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Key Takeaways

« Equity markets are enjoying a backdrop of extremely low volatility, supported by
decelerating inflation, the prospect of less restrictive monetary policy,
enthusiasm over artificial intelligence, and resilient corporate earnings and
economic growth.

« Periods of low implied volatility have historically produced above-average equity
market returns. Since 1990, the S&P 500 has generated six- and 12-month
respective returns of 8.8% and 13.6% after the CBOE Volatility Index (VIX) closed
within its first quintile group (below 13.21).

« However, seasonal VIX trends and rising expectations for increased volatility of
volatility suggest the days may be numbered for the current low-volatility
backdrop.

With the S&P 500 generating six record highs over the last seven trading sessions —
bringing the index’s record-high tally for the year to 31 — it shouldn’t come as a
surprise that implied volatility is historically low. Receding expectations for market
volatility have primarily been supported by easing inflation pressure, relatively less
ambiguous monetary policy, impressive earnings, and a resilient U.S. economy.

These factors, along with building excitement and spending on artificial intelligence,
have helped drag the VIX down to multi-year lows this year. For reference, this index
represents implied 30-day volatility derived from the aggregate values of a weighted
basket of S&P 500 puts and calls over a range of strike prices. Generally, a rising VIX is
associated with increased fear and uncertainty in the marketplace and falling stock
prices, and vice versa for a declining VIX. The VIX is also used as a sentiment gauge
and to hedge equity positions.

As highlighted below, the VIX has been trending lower since its highs registered during
the bear market in 2022. The shift to a low-volatility backdrop has left the fear gauge
near its lowest levels since January 2020 and well below its long-term average of

19.5.

How low can it go? Near-term support for the VIX sets up at 11.86 and 11.52.
Furthermore, the steepness of the VIX futures curve, as measured by the spot price
less the six-month VIX futures contract has not reached extreme/contrarian levels,
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suggesting there could be more room for complacency. However, the CBOE VVIX Index,
which measures the expected volatility of the VIX over the next 30 days (essentially
expected volatility of volatility) has started to tick higher this month, forming a
positive divergence with the VIX that points to potential higher volatility ahead.

Volatility Remains Historically Low
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Disclosures: Past performance is no guarantee of future results. All indexes are
unmanaged and can’t be invested in directly. Any futures referenced are being
presented as a proxy, not as a recommendation.

Seasonality

Seasonality trends suggest the current low-volatility backdrop could be challenged
soon. As highlighted below, the VIX has historically peaked in the first quarter before
bottoming out at the beginning of July. The index then typically climbs higher for the
remainder of the summer until peaking again in late September/early October. Election
year peaks are also more pronounced, and the fall peak has historically been delayed
until right around Election Day. The bottom line, VIX seasonality trends imply the lows
of the year could be here soon and won’t last long.

Volatility Tracking Along its Seasonal
Flight Path
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Disclosures: Past performance is no guarantee of future results. All indexes are
unmanaged and can’t be invested in directly.

Stock Market Returns vs.
Volatility Regimes

Lower volatility backdrops have been supportive of above-average equity returns. The
table below breaks down stock market performance across VIX quintile groups. The
first quintile represents trading days with the lowest implied volatility, or the bottom
20% of all VIX closes since 1990. The S&P 500 generated respective six- and 12-month
average returns of 8.8% and 13.6% when the VIX closed within this group (below 13.21).
In contrast, the fifth quintile group represents trading days with the highest implied
volatility, or the top 20% of all VIX closes (above 24.36). This group has also posted
solid forward returns as market bottoms are often accompanied by periods of
extremely high volatility.

S&P 500 Returns Based on VIX
Quintile Groups (1990-YTD)
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Summary

Implied equity market volatility remains supported by a constructive macro backdrop
consisting of decelerating inflation, the prospect of less restrictive monetary policy,
and resilient corporate earnings and economic growth. The broader market has
historically generated above-average returns following periods of extremely low
implied volatility. However, seasonal VIX trends and rising expectations for increased
volatility of volatility suggest the current low-volatility window could soon be closed.
Buckle up!

IMPORTANT DISCLOSURES

This material is for general information only and is not intended to
provide specific advice or recommendations for any individual. There is
no assurance that the views or strategies discussed are suitable for all
investors. To determine which investment(s) may be appropriate for you,
please consult your financial professional prior to investing.

Investing involves risks including possible loss of principal. No
investment strategy or risk management technique can guarantee return
or eliminate risk.

Indexes are unmanaged and cannot be invested into directly. Index
performance is not indicative of the performance of any investment and
does not reflect fees, expenses, or sales charges. All performance
referenced is historical and is no guarantee of future results.

This material was prepared by LPL Financial, LLC. All information is
believed to be from reliable sources; however LPL Financial makes no
representation as to its completeness or accuracy.

Unless otherwise stated LPL Financial and the third party persons and
firms mentioned are not affiliates of each other and make no
representation with respect to each other. Any company names noted
herein are for educational purposes only and not an indication of trading
intent or a solicitation of their products or services.

Asset Class Disclosures -

International investing involves special risks such as currency fluctuation
and political instability and may not be suitable for all investors. These
risks are often heightened for investments in emerging markets.

Bonds are subject to market and interest rate risk if sold prior to
maturity.

Municipal bonds are subject and market and interest rate risk and
potentially capital gains tax if sold prior to maturity. Interest income may
be subject to the alternative minimum tax. Municipal bonds are federally
tax-free but other state and local taxes may apply.



Preferred stock dividends are paid at the discretion of the issuing
company. Preferred stocks are subject to interest rate and credit risk.
They may be subject to a call features.

Alternative investments may not be suitable for all investors and involve
special risks such as leveraging the investment, potential adverse
market forces, regulatory changes and potentially illiquidity. The
strategies employed in the management of alternative investments may
accelerate the velocity of potential losses.

Mortgage backed securities are subject to credit, default, prepayment,
extension, market and interest rate risk.

High yield/junk bonds (grade BB or below) are below investment grade
securities, and are subject to higher interest rate, credit, and liquidity
risks than those graded BBB and above. They generally should be part of
a diversified portfolio for sophisticated investors.

Precious metal investing involves greater fluctuation and potential for
losses.

The fast price swings of commodities will result in significant volatility in
an investor's holdings.

Securities and advisory services offered through LPL Financial, a
registered investment advisor and broker-dealer. Member FINRA/SIPC.

Not Insured by FDIC/NCUA or Any Other Government Agency | Not
Bank/Credit Union Deposits or Obligations | Not Bank/Credit Union
Guaranteed | May Lose Value
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