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The geopolitical climate has become
more unstable globally, but developed
markets often appear less unsettled
than investors might expect. One
question is: why haven’t stocks sold
off more? Another is: why are volatility
indicators showing different market
reactions to geopolitical events?

We explore this apparent disconnect
through the lens of two representative
indicators: the VIX index, a measure of
US market volatility, and the GPR index,
a measure of geopolitical risk.

Market reactions in question

The start of the year has been marked by a series of
significant geopolitical events:

e January 3, 2026: The kidnapping of Venezuelan
President Nicolas Maduro.

e January 17, 2026: President Trump announces a
10% tariff on eight EU countries due to their lack of
support for US control of Greenland (later reversed).
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o February 17, 2026: The impeachment of President
Jose Jeri of Peru.

o February 28, 2026: The Iran war begins following
months of escalating violence against protesters.

Despite the severity of these developments, the initial
reaction in US financial markets has been surprisingly
muted. Only the onset of the Iran war triggered a market
response comparable to that seen at the start of the
Russia-Ukraine conflict in 2022.

The VIX Volatility Index, often referred to as the “fear
index,” remained below its long term average through
most of the start of the year and only showed a
meaningful reaction in early March as the Iran conflict
escalated. In contrast, the Geopolitical Risk (GPR)
Index responded to each of the events listed above.

It reached a local peak on January 8, 2026, following
President Trump’s renewed and more explicit ambitions
regarding Greenland, and then climbed to a new high
one week into the Iran invasion. This divergence raises
an important question: why does the VIX—the US equity
volatility index—not necessarily move in tandem with
rising geopolitical risk?

Defining the risk indices

The standard reference index for geopolitical risk is
the GPR, developed by two researchers at the Federal
Reserve Bank.' The VIX index, by contrast, is based
on the implied volatility of the S&P 500 Index. The
correlation between the VIX index and the GPR index
appears low (Figure 1).

In this piece, we take a closer look at their dynamics,
as well as those of the Trade Policy Uncertainty (TPU)
index, in the context of historical events.


https://www.ssga.com/insights/venezuela-after-maduro
https://www.ssga.com/insights/venezuela-after-maduro
https://www.ssga.com/insights/greenlands-geopolitical-storm

Figure 1: The VIX index and the GPR index do not appear to move in tandem
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Source: LSEG Data & Analytics between 12/31/2021 and 04/14/2026. GPR data downloaded from https://matteoiacoviello.com/ gpr.htm between

12/31/2021 and 04/14/2026.

The GPR Index: Broad, but timed on the
news cycle

The researchers who created the GPR index started
with a definition of what constitutes geopolitical risk.
Since then, the GPR index has been used in many
studies? that examine geopolitical risk as a source of
systemic risk.

The GPR is a media frequency (or density) index. It is
based on the density of keyword counts (for example,
“terrorism” or “war”) in Western newspapers (such as
the Herald Tribune or the Financial Times). As a result,
it is best suited to events that receive coverage in those
outlets. We note that country-specific GPR indices are
now also available.

The GPR index tends to spike when there is a threat of—
or an actual—geopolitical event anywhere in the world.
In that sense, it is a practical, broad-based indicator.
However, the GPR index is not designed to track the
ongoing evolution or broadening of a geopolitical event.
As Figures 2 and 3 show, an initial event generates a
surge in headlines that pushes the GPR index higher,

but the index often falls back as news flow declines.
However, that does not mean the underlying threat has
disappeared. For example:
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o Israel-Hamas The GPR index peaked shortly
after the Hamas attack on Israel on October 7, 2023,
but it declined after that—even though the conflict
between Israel and Gaza remains unresolved,
despite a U.S.-brokered ceasefire that took effect
in November 2025.

» Russia-Ukraine Russia’s invasion of Ukraine led to
a peak in the GPR index in early 2022, but the GPR
normalized shortly thereafter. The conflict, however,
broadened into developed markets as Russia cut
off gas supplies to Western Europe—contributing to
higher inflation, falling European equity markets, and
falling bond prices (Figures 2 and 3).

e Iran-US In the case of the Iran conflict, elevated
geopolitical risk appears somewhat more persistent,
reflecting President Trump’s shifting stance,?
and potentially significant consequences if the
Strait of Hormuz were to remain closed for an
extended period.*

The GPR index is a useful tool for identifying threats or
the start of a geopolitical event. Subsequent systemic
developments—and their transmission into developed
markets—can take time, and may not be captured by
the GPR index.
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https://matteoiacoviello.com/ gpr.htm

Figure 2: The GPR Index may normalize before conflicts resolve
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Source: GPR data downloaded from https://matteoiacoviello.com/gpr.htm between 12/31/2000 and 04/14/2026.

Figure 3: For Russia’s 2022 invasion of Ukraine, the elevated GPR did not last for the duration of its impact on
European markets
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Source LSEG Data & Analytics between 12/31/2021 and 12/31/2022. GPR data downloaded from https://matteoiacoviello.com/gpr.htm between
12/31/2021 and 12/31/2025.
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https://matteoiacoviello.com/gpr.htm
https://matteoiacoviello.com/gpr.htm between 12/31/2021 and 12/31/2025
https://matteoiacoviello.com/gpr.htm between 12/31/2021 and 12/31/2025

The VIX Index has the pulse of US markets

The VIX index reflects the implied volatility of short-
dated put and call options on the S&P 500 index.®

A sudden shock to US markets can cause the VIX to
jump as the cost of insurance against price volatility
rises. Once markets bottom, the VIX typically declines
and markets can recover as bargain hunters move in.

We point to two recent historical events with notable
differences in the way the VIX and GPR reacted:

Venezuela
e The VIX did not react.

« The GPR index reacted immediately, signaling a
meaningful rise in geopolitical uncertainty.

This divergence can be partly explained by the US’
trading position. The US economy does not depend

Figure 4: Global oil prices and the VIX
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much on Venezuelan oil, and neither does Europe.
Moreover, the US has been a net oil and petroleum
products exporter since 2019, which partly explains
why the VIX did not spike in response to this event.

Iran

¢ As with Russia’s invasion of Ukraine, the VIX did react
at the start of the Iran war.

o The GPR index did initially react, flagging the
geopolitical event.

Even though the US has reduced Middle East oil and
gas exposure, this is not the case for Europe and the
rest of the world. This has driven up global oil prices,
leading to economic and inflation uncertainty, and
pushing up the VIX (Figure 4).

Source: FactSet and LSEG Data & Analytics between 12/31/2020 and
04/13/2026.
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Source: FactSet and LSEG Data & Analytics, between 12/31/2020 and 04/13/2026.
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The TPU index is a better fit for trade wars

Markets reacted strongly to Trump’s Liberation Day
tariff announcements in April 2025, which were larger
than expected and primarily aimed at China. Fears of a
global trade war drove US markets lower and pushed
the VIX index higher. Both the TPU index and the VIX
index reacted to Trump’s tariff threats over Greenland
(Figure 5). Meanwhile, the GPR index did not react to
the tariff or Greenland headlines because the word

“tariff” is not included in the keyword list used to
construct the index.

The concern was that tariffs create economic
uncertainty, although their impact on inflation is

not clearly established.” As a result, the same

Fed researchers who created the GPR constructed
the Trade Policy Uncertainty index (TPU index), which
explicitly includes the word “tariff.”®

Figure 5: In response to Trump’s Liberation Day tariff announcements, the TPU moved, the VIX reacted strongly,

while the GPR did not react

60 + Index level

Index level — 1,600
- 1,400
50 +
- 1,200
- 1,000
40 ~ '
- 800
30 +
- 600
\ - 400
20 \ \ )
L - 200
l,’/V
10 T | T T T T O
Dec Apr Aug Dec Apr
2024 2025 2025 2025 2026

B CBOE Volatility Index—Price

GPR weekly moving average (RHS)

B TPU weekly moving average (RHS)

Source: FactSet, between 12/31/2024 and 04/13/2026. GPR data downloaded from https://matteoiacoviello.com/gpr.htm between 12/31/2024 and
04/13/2026, TPU data downloaded from https://matteoiacoviello.com/tpu.htm between 12/31/2024 and 04/13/2026.

The bottom line

The GPR index and the VIX index may not necessarily
spike at the same time—unless a geopolitical event
directly affects US markets. The 9/11 terrorist attacks in
2001 is one example. Otherwise, there is no reason to
expect a synchronized shock: a geopolitical event in a
distant region may take time to reach the US market as
a whole, or it may simply be less relevant. By the time
broader effects emerge, markets may have already
adjusted so no immediate shock occurs in the US, and
the VIX shows little movement.

Tariffs are another story. Tariffs can create economic
uncertainty that affects companies’ expected
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performance, prompting reactions in the S&P 500 and,
in turn, the VIX. This VIX move is not captured by the
GPR index, but it is reflected in the TPU index.

Ultimately, the VIX, GPR, and TPU are built from
different inputs and methodologies, and they are
designed to capture different channels of risk; near-
term US equity volatility (VIX); headline-driven
geopolitical stress (GPR); or trade-policy uncertainty
(TPU). Because these measures will not always move
together, investors should be thoughtful about how they
interpret and integrate them into portfolio risk models,
including how each index maps to exposures and
allocations across regions.


https://matteoiacoviello.com/gpr.htm
https://matteoiacoviello.com/tpu.htm
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Glossary

Call option: An option contract that gives its holder the
“option” to buy a financial asset at a certain price. Call
option holders want the asset to appreciate in value,
while call option sellers want the asset’s value to remain
steady or drop.

CBOE Volatility Index®/VIX Index: The VIX, often
referred to as the equity market’s “fear gauge,” is

a measure of market risk based on expectations of
30-day volatility. It is constructed using the implied
volatilities of a wide range of S&P 500° index options—
both calls and puts. The VIX volatility measure is meant
to be forward looking.

Correlation: The historical tendency of two investments
to move together. Investors often combine investments
with low correlations to diversify portfolios.

GPR (Geopolitical Risk Index): A news-based measure
of adverse geopolitical events and associated risks.
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Implied volatility: A way of estimating volatility of

a security’s price based on a number of predictive
variables. Implied volatility rises when the market is
falling when investors believe that the asset’s price will
decline over time, and it falls when the market is rising
when investors believe that the security’s price will rise
over time. This is due to the common belief that bearish
markets are riskier than bullish market.

S&P 500 Index: A popular benchmark for US large-

cap equities that includes 500 companies from leading
industries and captures approximately 80% coverage of
available market capitalization.

TPU (Trade Policy Uncertainty Index): A news-based
measure of trade policy uncertainty.
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Important risk information

Investing involves risk including the risk of loss of principal.

The whole or any part of this work may not be reproduced, copied or transmitted or any
of its contents disclosed to third parties without SSGA’s express written consent.

All information is from SSGA unless otherwise noted and has been obtained from
sources believed to be reliable, but its accuracy is not guaranteed. There is no
representation or warranty as to the current accuracy, reliability or completeness of, nor
liability for, decisions based on such information, and it should not be relied on as such.

The information provided does not constitute investment advice and it should not
be relied on as such. It should not be considered a solicitation to buy or an offer

to sell a security. It does not take into account any investor’s particular investment
objectives, strategies, tax status or investment horizon. You should consult your tax
and financial advisor.

The views expressed in this material are the views of Héléne Veltman through
the period ended April 20, 2026, and are subject to change based on market and
other conditions.

This document may contain certain statements deemed to be forward-looking
statements. All statements, other than historical facts, contained within this document
that address activities, events or developments that SSGA expects, believes or
anticipates will or may occur in the future are forward-looking statements. These
statements are based on certain assumptions and analyses made by SSGA in light of
its experience and perception of historical trends, current conditions, expected future
developments and other factors it believes are appropriate in the circumstances,
many of which are detailed herein. Such statements are subject to a number of
assumptions, risks, uncertainties, many of which are beyond SSGA's control. Please
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note that any such statements are not guarantees of any future performance and
that actual results or developments may differ materially from those projected in the
forward-looking statements.

The information contained in this communication is not a research recommendation
or ‘investment research’ and is classified as a ‘Marketing Communication’ in
accordance with the applicable regional regulation. This means that this marketing
communication (a) has not been prepared in accordance with legal requirements
designed to promote the independence of investment research (b) is not subject to
any prohibition on dealing ahead of the dissemination of investment research.

The information provided does not constitute investment advice as such term

is defined under the Markets in Financial Instruments Directive (2014/65/EU) or
applicable Swiss regulation and it should not be relied on as such. It should not be
considered a solicitation to buy or an offer to sell any investment. It does not take
into account any investor’s or potential investor’s particular investment objectives,
strategies, tax status, risk appetite or investment horizon. If you require investment
advice you should consult your tax and financial or other professional advisor.

This communication is directed at professional clients (this includes eligible
counterparties as defined by the appropriate EU regulator) who are deemed both
knowledgeable and experienced in matters relating to investments. The products
and services to which this communication relates are only available to such persons
and persons of any other description (including retail clients) should not rely on

this communication.

All material has been obtained from sources believed to be reliable. There is no
representation or warranty as to the accuracy of the information and State Street shall
have no liability for decisions based on such information.

Past performance is not a reliable indicator of future performance.
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