in 1930, as well as the share of the 18 non-financial constituents of the portfolio belonging to the top 50 Spanish companies by net assets in 1930 over the total net assets of the top 50 firms. The middle section compares descriptive statistics of the equity market portfolio (mean, median, standard deviation, coefficient of variation, kurtosis and skewness of the paid-up nominal equity capital and total gross assets of constituent firms) to those of the entire stock market, and the descriptive statistics of the 18 top-50 constituents to those of all top-50 firms. The bottom section compares the sectoral composition of the portfolio to the Madrid market. Paid-out nominal equity capital and total gross assets are from the Anuario de la Bolsa de Madrid, ed. 1931. Net assets of non-financial companies are from Tafunell (2005), p. 789.
TABLE A.4 Descriptive statistics of regression variables
[image: image23.emf]Variables mean  median max min  std.dev. skewness kurtosis obs

equity market portfolio total return (monthly) -0.0019  0.0033  0.0702 -0.1155  0.0354 -0.8597  3.9993 80

government bond total return (monthly)  0.0028  0.0044  0.1210 -0.0533  0.0218  1.5847  12.493 80

equity market portfolio excess return (monthly) -0.0048 -0.0033  0.0633 -0.1054  0.0325 -0.5394  3.8562 80

political uncertainty index  1.1985  1.1842  4.3574 -1.8948  1.4811 -0.0574  2.3008 75

macroeconomic news index  0.7293  0.6197  3.6448 -1.5237  1.1388  0.4295  2.9184 75

trade policy news index  0.5354  0.3532  3.6455 -1.4700  1.2316  0.6773  3.0352 75

Catalan news index  0.4038 -0.2205  10.432 -0.6558  1.8135  3.4743  16.876 75

size factor (SMB) -0.0008  0.0013  0.0901 -0.0952  0.0319 -0.1176  3.8979 79

value factor (HML)  0.0023  0.0062  0.1792 -0.1116  0.0408  0.6256  6.8405 79

momentum factor -0.0055 -0.0008  0.1813 -0.1684  0.0521 -0.3880  5.7531 79

equity market dividend yield (per annum)  0.0427  0.0432  0.0599  0.0343  0.0052  0.7144  4.0969 80

government bond yield (per annum)  0.0376  0.0373  0.0433  0.0322  0.0027  0.0026  2.4582 80

equity market turnover (monthly)  0.0030  0.0026  0.0073  0.0008  0.0013  0.7396  3.2551 80

real GDP (monthly variation) -0.0040 -0.0027  0.0128 -0.0215  0.0081 -0.4503  2.5405 77

wholesale price index (monthly variation) -0.0000  0.0004  0.0148 -0.0132  0.0067 -0.2085  2.2881 77

exports (monthly variation) -0.0170 -0.0058  0.0668 -0.2906  0.0599 -2.3119  10.447 77

imports (monthly variation) -0.0163 -0.0117  0.1038 -0.1518  0.0479 -0.3647  3.3470 77

exchange rate (Peseta/Gold) (monthly variation) -0.0067  0.0000  0.0903 -0.0801  0.0248  0.2456  6.1000 78

election month (dummy)  0.0500  0.0000  1.0000  0.0000  0.2193  4.1294  18.052 80

pre-election month (dummy)  0.0875  0.0000  1.0000  0.0000  0.2843  2.9196  9.5244 80

post-election month (dummy)  0.0500  0.0000  1.0000  0.0000  0.2193  4.1294  18.052 80

government crisis month (dummy)  0.2000  0.0000  1.0000  0.0000  0.4025  1.5000  3.2500 80

pre-government crisis month (dummy)  0.2000  0.0000  1.0000  0.0000  0.4025  1.5000  3.2500 80


TABLE A.5 Full results of 3-month ahead predictive regressions: cumulative returns
[image: image24.emf]Dependent variable

[1] [2] [3] [4] [5]

constant 0.193 0.136 0.164 0.183 0.183

(0.217) (0.163) (0.101) (0.131) (0.142)

political uncertainty index -0.021*** -0.021*** -0.020*** -0.016*** -0.015**

(0.007) (0.007) (0.005) (0.004) (0.007)

size factor -0.177 -0.139 -0.246 -0.293*** -0.295

(0.126) (0.129) (0.254) (0.085) (0.504)

value factor 0.686*** 0.722*** 0.823*** 0.679*** 0.719*

(0.139) (0.136) (0.281) (0.154) (0.404)

momentum factor -0.010 0.022 0.098 -0.028 -0.004

(0.100) (0.143) (0.129) (0.140) (0.136)

equity portfolio dividend yield 0.074*** 0.081** 0.097*** 0.067** 0.085***

(0.025) (0.031) (0.017) (0.030) (0.027)

government bond yield -0.131* -0.123* -0.147*** -0.121** -0.138***

(0.076) (0.062) (0.034) (0.058) (0.023)

equity portfolio liquidity -0.031*** -0.024*** -0.019*** -0.027*** -0.017

(0.006) (0.007) (0.004) (0.009) (0.019)

macroeconomic policy news -0.007 -0.000

(0.007) (0.006)

trade policy news 0.004 -0.002

(0.004) (0.005)

Catalan news -0.001 -0.001

(0.003) (0.003)

(log)GDP (monthly variation) 2.874*** 3.299**

(1.001) (1.581)

(log) wholesale prices (monthly variation) -1.402** -2.078

(0.688) (2.008)

(log)exports (monthly variation) -0.236*** -0.295

(0.069) (0.190)

(log)imports (monthly variation) 0.222 0.064

(0.137) (0.093)

(log)exchange rate (monthly variation) 0.026 0.118

(0.282) (0.266)

election month -0.026 -0.038

(0.037) (0.063)

pre-election month -0.063* -0.076***

(0.033) (0.026)

post-election month -0.066*** -0.030

(0.018) (0.011)

government crisis month 0.021 0.027*

(0.018) (0.015)

pre-government crisis month -0.006 0.000

(0.010) (0.023)

Obs 71 71 71 71 71

R2 0.521 0.531 0.645 0.601 0.481

market portfolio cumulative total return (3-months ahead)


The table reports coefficients from a generalized linear model. We regress monthly cumulative returns of the capitalization-weighted market portfolio three months ahead on the political uncertainty index and the rest of control variables. Newey-West standard errors are reported in brackets. ***, ** and * denote statistical significance at 1.5 and 10% level respectively.

TABLE A.6 Firms’ political connections: descriptive statistics
[image: image25.emf](share) (no.) (share) (no.) (share) (no.) (share) (no.) (share) (no.) (share) (no.)

Political connections to:

republican parties 0.021 0.35 0.000 0 0.200 5 0.000 0 0.044 0.758 6.276 11.544

socialist party 0.001 0.03 0.000 0 0.071 2 0.000 0 0.009 0.223 60.797 71.415

regional nationalism 0.007 0.21 0.000 0 0.128 5 0.000 0 0.024 0.872 14.341 26.970

Catholic right (CEDA) 0.007 0.11 0.000 0 0.071 1 0.000 0 0.018 0.316 7.275 6.980

monarchic parties 0.032 0.50 0.000 0 0.214 3 0.000 0 0.054 0.815 4.874 4.057

liberal party (pre-1923) 0.061 1.02 0.050 1 0.250 4 0.000 0 0.071 1.092 2.695 2.055

conservative party (pre-1923) 0.218 3.51 0.167 3 0.875 10 0.000 0 0.177 2.658 5.305 2.480

regional nationalism (pre-1923) 0.024 0.50 0.000 0 0.158 4 0.000 0 0.038 0.930 4.024 8.813

Dictatorship (1923-30) 0.025 0.48 0.000 0 0.233 7 0.000 0 0.042 0.887 4.783 15.378

Std.dev. Kurtosis Mean Median Max Min


TABLE A.7 “Republican” directors: name, board seats and party affiliation
[image: image26.emf]liberal
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Álvarez Álvarez, Valentín Andrés x Saltos del Alberche (1930-36) Partido Reformista

Álvarez-Valdés Castañon, Ramón x x x Banco Hispanoamericano (1930-36) Partido Reformista (Partido Republicano Liberal Demócrata)

Benitez Toledo, José Maria x x CAMPSA (1933-34) Partido Republicano

Berenguer Cros, José x x x CAMPSA (1931-32) Partido Republicano Radical Socialista (Izquierda Republicana)

Bernard Valenzuela, Justino x x Banco Central (1930-36) Partido Radical

Calot Sanz, Juan x x x CAMPSA (1934-35) Partido de Unión Republicana Autonomista (Partido Radical)

Díaz Berrio, Salvador x x Arrendataria de Tabacos (1931) Derecha Liberal Republicana

Díaz Pradas, Pio x x x CAMPSA (1935) Partido Radical

Franco López, Gabriel x x x Banco de España (1931-32) Acción Republicana (Izquierda Republicana)

Lerroux, Aurelio x x x Telefónica (1931-34) Partido Radical

Lladó Vallés, José x x x Arrendataria de Tabacos (1930-32) Independent (Partido Radical, Derechal Liberal Republicana)

Marraco Ramón, Manuel x x x Banco de España (Gobernador, 1933-34) Partido Radical

Mateos Silva, Manuel x x x Telefónica (1936) Partido Radical (Partido Republicano Radical Demócrata)

Montero Labrandero, Gabriel x x x Banco de España (1934-35) Partido Radical

Niembro Gutiérrez, Emilio x x x CAMPSA (1934-35) Partido Republicano Democratico Federal

Pich Pon, Juan x x x CAMPSA (1934-35) Partido Radical

Portela Valladares, Manuel x x x Minas del Rif (1930-36) Partido Republicano Galleguista

Prieto Lavín, Manuel x x x Banco Central (1930-31) Partido Radical

Puig Martínez, César x x x CAMPSA (1933-34) Partido Radical

Rico González, Gumersindo x x Telefónica (Secretario, Director General) (1930-36) Independent (Partido Reformista)

Sacristán Colás, Antonio x x x CAMPSA (1931-32) Independent

Sediles Moreno, Salvador x x x CAMPSA (1933-36) Partido Republicano Federal de Izquierdas

Valenzuela Soler, José x x x x Banco de España (1934-36) Partido Radical

Vergara Castrillón, Isidoro x x x CAMPSA (1931-32) Acción Republicana (Izquierda Republicana)

Viñuales Pardo, Agustín x x x Banco de España (1931-32) Acción Republicana

Zavala Lafora, Alfredo x x Banco de España (Gobernador)(1934-36) Partido Republicano Progresista

Pre-1923 Second Republic


TABLE A.8 Estimates of average sensitivity of individual firms to political uncertainty, 1930-36
[image: image27.emf]low high low high

AHV -0.0019 0.599 -0.0077 0.0040 -0.0019 0.531 -0.0069  0.0031

ALB -0.0004 0.903 -0.0062  0.0054 0.0041 0.365 -0.0033  0.0114

AZU 0.0042 0.452 -0.0051  0.0135 -0.0073 0.084 -0.0142 -0.0003

BDE 0.0023 0.249 -0.0010  0.0057 0.0000 0.992 -0.0025  0.0025

BEC 0.0017 0.600 -0.0036  0.0069 -0.0024 0.484 -0.0081  0.0032

BHA -0.0047 0.126 -0.0097  0.0003 -0.0011 0.732 -0.0063  0.0042

CAM -0.0016 0.519 -0.0056  0.0024 0.0023 0.352 -0.0018  0.0064

CEN 0.0063 0.141 -0.0008  0.0133 0.0014 0.324 -0.0009  0.0037

CEP 0.0065 0.424 -0.0070  0.0199 0.0021 0.663 -0.0058  0.0099

CHA -0.0018 0.420 -0.0055  0.0019 -0.0017 0.606 -0.0069  0.0036

DUR -0.0022 0.612 -0.0096  0.0050 0.0051 0.231 -0.0019  0.0121

ELE -0.0032 0.054 -0.0058 -0.0004 -0.0019 0.482 -0.0062  0.0025

EXP -0.0009 0.663 -0.0043  0.0025 0.0019 0.521 -0.0030  0.0067

FEN 0.0078 0.053  0.0012  0.0144 -0.0011 0.794 -0.0079  0.0058

GUI -0.0069 0.150 -0.0147  0.0010 0.0024 0.548 -0.0041  0.0088

HID -0.0017 0.610 -0.0074  0.0039 0.0004 0.842 -0.0033  0.0042

HIP -0.0022 0.711 -0.0119  0.0075 0.0017 0.576 -0.0034  0.0068

MEN 0.009 0.005  0.0038  0.0140 -0.006 0.041 -0.0108 -0.0012

MET 0.0028 0.235 -0.0011  0.0067 -0.007 0.046 -0.0127 -0.0012

MZA -0.0017 0.773 -0.0115  0.0081 0.0042 0.407 -0.0042  0.0126

NOR -0.0003 0.955 -0.0105  0.0098 0.0035 0.512 -0.0053  0.0122

RIF -0.0084 0.206 -0.0193  0.0025 0.0025 0.627 -0.0060  0.0111

SEV -0.0041 0.561 -0.0159  0.0076 0.0035 0.547 -0.0061  0.0130

TAB -0.0000 0.988 -0.0040  0.0039 0.0003 0.946 -0.0060  0.0065

TEL -0.0004 0.911 -0.0061  0.0053 -0.0002 0.955 -0.0051  0.0047

TRA -0.0012 0.451 -0.0039  0.0014 0.0035 0.067  0.0003  0.0066

UEM -0.0028 0.273 -0.0069  0.0014 -0.0002 0.896 -0.0033  0.0028

stockname

90% conf. interval 90% conf. interval

BetaPOL p-value BetaPOL(-1) p-value


This table shows the estimated average sensitivities of each firm’s total return to the contemporaneous and lagged index of political uncertainty, and their 90% confidence interval. Controls include the market, size, value and momentum factors, and the aggregate market liquidity.
TABLE A.9   Unadjusted returns of tertile portfolios sorted by sensitivity to political uncertainty ([image: image28.png]


) for holding periods from 1 to 12 months

[image: image29.emf]Equally weighted tertile portfolios

mean median max min std dev skew kurt

1-month holding

t1 (low β

POL

) -0.008 0.002 0.120 -0.173 0.043 -0.886 3.210

t2 -0.005 0.000 0.060 -0.139 0.038 -1.236 1.980

t3 (high β

POL

) -0.001 0.002 0.094 -0.080 0.033 -0.213 0.612

hedge (high-low) 0.006 0.005 0.106 -0.065 0.029 0.605 2.386

3-month holding

t1 (low β

POL

) -0.025 -0.008 0.118 -0.293 0.080 -1.155 1.613

t2 -0.013 0.007 0.173 -0.231 0.079 -0.918 0.990

t3 (high 

βPOL

) -0.006 0.003 0.139 -0.170 0.066 -0.400 0.207

hedge (high-low) 0.019 0.020 0.166 -0.083 0.042 0.554 2.252

6-month holding

t1 (low β

POL

) -0.046 -0.017 0.100 -0.417 0.119 -1.261 1.251

t2 -0.025 0.002 0.223 -0.422 0.128 -1.044 0.901

t3 (high β

POL

) -0.012 -0.003 0.223 -0.281 0.110 -0.300 0.109

hedge (high-low) 0.034 0.031 0.182 -0.112 0.064 -0.007 -0.314

12-month holding

t1 (low β

POL

) -0.073 -0.042 0.198 -0.416 0.149 -0.395 -0.705

t2 -0.042 -0.008 0.209 -0.485 0.176 -0.768 -0.084

t3 (high β

POL

) -0.022 0.000 0.309 -0.564 0.173 -0.693 0.728

hedge (high-low) 0.051 0.051 0.247 -0.165 0.080 0.083 0.647

Market-capitalization weighted tertile portfolios

mean median max min std dev skew kurt

1-month holding

t1 (low β

POL

) -0.010 -0.002 0.118 -0.200 0.051 -0.751 1.945

t2 -0.004 0.002 0.057 -0.160 0.039 -1.777 4.416

t3 (high β

POL

) 0.004 0.003 0.098 -0.096 0.033 0.266 1.895

hedge (high-low) 0.014 0.011 0.169 -0.094 0.041 0.708 2.182

3-month holding

t1 (low β

POL

) -0.031 -0.020 0.123 -0.331 0.092 -0.775 0.823

t2 -0.007 0.009 0.165 -0.212 0.077 -0.789 0.701

t3 (high 

βPOL

) -0.000 0.007 0.163 -0.299 0.074 -1.141 3.238

hedge (high-low) 0.031 0.028 0.288 -0.171 0.069 0.350 2.128

6-month holding

t1 (low β

POL

) -0.053 -0.028 0.161 -0.437 0.131 -0.954 1.101

t2 -0.012 0.014 0.226 -0.388 0.117 -0.891 0.680

t3 (high β

POL

) -0.011 0.010 0.255 -0.364 0.113 -0.780 1.602

hedge (high-low) 0.042 0.047 0.257 -0.177 0.088 -0.055 0.345

12-month holding

t1 (low β

POL

) -0.097 -0.067 0.254 -0.552 0.182 -0.408 -0.370

t2 -0.017 0.029 0.213 -0.442 0.158 -0.924 0.138

t3 (high β

POL

) -0.011 0.029 0.325 -0.626 0.185 -0.906 1.392

hedge (high-low) 0.086 0.094 0.303 -0.315 0.110 -0.618 1.288


This tables shows descriptive statistics of cumulative returns of tertile portfolios (both equally weighted and capitalization weighted) with high and low political uncertainty sensitivity for holding periods from 1 to 12 months.
TABLE A.10 Weighted and unweighted tertile portfolios’ risk-adjusted performance, 1-month holding period
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-0.010*** -0.005***
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-0.005***
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Market-capitalization weighted tertile portfolios
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This table shows unadjusted and risk factor-adjusted returns of equally weighted (top quadrant) and capitalization weighted (bottom quadrant) tertile portfolios with high and low sensitivity to political uncertainty, and their hedge spreads, for a 1-month holding periods. Newey-West standard errors are reported in parenthesis. ***, ** and * denote statistical significance at 1.5 and 10% level respectively.
FIGURE A.1 “Strike” news and collective action data
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This figure shows the correlation between “strike” and “general strike” news and actual data about waves of collection actions. See Section A.3 above.

FIGURE A.2 “Violence” and “disorder” news and political violence data
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This figure shows the correlation between “violence” and “disorder” news and actual data about acts of political violence. See Section A.3 above.
FIGURE A.3 Risk factors
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This figure shows the risk factors described in Section A.4 above.  The market factor is the monthly total return of the capitalization-weighted equity market portfolio. The size factor is the one-month holding over-performance of a portfolio of small caps over large caps. The value factor is the one-month holding over-performance of a portfolio of high over low dividend yield stocks. The momentum factor is the one-month holding over-performance of a portfolio of past winning over past losing stocks in the previous six months.
FIGURE A.4 Other economic and political news
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This figure shows the “news” indices about macroeconomic issues and trade policy (left hand) and Catalan political developments (right hand) described in Section A.5 above.

FIGURE A.5 International political crises
Global crises
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European crises
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These figures show the measures of political disaster risk based on ongoing international crises from the ICB (International Crisis Behavior) dataset described in Section A.6 above.

FIGURE A.6 Time-varying sensitivities to political uncertainty of individual firms
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This figure shows for each firm included in the equity market portfolio a boxplot of the distribution of its estimated time-varying sensitivities to political uncertainty. The box represents the 25th and 75th percentiles, while the difference between them represents the interquartile range. The median and the mean are a line through the center of the box and a black dot, respectively. The shadow within the box identifies the 95% confidence interval of the median. Whiskers and staples show the values outside the first and third quartiles, but within the inner fences. Near and far outliers are connoted by white dots and asterisks, respectively.
FIGURE A.7 Hedging against political uncertainty: comparative performance
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The figure shows the wealth of a portfolio investing 100 pesetas in December 1929 in hedge portfolios (long on stocks with high, and short on stocks with low time-varying sensitivity to political uncertainty), both equally weighted and value weighted, a flight-to-safety strategy (long on government bonds and short on the equity market portfolio), government bonds and the equity market portfolio. While the unweighted portfolio equaled the performance of the FTS portfolio, the value-weighted hedge portfolio outperformed it by a wide margin. By the end of the period, investors who bet on a value-weighted hedging strategy would have achieved a 180 percent nominal increase of their initial investment, compared to 60 percent of those following an equally weighted hedge strategy, 50 percent of those following a FTS approach and 22 per cent of those investing exclusively on government bonds.  
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