Elections matter, but not so much
to your clients' investments
In any presidential election year, many of your clients may no doubt have heightened concerns
about what political uncertainty can mean for their portfolios. This year, those concerns are likely
amplified as the health and economic impacts of the COVID-19 pandemic continue to weigh on
the public.
You can help to ease clients’ worries about their investments during this election cycle by
showing them the facts about past elections’ effect on market returns. Decades of research
demonstrate that election years have no statistically significant impact on market returns or, for
that matter, volatility.

Comparing election years versus nonelection years: 60% stock/40% bond
portfolio returns show no statistical difference
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Source: Vanguard calculations based on data from Global Financial Data as of December 31, 2019. The 60% GFD US-100 Index and 40% GFD US
Bond Index, as calculated by historical data provider Global Financial Data. The GFD US-100 Index includes the top 25 companies from 1825 to 1850,
the top 50 companies from 1850 to 1900, and the top 100 companies by capitalization from 1900 to the present. In January of each year, the largest
companies in the United States are ranked by capitalization, and the largest companies are chosen to be part of the index for that year. The next year,
a new list is created and it is chain-linked to the previous year’s index. The index is capitalization-weighted, and both price and return indices are
calculated. The GFD US Bond Index uses the U.S. government bond closest to a 10-year maturity without exceeding 10 years from 1786 until 1941
and the Federal Reserve’s 10-year constant maturity yield beginning in 1941. Each month, changes in the price of the underlying bond are calculated
to determine any capital gain or loss. The index assumes a laddered portfolio that pays interest on a monthly basis.
Note: Past performance is no guarantee of future returns. The performance of an index is not an exact representation of any particular investment, as
you cannot invest directly in an index.
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Clients worried about politics and their portfolios?
Adopting a proactive approach with clients can go a long way toward alleviating their worries and
averting emotionally driven investing decisions on their part. Vanguard advocates a “three A’s”
behavioral coaching approach:
Assess the situation—check in with clients about how they are feeling during the run-up to the election.
Are they worried about a significant market drop or a perceived risk that their long-term goals are in
jeopardy?
Address the situation—be empathetic. You can explain that such worries are common and share with
them resources that speak to their concerns. It may be helpful to have them focus on their long-term
goals, reminding them how fleeting, frequent, and minimally impactful election cycles have been in the
overall scheme of their financial objectives. Additionally, you can remind them that two major elements
of wise investing are knowing what they can and can’t control and why they should keep their emotions
and investment decisions separate.
Audit the engagements—measure your effectiveness, evaluate clients’ behaviors. Do they understand
the importance of planning for the long term? Do they opt to stay the course, maintaining their desired
asset allocations instead of converting a large portion of their portfolios to cash?

Elections matter, just not how you might think
Elections hold great importance in upholding the U.S. tradition of democratic, representative
government. However, their impact on financial markets has historically proved to be negligible.
Analysts in Vanguard Investment Strategy Group analyzed more than 150 years of asset returns to see
whether a relationship between the returns and electoral events existed. The research examined
whether election-year uncertainty exposed markets to lower returns or higher volatility, among other
things.
The research found a modest return differential existed between presidential election years and
nonelection years. The return differential of 0.8%—8.9% during election years and 8.1% in nonelection
years—was statistically insignificant and likely attributable to randomness, or noise.
Similarly, Vanguard’s analysis of monthly returns in election years failed to detect any performance
pattern. Several different months were as likely to be ranked 1st as 2nd, 5th, or 12th. The number of
unique months in any performance rank in the last dozen presidential election years averaged 7.2. For
comparison, a completely random data set averaged 7.8 unique months in each performance rank. In
short, monthly returns during election years are very close to random.
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Given the horse race nature of political campaigns, you may think that in the months closest to an
election, there is a noticeable uptick in volatility. Think again. In actuality, the opposite has been true.
From January 1, 1964, to December 31, 2019, the Standard & Poor’s 500 Index’s annualized volatility
was 13.8% in the 100 days both before and after a presidential election, which was lower than the
15.7% annualized volatility for the full time period.
Volatility and the vote: Markets tend to ignore elections
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Source: Vanguard calculations of S&P 500 Index daily return volatility from January 1, 1964, through December 31, 2019, based on data from
Thomson Reuters.
Note: Past performance is no guarantee of future returns. The performance of an index is not an exact representation of any particular investment, as
you cannot invest directly in an index.

Elections and the events surrounding them can breed an atmosphere of anxiety and uncertainty. The 2020 election
cycle is no exception, since it comes with the additional burdens of global health and economic crises. At the same
time, such uncertainty presents an opportunity to demonstrate your value by addressing clients’ potential worries
head-on and providing needed behavioral coaching.
Times like now—when clients’ urges to flee the markets may be strongest (and potentially quite costly)—are when
your guidance can have the greatest positive impact. By putting these principles of Vanguard Advisor’s Alpha® into
practice, you can deepen your relationships with clients and help them stay on course toward achieving their
financial goals.

Connect with Vanguard® • vanguardmexico.com

Notes:
All investing is subject to risk, including possible loss of principal. Be aware that fluctuations in
the financial markets and other factors may cause declines in the value of your account. There
is no guarantee that any particular asset allocation or mix of funds will meet your investment
objectives or provide you with a given level of income.
Diversification does not ensure a profit or protect against a loss.
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Investments in bonds are subject to interest rate, credit, and inflation risk.
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IMPORTANT INFORMATION
VIGM, S.A. de C.V. Asesor en Inversiones Independiente (“Vanguard Mexico”) registration number: 30119-001-(14831)-19/09/2018. The registration of Vanguard Mexico
before the Comisión Nacional Bancaria y de Valores (“CNBV”) as an Asesor en Inversiones Independiente is not a certification of Vanguard Mexico’s compliance with
regulation applicable to Advisory Investment Services (Servicios de Inversión Asesorados) nor a certification on the accuracy of the information provided herein. The
supervision scope of the CNBV is limited to Advisory Investment Services only and not all services provided by Vanguard Mexico.
This material is solely for informational purposes and does not constitute an offer or solicitation to sell or a solicitation of an offer to buy any security, nor shall any such
securities be offered or sold to any person, in any jurisdiction in which an offer, solicitation, purchase or sale would be unlawful under the securities law of that
jurisdiction. Reliance upon information in this material is at the sole discretion of the reader.
Securities information provided in this document must be reviewed together with the offering information of each of the securities which may be found on Vanguard’s
website: https://www.vanguardmexico.com/web/cf/mexicoinstitutional/en/home or www.vanguard.com
Vanguard Mexico may recommend products of The Vanguard Group Inc. and its affiliates and such affiliates and their clients may maintain positions in the securities
recommended by Vanguard Mexico.
ETF Shares can be bought and sold only through a broker and cannot be redeemed with the issuing fund other than in very large aggregations. Investing in ETFs entails
stockbroker commission and a bid-offer spread which should be considered fully before investing. The market price of ETF Shares may be more or less than net asset value.
All investments are subject to risk, including the possible loss of the money you invest. Investments in bond funds are subject to interest rate, credit, and inflation risk.
Governmental backing of securities apply only to the underlying securities and does not prevent share-price fluctuations. High-yield bonds generally have medium- and
lower-range credit quality ratings and are therefore subject to a higher level of credit risk than bonds with higher credit quality ratings.
There is no guarantee that any forecasts made will come to pass. Past performance is no guarantee of future results.
Prices of mid- and small-cap stocks often fluctuate more than those of large-company stocks. Funds that concentrate on a relatively narrow market sector face the risk of
higher share-price volatility. Stocks of companies are subject to national and regional political and economic risks and to the risk of currency fluctuations, these risks are
especially high in emerging markets. Changes in exchange rates may have an adverse effect on the value, price or income of a fund.
The information contained in this material derived from third-party sources is deemed reliable, however Vanguard Mexico and The Vanguard Group Inc. are not responsible
and do not guarantee the completeness or accuracy of such information.
This document should not be considered as an investment recommendation, a recommendation can only be provided by Vanguard Mexico upon completion of the relevant
profiling and legal processes.
This document is for educational purposes only and does not take into consideration your background and specific circumstances nor any other investment profiling
circumstances that could be material for taking an investment decision. We recommend to obtain professional advice based on your individual circumstances before taking
an investment decision.
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