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Every four vyears, American
investors bear witness to the thrill
of a new presidential election.
Donkeys and elephants, bulls
and bears overtake the news of
the day. Polls are taken, flags are
waved, and signs are staked in
driveways from sea to shining sea. Lt
Every election has had its share of

surprises and uncertainty, but the
2020 election has been further
compounded by the effects of
COVID-19, which has served
to heighten the tension and
polarization that accompanies
election season. Unsurprisingly,
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‘,'f';;f". rhetoric has drowned out
' the solvent facts and data as
Americans search for answers as
to how this election will affect

their lives and their pocketbooks.
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ELECTION YEAR

One of the top concerns of investors is volatility surrounding the election itself. A 2020 survey by
Hartford funds found that 67% of respondents are concerned that the presidential campaign will
increase market volatility leading up to election day. This is no surprise. After all, why wouldn’'t it2
We're talking about electing the leader of the free world! Surely this must have a profound effect
on the markets, right2 The thing is... it doesn’t. Take, forinstance, the annualized market returns of
election years. Figure lisolates each election year since 1928 to show S&P annual performance.
As you can see, 19 of those 23 years produced a positive return. In only four of those years, stocks
produced a negative annual return. These negative years are pretty easy to account for, by the
way: SR

1933: Third year of the Great Depression

1940: Germany’'sinvasion of France during WWIl causes panic and a subsequent (albeit short- ;
lived) crash

2000: Stock markets face the dot-com crash
2008: Housing crisis kicks off a recession

In other words: the historical market data has clear circumstantial causes outside the election in
and of itself.

Figure 1
S&P 500 Returns During Election Years
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Source: Halliburton, Benjamin C. “Presidential Election Years Impact on Stocks, Bonds, and Federal Reserve Policy”
Forbes Jan. 31, 2020 Accessed Sept. 11, 2020




RALLY RED OR BOOMING BLUE?

The insignificance of this particular relationship between investing and politics does not end with
election years—farfromit. Infact, anincredibly prevalent myth that we see touted year afteryear
is that the Republican Party is the party of business and will therefore foster better returns for
the stock market. That same 2020 Hartford survey showed that 47% of respondents believed a
Republican presidency would fare better for the stock market as opposed to 37% believing the
same of a Democrat. The redlity, however, is that the historical difference in returns between
Republican and Democratic leadership hasbeen nominal atbest. Figure 2shows the average S&P
500 annualreturns were 8.2% under Republican presidents and 8.4% under Democratic presidents

since 1860.
Figure 2
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If you're something of a history buff, you might be thinking—yes, but party lines changed
dramatically since 1860. Surely if we zoom info modern data, these results would change. As a
matter of fact, they do, but probably not the way you'd think.

Figure 3 shows S&P 500 performance under each president since 1929, starting with Hoover. The
average annuadlized return under Republicans: 2.1%; under Democrats: 10.1%.

Of course, this average includes the Great Depression under Hoover and while we can pick apart
policies during and preceding his term that led up fo this crisis, we don’t want fo hold the entire
Republican Party responsible for the single worst financial crisis in American history. So let's factor
out Hoover out and start in 1933: Republicans: 5.4%, Democrats: 10.1%.

At this point, the tferm “Reaganomics” might be ringing in your ear. After all, by many standards,
Reagan defined the modern Republican Party and led the country through some of its most
thriving economic years! But, despite Reagan’sincredible success, if we start averaging from 1981,
when Reagan took office, we find the averages as follows: Republicans: 5.1%, Democrats 14.5%.

The truthis, most of the claims lauding one pro-business party versus one pro-labor party stem
from rhetoric, not from data.

Figure 3
1929 Annualized Return by Presidential Term 2019
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This is not to be taken as an endorsement for
the Democratic Party as the gold standard of
economic prowess. While the numbers speak
for themselves, there are many external factors
to account for the larger swings across the
decades. For example, the boom years under
Bill Clinton followed by the Global Financial
Crisisunder George W.Bush account for alarge
margin of the spread between these two parties
since 1981.0fcourse, there are many arguments
to claim that Bill Clinton exhibited fantastic
leadership for eight years and led the country
inftotheboombetween 1994and 1999 however,
there are an equal number of arguments to
show that his policies around lending were the
root cause of the housing bubble in the first
place.

PRESIDENTS

DO NOT
OPERATE
IN A VACUUM

Plenty happens outside the bounds of their
leadership, and even the policies and actions
that do have a direct effect on the economy
may not play out for years after the successive
president takes office. A myriad of factors
confributed to the boom under Clinfon and the
bust under Bush. Giving either president total
credit for this is a grotesque over-estimation of
theirpower.Therise of technology, the invention
of Collateralized Debt Obligations (CDOs),
9/11—these are all major elements over which
the sifting president had very little control.
Their preparation andreactions to these events
matter—without a doubt—but it behooves us
to remember how big the world is outside the
White House.




THE PARTY MYTH

Theideathataninvestorwill perform betterunder a particular political party isnot only inaccurate,
it's harmful to investors. Figure 4 illustrates the hypothetical growth of a $10,000 investment
under three scenarios: funds were only invested during democratic leadership, funds were only
invested during republican leadership, and finally, funds stayed fully invested since 1896 under all
leaders. As you can see, staying fully invested regardless of political party out-performs this type
of “selective” investing in spades. There is simply nothing to imply that it's inherently riskier to stay
invested during an election year or during the term of any parficular political party. Such thoughfts
are emotion-driven, and emotions are no friend fo investors.

Figure 4
Growth of $10,000 in the Dow Jones Industrial Average since 1896
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Sources: Haver, Invesco, 12/31/19.

Of course, this chart pertains only to investors who believe they should stay invested for a certain
political party over another, which would call for long-term exits and reentries into the market.
But what about short-term volatility2 There are many events (as opposed to candidates) that can
rock the boat temporarily. Some investors subscribe to the idea that “timing the market” around
these events can help save them from volatility or even help them turn a greater profit than
staying invested full-time. However, as we will see, even these “short-term” market exists can cost
investors dearly.




TIMING THE MARKET

While past performance doesn’t guarantee future results, historically speaking, very good days
and very bad days tend to cluster. Therefore, if you exit the market when the going gets tough,
you're likely going to miss the rally that often follows. Figure 5 shows the hypothetical growth of
$100,000 invested in the S&P 500 index for a ten-year span between March 2010 and March 2020.

Staying fully invested over

this ten-year period would
have resulted in gains of
$172,102. Missing only the
ten best days over this
decade would have resulted
in a profit of only $53,335—
a $118,887 difference.

Spoiler alert: it getfs worse
as you miss more of the
market’s best days.

This is the frap that many investors fall into when they begin to think that they can “fime” the market.

1

They aet lucky sellina

off when stocks are high
and re-entering in perfect
unison with the dips of
the market, marginally

increasing their profits
and hopefully without
causing themselves any
tax issues

Unlikely

$272,102

Figure 5

Difficulty of Marketing Timing

Missing best days — 10 years

ending March 31, 2020

$153,225

$107,516

Initial $81,592 $64,489
$100K

Investment

Invested All Days

Missed Best Missed Best Missed Best Missed Best
10 Days 20 Days 30 Days 40 Days
Source: Russell Investments, Confluence. In USD. Returns based on S&P 500 Index,
for 10-year period ending March 31, 2020. For illustrative purposes only.

There are three outcomes:

3 They re-enter the
market with higher
prices, losing money
from their initial sell-off

2 They aget paralyzed as
stocks rally after a short-
lived dip, staying out of
the market and missing
more growth as they
wait for an opportunity
to “buy low” before re-
entering the market

Very Likely Very Likely

It's simply not prudent for an investor to attempt to time the market, as it’ll most likely cost them in
the long term. The bottom line is that despite any political party, global pandemic, or jarring headlines,
the best course of action is to stay invested and stick to your long-term financial plan.



MEDIA MADNESS

Ifbooms, busts, and volatility are not a matter of politics and not a matter of timing, why dowe keep
hearing endless comparisons and undue blame or credit? The answer is simple: it’s sensational.
News outlets need headlines to pull in viewers—that's their job. And unfortunately, the idea that
corporate profits live and die mostly outside of politics and social issues is just not fantalizing to
the American public. So instead, news outlets are forced fo compete to top every “Panic in the
Streets” headline they can dream up. Thisis not a new phenomenon, by the way. The ferm “yellow
journalism™ was coined as early as 1890 to describe the preference of sensationalism over cold

hard facts in reporting.

Arecentexample of how this type of
reporting affects the market can be
demonstrated by the Coronavirus
outbreak.

Figure 6 shows the performance
of the S&P 500 between January
through March 2020 and new
Coronavirus cases during the same
period.

Notice how fthe market took a
nosedive when there were sftill very
few cases of COVID-19 in the US.
During the inifial weeks of outbreak,
Coronavirus was all over the news,
24/7. Pundits predicted a market
crash as unemployment was sure
tfo soar and small businesses were
predicted to close their doors at
historically high rates. Over the
subsequent months, although many
of these grim predictions came to
fruition, the S&P rapidly recovered—
even thrived—despite a steady and
alarming rise in confirmed COVID-19
cases.

The market reacted to the news,
not the cases.

Figure 6
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By early May, COVID-19 lost its sensationalism. News coverage shifted
focus to the untimely death of George Floyd, which sparked outrage and
mass protests across the country. Clearly, it was the news of the virus, not
the virus itself, not the number of cases, and not the number of deaths
that ultimately influenced the market. Had an investor pulled their funds
in March, waiting for the “inevitable Coronavirus crash” they would have
lost alot of money. Perhaps there were a lucky few who pulled their funds
in February andreentered the marketin March, buteveninacasino, there
are gamblers who bet against the house and win. They are the exception,
not the rule—and they don’t win every time.

It’s also important to remember:
the markets are not the economy.

Five major tech companies comprise
roughly half the value of the S&P 500:

AMAZON MICROSOFT

ALPHABET FACEBOOK

Throughout the pandemic many businesses closed doors, unemployment
reached a historical high, and GDP suffered a steep drop—but none of
these factors lessened dependency on technology. Virtual meetings and
online ordering took a front seat to what had formerly been viewed as
a substitute or a luxury. These industry giants blew all second-quarter
earnings expectations out of the water in late July. Amazon rallied the
most and sits up 70% year-to-date, Apple follows with a 53% jump, while
Microsoft stands 32% higher. The sifting president may certainly have
influence over corporations, interest rates, lending policies, and many
other factors that affect the markets, but it's the corporate giants (and
the thousands that follow their lead) their products, their employees, and
their consumers that truly drive the stock market.



If you're still looking for a relationship between the stock market and
politics, there’s one that has proven more reliable than the mainstream
claims. Since 1928, the market has called 20 out of 23 presidential
elections. If you're wondering how this relationship goes, it's as follows:
when stocks are up the months preceding the election, the incumbent
party is far more likely to win (87% of the fime, to be exact); when stocks
are down, the incumbent party is far more likely to lose to the opposing
party. You can see how this has played out historically in Figure 7.

Figure 7
Year Return Party
'80 6.9 A Lost
'84 3.6 A Won
'88 2.8 A Won
'92 04V Lost
‘96 6.7 A Won
‘00 34V Lost
‘04 2.8 A Won
'08 248 V Lost
“12 19 A Won
“16 23V Lost

Source: Fox, Matthew. “The stock market has correctly predicted who will win the
presidency since 1984. Here's what to look for as we approach the November election.”
Markets Insider Jun. 29, 2020 Accessed Sept. 11, 2020

There are many theories that aim fo explain this relationship—perhaps
Americans feel that the stock market is a good indicator of a sitting
president’ssuccessand more members of theincumbent party are driven
fo vote in an attempt to continue the trajectory. Perhaps they're simply in
a "bettermood” when their stocks are up and less likely to seek change.
Alternatively, it could be that when stocks are down, Americans are driven
toward change or are driven to show up in greater numbers in support of
the opposing party. Regardless, it appears that despite so many attempts
to substantiate that party drives performance, it's actually the public that
uses performance to drive party. It will certainly be interesting fo see how
the 2020 election results land in this data set.



Our sincerest hope in presenting you with this data is
that you tune out the headlines and stick to your long-
term investment plan. Working with the right financial
professional means finding someone who understands
your investment fime horizon and can balance your
risk aversion with the returns you seek from your
investments. Rest assured that with the right plan, you
are free to focus on your favorite candidate’s policies
rather than your pocketbook.
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P, 4015 Executive Park Dr,
Suite 402
Cincinnati, OH 45241
Phone: 513-769-2700
e®” ASSET MANAGEMENT, LLC Email: info@kanuasset.com

Website: www.kanuasset.com

KANU Asset Management, LLC is a Cincinnati, Ohio based Registered Investment Advisory (RIA) firm. Securities are offered through Capital City Securities LLC,
member FINRA/SIPC/MSRB. kKANU Asset Management, LLC and Capital City Securities, LLC are separate entities. This communication is for informational purposes
only and should not be construed as a solicitation to buy or sell any securities. Tax information provided is for informational purposes only, please consult your tax
professional.

The opinions and information contained herein and within the program materials have been obtained or derived from sources believed to be reliable, but FIG cannot guarantee its accuracy and
completeness, and that of the opinions based thereon. Certain of the data within this document are provided via a third-party provider(s). FIG nor any other party guarantees its accuracy or makes
warranties regarding results from its usage. Market performance related data may be illustrative in nature, but does not represent any offers to buy, sell, replace and/or exchange any product. Past
performance is not indicative of future results or earnings. Your results will vary.
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