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If you have the financial TV news on while working from
home, you might be led to believe that recent volatility in
the market is a product of growing fear that the election
outcome will be disputed or delayed, or that a win for the
Democrats would bring socialists into the White House.
If you listen to history, however, the volatility doesn’t look so
unusual. The available records go back to the election of 1928 and
since then, in the three months before the vote, the median increase
in volatility was 15 percent. For the same period this year (through
October 6), volatility is up 20 percent, well within the normal range.1
2020 just feels crazier than a normal election year in the markets.
The other prevailing assumptions about how the market is
responding to the elections are equally questionable. Our view
has always been that the stock market is primarily a barometer
of economic activity: It reacts to elections only in so far as the
winner is likely to change the course of the economy. The
market tends to lose momentum when incumbents hang on to
power and gain momentum when challengers rise to power,
offering hope for change — regardless of their party affiliation.
In short, history casts doubt on the assumption that the stock
market is ideologically partisan.
Going back to 1869, the dawn of the modern two-party system,
the average stock market return over the course of a four-year
presidential term was 52 percent under Republicans, compared to
68 percent under Democrats — and that edge has widened a bit
since World War II.2
MSIM, Bloomberg, Haver, Global Insight. Historical data is from 1928-2016.
Volatility is measured using the Volatility Index (VIX).
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MSIM, Global Financial Data, Haver, Global Insight. Analysis includes data from
1869-2016 and 1952-2016. Market returns are measured using the S&P 500
Index. The index performance is provided for illustrative purposes only and is not
meant to depict the performance of a specific investment. Past performance
is no guarantee of future results. See Disclosure section for index definitions.
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Again, our view is that this finding
casts doubt on the assumption of
Republican bias, not that it confirms
a preference for Democrats. The
difference in market performance is
less well explained by partisan politics
than by economic fundamentals,
which have tended to be significantly
better under Democrats.
Over the course of full presidential
terms, median real global GDP
growth was 2.9 percent a year under
Republicans, 3.4 percent under
Democrats — who can hardly take
credit for worldwide economic
conditions.3 Real U.S. GDP growth
shows a similar edge for Democrats.4
Inflation also tends to run lower,
unemployment tends to decrease rather
than increase, and the dollar tends to
strengthen more under Democrats.
Presidents can influence but do not
determine these fundamentals, which
would likely have driven stocks higher
under Republican presidents too, had
the parties traded terms in power.
Economic uncertainty can foment
market volatility, which has accordingly

been more pronounced during
Republican administrations. Since
World War II, the Dow Jones Industrial
Average has fallen by 10 percent or
more over the course of a year only
nine times, six of those during a
Republican administration. It has risen
more than 20 percent over the course
of a year a total of 17 times, 12 of those
also under a Republican.5
Broadly, we think markets are less
ideological than instinctive. They tend
to lose energy the longer incumbent
leaders stay in power. Since the 1860s,
nine U.S. presidents have lasted two
terms. All but one of them (Ronald
Reagan was the exception) saw higher
market returns in their first term than
in their second, often much higher.6
First-term returns averaged 83 percent,
second-term returns just 28 percent.
This finding is consistent with research
on the “second-term curse,” which
shows that underlying economic
conditions also tend to decline in a
president’s second term.7
On the other hand, markets tend to
do very well when a newcomer comes
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A Normal Case of Nerves?
Market volatility typically rises before elections and falls afterward. This year is typical, so far.
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Source: MSIM, Bloomberg, Haver, Global Insight. Note: Historical median includes change in volatility
for the three months before and after presidential elections going back to 1928. From 1928 – 1986,
volatility was measured using S&P 500 index and from 1986 – 2016, volatility was measured using the
Volatility Index (VIX). The index performance is provided for illustrative purposes only and is not meant
to depict the performance of a specific investment. Past performance is no guarantee of future results.

MSIM, Bloomberg, Factset, Haver. Analysis includes data from 1957-2016.
MSIM, Haver. Analysis includes data from 1957-2016.
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Ned Davis Research.
6
MSIM, Global Financial Data, Haver, Global Insight. Market returns are
measured using the S&P 500 Index.
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More surprisingly, it is also true in
the United States, where institutional
checks on the president are much
stronger. Since 1869, incumbent
presidents have sought a second
term a total of 16 times.8 When
the challenger won, market returns
over the next four years averaged 77
percent, more than double the returns
after an incumbent won.6
So if the markets have any political bias,
it is a general hostility to incumbents
and a preference for challengers,
regardless of party. In 2020 this is
likely to translate into a relatively calm
reception — should he win — for Joe
Biden, despite the socialist rhetoric of
many of his supporters.
The talk on Wall Street points the
same way. Though some sophisticated
investors are expressing concern over
the rise of democratic socialism in the
United States, most seem to expect that
Biden would govern as a moderate. He
would raise some taxes and restore some
regulations that Mr. Trump cut, but
he would also decrease tensions over
immigration, global trade and China.
That mix, many say, would have some
effect on which economic sectors do
best during a Biden presidency, but little
effect on the market’s overall direction.
More important, the market now cares
less about who occupies the White House
than who leads the Fed. Low interest
rates have been turbocharging stock
prices for years. The U.S. stock market is
currently more expensive than at any time
other than the dot-com bubble of 1999 to
2000, according to some measures.9
What happens next in the market
depends more on the direction of the
economy and on interest rates than on
what happens on Nov. 3. If over the
coming months the economy keeps

MSIM, Bloomberg, Factset, Haver, Global Financial Data.
Incumbents were defined as Presidents who ran again immediately
following their first elected term and were in power for at least 5 years
in the 2-party era.
9
MSIM, Bloomberg, Factset, Global Insight. October 2020. U.S. stock
market returns are measured by the MSCI U.S. Index.
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to power. This effect is quite strong
in emerging markets, where leaders
face few checks on their power, and
newcomers can have an immediate
and profound impact on the direction
of the economy.

ACTIVE FUNDAMENTAL EQUIT Y

recovering, long-term interest rates
could start to rise rapidly in anticipation
of a future Fed rate hike. In that event
the market could actually decline — a
mirror image of this year’s market boom
and economic bust.
Many traders, eager to see the market
rally continue, are arguing that if Mr.
Biden wins he will bring in leadership
at the Fed that will be even more
aggressive about keeping interest rates
low. That’s another reason Wall Street
isn’t too worried about a win for the
left-leaning Democrats: It is focused

on the next round of stimulus, more
than the next president. With polls
now showing a higher probability that
the Democrats could sweep the White
House and both houses of Congress,
that in turn raises the likelihood that
the new administration can quickly
pass a multi-trillion dollar stimulus bill.
What does all this mean for emerging
markets? If a Democratic victory leads
to even more monetary and fiscal
stimulus, one predictable result is rising
U.S. deficits and debt, leading to higher
inflation, and a weaker dollar. And a

weaker dollar is typically a boon for
emerging stock market returns.
In the coming weeks, an unprecedented
battle over the election results could
still trigger an unusual reaction in
the markets, but the normal pattern
is clear. Our research shows that after
spiking in the three months before the
vote, market volatility typically fades
rapidly in subsequent months. With
so many other uncertainties looming
amid a global pandemic, that doesn’t
necessarily foretell a return to normal.
Just one less source of craziness.

Risk Considerations: There is no assurance that a portfolio will achieve its investment objective. Portfolios are subject to
market risk, which is the possibility that the market values of securities owned by the portfolio will decline and that the value
of portfolio shares may therefore be less than what you paid for them. Market values can change daily due to economic and
other events (e.g. natural disasters, health crises, terrorism, conflicts and social unrest) that affect markets, countries, companies
or governments. It is difficult to predict the timing, duration, and potential adverse effects (e.g. portfolio liquidity) of events.
Accordingly, you can lose money investing in this portfolio. Please be aware that this portfolio may be subject to certain
additional risks. In general, equities securities’ values also fluctuate in response to activities specific to a company. Investments
in foreign markets entail special risks such as currency, political, economic, and market risks. The risks of investing in
emerging market countries are greater than the risks generally associated with investments in foreign developed countries.
Stocks of small- and medium-capitalization companies entail special risks, such as limited product lines, markets, and
financial resources, and greater market volatility than securities of larger, more-established companies. Derivative instruments
can be illiquid, may disproportionately increase losses and may have a potentially large negative impact on the portfolio’s
performance. Illiquid securities may be more difficult to sell and value than public traded securities (liquidity risk). Nondiversified portfolios often invest in a more limited number of issuers. As such, changes in the financial condition or market
value of a single issuer may cause greater volatility.
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INDEX DEFINITIONS: The MSCI U.S. Index is designed to measure the
performance of the large and mid cap segments of the U.S. market. The
S&P 500® Index measures the performance of the large cap segment of the
U.S. equities market, covering approximately 75% of the U.S. equities market.
The Index includes 500 leading companies in leading industries of the U.S.
economy. The Volatility Index (VIX) is the ticker symbol for the Chicago
Board Options Exchange Market Volatility Index, a popular measure of the
implied volatility of S&P 500 index options. It represents one measure of
the market’s expectation of stock market volatility over the next 30-day
period. The VIX is quoted in percentage points and translates, roughly, to
the expected movement in the S&P 500 index over the next 30-day period,
which is then annualized.
IMPORTANT DISCLOSURES: The views and opinions are those of the
author as of the date of publication and are subject to change at any time
due to market or economic conditions and may not necessarily come to pass.
Furthermore, the views will not be updated or otherwise revised to reflect
information that subsequently becomes available or circumstances existing,
or changes occurring, after the date of publication. The views expressed
do not reflect the opinions of all portfolio managers at Morgan Stanley
Investment Management (MSIM) or the views of the firm as a whole, and

may not be reflected in all the strategies and products that the Firm offers.
Forecasts and/or estimates provided herein are subject to change and may
not actually come to pass. Information regarding expected market returns
and market outlooks is based on the research, analysis and opinions of
the authors. These conclusions are speculative in nature, may not come
to pass and are not intended to predict the future performance of any
specific MSIM product.
Certain information herein is based on data obtained from third party sources
believed to be reliable. However, we have not verified this information, and
we make no representations whatsoever as to its accuracy or completeness.
The information herein is a general communications which is not impartial
and has been prepared solely for information and educational purposes
and does not constitute an offer or a recommendation to buy or sell any
particular security or to adopt any specific investment strategy. The material
contained herein has not been based on a consideration of any individual client
circumstances and is not investment advice, nor should it be construed in
any way as tax, accounting, legal or regulatory advice. To that end, investors
should seek independent legal and financial advice, including advice as to
tax consequences, before making any investment decision.
Past performance is no guarantee of future results.
This communication is not a product of Morgan Stanley’s Research
Department and should not be regarded as a research recommendation.
The information contained herein has not been prepared in accordance with
legal requirements designed to promote the independence of investment
research and is not subject to any prohibition on dealing ahead of the
dissemination of investment research.
There is no guarantee that any investment strategy will work under all
market conditions, and each investor should evaluate their ability to invest
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for the long-term, especially during periods of downturn in the market. Prior
to investing, investors should carefully review the strategy’s / product’s
relevant offering document. There are important differences in how the
strategy is carried out in each of the investment vehicles.
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investors. Separate accounts managed according to the Strategy include
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Strategy carefully before investing. A minimum asset level is required.
For important information about the investment manager, please refer
to Form ADV Part 2.
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and expenses of the funds carefully before investing. The
prospectuses contain this and other information about
the funds. To obtain a prospectus please download one
at morganstanley.com/im or call 1-800-548-7786. Please
read the prospectus carefully before investing.
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Morgan Stanley Funds.
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of prospectuses does not apply, and investors should consider carefully
whether the investment is appropriate for them. This publication has not
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Investment Management (Japan) Co., Ltd. (“MSIMJ”)’s business with
respect to discretionary investment management agreements (“IMA”) and
investment advisory agreements (“IAA”). This is not for the purpose of a
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Any index referred to herein is the intellectual property (including
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Charts and graphs provided herein are for illustrative purposes only.
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