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Buckle Up

A U.S. presidential election year has arrived, and investors might be bracing themselves for the onslaught
of campaign commercials and political distractions. Add to the mix an observation that historically, on
average, election years have been more volatile than non-election years. Looking from January 1990
to January 2024, implied volatility averaged 20.7% and realized volatility

averaged 17.5% during election years. Compare this to non-election years 19.6%
in which implied volatility averaged 19.2% and realized volatility averaged . i
14.9%. Implied volatility, as measured by

the Cboe® Volatility Index (VIX®),

A closer look shows that investors may do well to avoid the distraction of = averaged 19.6 from January 1990
election season and, instead, focus on staying vigilant to the unexpected. ERINED) AL

Since 1990, there have been a total of eight U.S. presidential elections. 15.5%

Of these years, turns out just three had average implied volatility levels o

above the since-1990 average of 19.6%. Those three years were 2000, Realized volatility, as measured
2008, and 2020. Many investors may recall that, during those three years by the standard deviation of daily
major global events occurred that potentially had a pronounced impact  returns, averaged 15.5% from
on volatility. Thus, a case could possibly be made that other macro factors =~ January 1990 to January 2024.
may influence volatility more than the U.S. presidential election.

Average Monthly Implied Volatilty Levels

January 1990 to January 2024 | Source: Bloomberg, L.P.
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Past performance does not guarantee future results.

Moreover, the outsize impact of these three years on “election year volatility” can be shown by calculating
the median of implied and realized volatility for both election and non-election years. The median
formula helps filter out extremes that get captured with a simple average. Interestingly, since 1990,
median volatility levels are actually lower in election years compared to non-election years. Median
implied volatility for election years is 17.7% compared to 17.8% for non-election years, and median
realized volatility is 12.6% for election years versus 13.3% for non-election years. As it may be, investors
should be wary of lowering their guard.

Elections may have the potential to contribute to increased volatility, although they are a known unknown.
It is the true unknowns that seem to matter most. Macroeconomic and market events appear to be the
major driver of volatility in election years just as in non-election years. We look at 2000, 2008, and 2020
in more detail below.
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2000

It was the wild west of the internet, the "Dot-Com” bubble 2000: VIX® Levels & Market Performance

had burst, and the U.S. Federal Reserve (the Fed) had raised 10 Source: Bloomberg, L.P. 35
interest rates from the third quarter of 1999 until eventually &

pausing during the third quarter of 2000. Keeping an eye § ° 30 g
on risk was suddenly smart and for good reason. Volatility & © 55
spiked in the spring of 2000 and spiked again in the fourth 2 -5 x
quarter as concerns about a recession and its impact on = .19 20
corporate earnings began to weigh on investors and led §_15 15
the market lower. This occurred just after the market had 5 N DA O A N O 6
rallied to an at-the-time all-time ljwigh in March 2000, which ARSI IERSIN

may have made the equity market more vulnerable to the S&P 500® Index VIX® Level
negative surprises. The detail reveals, however, that implied ~ Pastperformance does not guarantee future results.
volatility peaked well before November 2000 and election day marked no catalyst in volatility, one way
or the other.

2008
2008: VIX® Levels & Market Performance Yikes. The stock market had come off all-time highs in
0 Source: Bloomberg, L.P. 9 late 2007 with relatively tolerable declines until the month
-5 prior to the election, when things really heated up. The

Fed had started to lower interest rates toward the end
of 2007 after years of tightening and worries about the
health of the housing and financial system started to
-40 30 intensify. By the fourth quarter, the Great Financial Crisis
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PR
o
(o))
o
VIX® Level

6 15 was well underway. Early-2008 showed small spikes in

Qo9 @ (© D D 0D 00 (D o (B, P N volatility as worries of a recession emerged and intensified

NG QAN @ ol RV gh with the failure of Bear Stearns in March. Later in 2008,
S&P 500® Index VIX® Level

however, the failure of Lehman Brothers fueled fears of a
massive global financial contagion event with investor fear
manifesting itself with volatility levels soaring to heights not seen since before 1990. Again, while the
election did exist alongside volatility, investors were proven smart if focusing elsewhere in 2008.

Past performance does not guarantee future results.

2020

A year to forget. Entering 2020 there were percolating 2020: VIX® Levels & Market Performance
concerns about the potential for a slowing economy Source: Bloomberg, L.P.

from interest rate hikes and issues in overnight lending g % o
markets, both of which emerged late in 2019. However, the g 10 70 5
COVID-19 pandemic and “two weeks" to slow the spread & o 60 g
quickly put 2019, and anything related, out of mind. The ¢ 1o 20 e
subsequent lockdowns on large segments of the world = ;‘g >
economy, extreme government intervention, and the & 20
economic fits-and-starts based on the latest strain of virus “ 10
drove headlines and market volatility throughout 2020.  ° 0
The election was relatively low on the 2020 list of oddities \\q’&%\'ﬁ,\"ﬁc’ v@’g\“/\b\\q’/\\\bq,\\a’q\@\ﬁ\%\\\%\%\’zq,\"’\

and macroeconomic factors at play throughout the year, S&P 500® Index VIX® Level

but it did contribute to heightened levels of VOlatlllty with Past performance does not guarantee future results.

VIX® levels climbing in the week leading up to election day.

Above average volatility in 2000, 2008, and 2020 were seemingly driven more by systemic

economic and financial system issues along with the stage of the business cycle at that time.
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Is This Time Different?

While there will be no predictions here, there are some noted similarities between 2024's market
environment and 2000, 2008, and 2020. Similarly to 2000, the equity market is near all-time highs and,
with so much good news already priced into the market, vulnerable to negative surprises. Moreover, the
Fed has been aggressively hiking interest rates from an even lower base than in 2000 and 2008. With
flashbacks of the Great Financial Crisis, there are also lingering concerns about how this continues to
impact the banking industry, particularly after regional banks came under stress in early 2023.

One possible catalyst that might be driven by election results’ potential impact on financial markets,
which was nonexistent in 2000, 2008, and even 2020, is the massive growth of the federal deficit and
national debt in the ensuing years. For reference, debt as a percentage of the gross domestic product
(GDP) ranged between 54% and 57% in 2000. In 2008, this figure ranged between 63% and 73%. In 2020,
as a result government intervention due to the pandemic, debt-to-GDP jumped to 133%. In the middle
of such a crisis, this figure was considered “unprecedented” but understood that it would be temporary
— why stress about it? However, nearly four years later, debt-to-GDP rests at 120% as of January 2024.

This amount of debt, with interest rates now much higher than 2020, could potentially create turmoil.
There has been talk of the United States possibly entering into a period of “fiscal dominance.” or a period
where monetary policy decisions may be constrained by the overly burdensome fiscal policy of the U.S.
government. Concerns about inflation may now take a backseat to the interest cost of the debt itself.
Thus, the outcome of the 2024 U.S. presidential election and follow-on political spats over how and
when to reign in government spending may have a more meaningful impact on the economy and be a
larger driver of volatility than in prior election years.

Stay Focused

Regardless of the election outcome, it is important that investors always remain vigilant and appropriately
manage the risks in their portfolios. Since 1977, Gateway has focused on stability, risk-adjusted
performance and long-term growth. Our index options-based strategies have consistent risk profiles
and are uniquely positioned to benefit from the current market environment of interest rates away from
zero, a robust volatility risk premium, and implied volatility persistently in the double-digits.

Past performance does not guarantee future results. Data sources: Bloomberg, L.P. and Morningstar Direct™™. For more information and access to
additional insights from Gateway Investment Advisers, LLC, please visit www.gia.com/insights
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