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The top question we are being asked from advisors right now: “Is there data that can help me
anticipate stock market returns in an election year?” While we have outlined some key data worth
examining, our takeaway is we would caution against making any significant investment decisions
based on these trends.

From a historical standpoint, equity markets usually rise in an election year. Since 1928, equity
markets (as represented by the S&P 500® Index) have increased in almost 83% of election years.
This corresponds to an average

annual return of nearly 10%, Election President | S&P 500 Total Return | S&P 500 Total Return
close to the average return of Year Elected Election Year Following Year
the S&P 500 during that time. 2016 Trump 11.96% 21.83%
In the year after an election, 2012 Obama 16.00% 32.39%
the market has done a bit 2008 Obama -37.00% 26.46%
;’,‘glrsi- "c'jowe‘?er' thtir_e s likely 2004 Bush W 10.88% 4.91%
e to drawirorn this as 2000 Bush W -9.10% -11.89%
simply removing 1928 and the _ R .
following year—i.e. the start of 1996 Clinton 22.96% 33.36%
the analysis results in nearly 1988 Bush HW 16.61% 31.69%
identical performance for 1984 Reagan 6.27% 31.73%
election years and the following 1980 Reagan 32.42% -4.91%
year at 8.5%. 1976 Carter 23.84% -7.18%
- . 1972 Nixon 18.98% -14.66%
Additionally, there is some 1968 N 11 06; g 50;
evidence that markets do a bit pon B e
better towards the end of a 1964 Johnson 16.48% 12.45%
presidential term than near the 1960 Kennedy 0.47% 26.89%
beginning. However, given that 1956 Eisenhower 6.56% -10.78%
g g ' 9
markets are forward looking and 1952 Eisenhower 18.37% -0.99%
election years historically have 1948 Truman 5.50% 18.79%
perfqrmﬁd S'm':(ar'y toa rar;glolm 1944 Roosevelt 19.75% 36.44%
year in the market, we wouldn't 1940  Roosevelt -9.78% -11.59%
anchor to any sort of election 1936 R i Py 35 03%
estimate or strategy. In fact, it oseve " R
is likely that the market has a 1932 Roosevelt -8.19% 33.99%
bigger impact on the election 1928 Hoover 43.61% -8.42%
than the election does on the Geometric Avg. 9.87% 7.67%
market. % Positive 82.6% 56.5%

. Source: Bloomberg, Beaumont Capital Management (BCM). Index returns are gross of fees. One
Itis |mportant to remember that cannot invest directly in an index.


https://www.fidelity.com/learning-center/trading-investing/markets-sectors/stock-returns-and-elections
https://www.fidelity.com/learning-center/trading-investing/markets-sectors/stock-returns-and-elections
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none of the above results occurred in the vacuum. Exogenous events have always impacted markets
in or around election years such as the Great Recession in 2008, 9/11 in 2001, the oil embargo in
1973, and both the Great Depression and WWII in the 1930’s and 40's to name a few.

Similarly, 2020 is anything but “normal.” Although the coronavirus has had a far bigger impact on
the market’s volatility (and perhaps the election itself), there is evidence that investors believe this
election is “riskier” than a normal one. The chart below shows the difference in the implied volatility
for options expiring around the
Vix Futures Bump Around Election Day election. This is a decent measure for
3.0 how much additional risk investors are
expecting during that particular time
period. There is a noticeable increase,
specific to the election, that we
haven't seen in other years. Implied
volatility has increased 2-3% around
this year's election compared to a
more minuscule—sub 1%—increase in
the prior two elections.
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Some of the obvious reasons for
this are the large policy changes
(0.5)1 that could occur if Joe Biden were
to be elected, as well as uncertainty
surrounding voting procedures due to
coronavirus. One key aspect of Biden's
LS e average OF The Septermber and Novernper g tiree e Chart shows the October VIX future proposed tax plan that could have
a direct impact on equity markets is
an increase in the capital gains tax. There is some historical precedent that investors will reduce their
exposure to equities prior to a capital gains tax increase, which has had a short-term negative impact
on market performance in the past. However, typically that impact is short lived and given how low
interest rates are at the moment, it seems unlikely investors would permanently change their asset
allocations even in the face of increased capital gains—but it is definitely a narrative to monitor.
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Source: (left) FRB, Goldman Sachs Investment Research; (right) Goldman Sachs Investment Research, from 7/7/20 2
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One potential off-setting positive is that both Trump and Biden appear in favor of infrastructure
spending, which should boost growth in the economy and benefit a large array of equities.

We believe our strategies, which are attuned to how investors behave, should be able to navigate any
type of situation even if there is not a clear historical parallel, and we view the potential volatility as
an opportunistic environment for our strategies to exploit. As the market continues to incorporate
different potential outcomes into its pricing, it will provide our strategies with an indirect view of what
may happen, and we expect the systems to reposition accordingly.

For more insights like these, visit BCM's blog at blog.investbcm.com

Beaumont Capital Management
(844) 401-7699
salessupport@investbcm.com
investbcm.com
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