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Over the last thirty years, voter polling has taken on increasing importance in the election process in the US and
Europe. Polling provides valuable insight into evolving voter sentiment, which is a key component of candidate
positioning, campaign strategy and media reporting. However, changing polls can contribute to pre-election market
volatility as investors attempt to position themselves in response to the latest perceptions of the winning candidate.
While recent polling experiences such as the surprising outcomes of the June 2016 Brexit referendum and the 2016
US presidential election suggest that one should consider polling results with a healthy degree of skepticism, we still
need to consider the market impact of changing voter preferences and positioning.

From the perspective of the index manager, whose goal is to deliver benchmark returns with similar risk as that of
the index and with minimal tracking error, the impact of election-driven volatility is often of greater importance
than the ultimate outcome. Heightened market volatility directly affects price discovery, trade execution and market
liquidity; and it can drive periods of brief yet sharp divergences between market sectors, capitalizations (large
versus small), and fundamental factors (growth versus value). In light of the looming US presidential election,

we review the possibility for a possible uptick in election-related market volatility, as well as the potential market
impact of a contested or undecided election.

2020: A Voldtility Odyssey

Both equity and fixed income market volatility in the US was muted at the start of 2020, but skyrocketed sharply as
the COVID-19 pandemic took hold. At the height of the pandemic lockdown, volatility in fixed income markets was
nearly three times its pre-pandemic level, while equity markets reached nearly six times their pre-pandemic level.
Since that initial surge, fiscal and monetary responses by the US Government and Federal Reserve (Fed) have served
to calm skittish investors. Though volatility has since stabilized during the strong recovery in US equity markets, we
believe the risks of a renewed and unexpected election-related surge remain a distinct possibility.
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Shape of the Campaign

Throughout the 2020 campaign for the US presidency, Democratic candidate Joe Biden has consistently led in the
polls, with his lead widening further in recent weeks. In isolation, this should not be taken as virtual certainty that
the US will be inaugurating a new president; merely that there is a reasonably strong probability of this outcome.

Poll Average
General Election: Trump vs. Biden
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Source: RealClearPolitics, Bloomberg. As of October 14, 2020.

Looking to a different set of prediction markets, we see a similar dynamic at work in the betting markets. Betting
markets have gained some credence in recent years as an alternative to polls, perhaps because real money is at stake,
as opposed to no-cost opinions. RealClearPolitics’ average of eight betting markets showed Biden and Trump at even
odds to win the US Presidency in mid-September; those odds have since widened considerably in favor of a Biden
victory.

Betting Average
Betting Odds: Trump vs. Biden
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Entering the Home Stretch

The US presidential campaign, just as 2020, has been anything but ordinary. The COVID-19 pandemic has forced
profound changes to campaign dealings; significantly reducing the volume and scale of rallies and forcing the major
parties’ nominating conventions to be held primarily virtually.

With less than a week remaining before Election Day, there are still several areas with the potential to jolt the

markets and ratchet up volatility:

1. Both parties have been unable to reach an agreement on additional stimulus measures ahead of the election. Who

will voters punish at the polls?

2. Efforts to nominate Ruth Bader Ginsburg’s successor to the Supreme Court ahead of the election have deepened
an already bitter partisan divide. Will the nomination process galvanize sidelined voters?

3. The first estimate of third-quarter GDP will be released on October 29. After a precipitous drop of 31.4%
(annualized) for the second quarter, voters will most certainly view this release as a twin referendum on
the Trump administration’s handling of COVID-19 and management of the economic fallout. At the time of
publication, Bloomberg estimates a third-quarter rebound of +32.0% (annualized) in US GDP. Will that rebound
materialize and will it drive voter behavior?
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Will We Know Who Won on Election Night?

In more normal times, the answer to this question is usually “yes.” However, as is typical of 2020, the COVID-19
pandemic has complicated matters, forcing profound changes on how the electorate will actually vote in 2020. With
social distancing restrictions still enforced across most of the US, voters are expected to turn to mail-in and early
voting in record numbers, and those that do vote in person can expect to face long lines and wait times before they
cast their ballot. Perhaps foreshadowing the possibility of a contested election, Trump has repeatedly linked mail-in
voting as an avenue for election tampering throughout his campaign.

Several battleground states such as Pennsylvania and Wisconsin do not allow early or mail-in ballots to be counted
until Election Day, and several other key battleground states such as Ohio, Michigan, Texas and Florida place limits
on how early these ballots can be tallied. Together these six states account for 131 electoral votes (24% of total
electoral votes of 538); therefore, any significant delay in certifying their election results means the country may not
know who the next President will be for several days if not weeks.

The prospect of a contested or undecided election is reflected in forward estimates of volatility (using VIX index
futures) that is uncharacteristically humped around Election Day:

Forward Volatility Estimates (VIX Index Futures)
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Forward volatility normally follows an upward sloping curve, reflecting that volatility “insurance” for longer periods
is more costly than for shorter periods. However, as Volatility Index (VIX) futures have rolled forward through

time, contracts expiring around and after the election became more costly as investors priced in a higher degree of
uncertainty regarding the outcome. Election hedging is expensive and continues to get pricier as reflected in the VIX
term structure.
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Compared with VIX futures prices one month ago, investors today seem to be more comfortable with poll results
indicating a Biden victory. Furthermore, the wider margin of victory in recent polls has diminished, but not entirely
reduced the risks of a contested election. However, another poll “surprise” would most certainly move already
skittish markets.

Navigating Through Uncertainty

The one key thread unifying any election scenario is the expectation that the Federal Reserve will continue with an
extremely accommodative monetary policy. With current Fed Chair Jay Powell’s term continuing through February
2022, and both candidates generally supportive of the Fed’s extraordinary efforts to support the country’s markets
through the pandemic, this has been the one government institution that has been a reliable constant throughout
this tumultuous year.

While we are not prognosticating any specific outcome for the November elections, as experienced investors we

advocate caution. We are preparing for election-related market volatility and have been working closely with our
trading desks to prepare for whatever conditions lay ahead.
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Disclosure

Mellon Investments Corporation (“Mellon”) is a registered investment advisor and subsidiary of The Bank of New York Mellon Corporation (“BNY
Mellon”). Any statements of opinion constitute only current opinions of Mellon, which are subject fo change and which Mellon does not undertake
to update. This publication or any portion thereof may not be copied or distributed without prior written approval from the firm. Statements are
correct as of the date of the material only. This document may not be used for the purpose of an offer or solicitation in any jurisdiction or in any
circumstances in which such offer or solicitation is unlawful or not authorized. The information in this publication is for general information only and is
notintended to provide specific investment advice or recommendations for any purchase or sale of any specific security. Some information contained
herein has been obtained from third party sources that are believed to be reliable, but the information has not been independently verified by
Mellon. Mellon makes no representations as to the accuracy or the completeness of such information. No investment strategy or risk management
technique can guarantee returns or eliminate risk in any market environment and past performance is no indication of future performance. The
indices referred to herein are used for comparative and informational purposes only and have been selected because they are generally considered
fo be representative of certain markets. Comparisons to indices as benchmarks have limitations because indices have volatility and other material
characteristics that may differ from the portfolio, investment or hedge to which they are compared. The providers of the indices referred to herein
are not affiliated with Mellon, do not endorse, sponsor, sell or promote the investment strategies or products mentioned herein and they make no
representation regarding the advisability of investing in the products and strategies described herein. Please see mellon.com for important index
licensing information. CFA® and Chartered Financial Analyst® are registered tfrademarks owned by CFA Institute.

For more market perspectives and insights from our teams, please visit www.mellon.com.
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