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In 2002, the technology bubble burst. 2008 was
a credit crisis and 2012 a sovereign debt crisis.

In 2020, the COVID-19 pandemic and oil price
collapse took the world by surprise and led to an
unprecedented hit to global growth.

In the first half of 2022, markets have been very challenging against the
backdrop of high interest rates, stubborn inflationary pressures, soaring
commodity prices and prolonged geopolitical risks.

Steve Brice

Global Chief Investment OFfficer Triggers of bear markets can come in many shapes and forms, but our
experience through these past crises has been similar — painful. While it is never

easy to time the market cycle, we highlight some history lessons that investors
Trang Nguyen can reflect on while managing an investment allocation during times of crisis
Senior Portfolio Manager, Multi-Asset  (regardless of what triggered).




Lesson

#

Remember that investment timeframe matters, and bear markets tend
to be sharp but short-lived

A historical analysis of global equity market returns (the chart below and that on Page 4)
shows that:

Probabilities of suffering a drawdown of similar magnitude to that seen in 2020 (-33.8%) is
low, although there is a lot more variability in returns within a given year than calendar-year
results would seem to suggest.

- Asinvestors extend their investment time horizon from short term (1-6 months) to longer
term (5-10 years), the probability of enduring negative returns drops substantially (40% to
9%). Bear markets tend to be short-lived, but also associated with extreme price action and
pullbacks. However, 32 years of data show that as the global economy recovers from the
shocks that triggered the recession, the probability of earning positive returns for long term
investors are relatively high.

Probabilities of return drawdown drop significantly as we extend investment
time frame

Distribution of 1-month, 6-month, 12-month, 3-year, 5-year and 10-year returns of MSCI ACWI
(data from 1988 to 2020)
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Source: Bloomberg, Standard Chartered.




Lesson Keep in mind that staying invested through volatile times proves
beneficial (in achieving long-term investment goals)

According to Nobel prize-winning Daniel Kahneman's “Prospect theory”, for most of us, the pain
we feel from losses is twice as great as the joy we get from financial gain. The pain we have felt
S in 2020 due to global equities 33.8% year-to-date decline significantly outweighs the joy we

might have had when markets posted similar size gains in 2019. This very human trait tends to
affect our decision-making process.

It is a natural inclination to want to get out of the market when things are ugly and get back in
when things are better, but timing the market is more often than not a losing game. Although
it is never easy to endure losses, it is important for us as investors to be patient. In chart below,
the light blue bars represent the largest declines from a “peak” (high) to a “trough” (low) that
occurred within each year, while the dark blue bars represent the corresponding return for the
full calendar year. Despite significant intra-year volatility, the global equity index had positive
annual returns in 23 out of the last 34 years since 1988.

While downside risk is always an investor’s concerns, history shows that staying invested and
riding through bear markets proves beneficial to achieving long-term investment goals.

Despite intra-year volatility, the MSCI ACWI had positive year-end total returns
23 out of the last 34 years since 1988

MSCI ACWI largest declines vs. full year return (1988 - 2021)
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Diversification is paramount during tough times

The chart below compares performance statistics of a multi-asset allocation vs. various assets,
showcasing significant benefits of staying diversified during market downturns. Put differently,
diversification provides us as investors with more “staying power” (better risk tolerance) and
downside protection to absorb our emotions during distressed times.

Diversified allocations perform well post periods of major market downturns

Average performance of various assets during vs. post market corrections and bear markets
since 2000*

Average returns in past corrections/bear markets Average 12m return post corrections/bear markets
-0.1% Recession allocation —— 7.3%
-10.1% Global balanced allocation s 20.5%
-21% Corp Asia USD ——— 12.3%
-5.4% Govt EM LocalCcy I 14.4%
-11% Govt EM USD I 18.7%
-7.5% DM HY I 25.2%
-211% Asia ex-Japan I 37.576
-262% Europe I 3.8
24.4% us I 38.7 %
7.4% Gold s 10.7%
-4.6% Alternative —— 7.9%
-14.9% Commodities I 16.27%
-24.4% Global equity I 36.9 76
3.0% Global bond — /2%
2.0% Cash m 1.3%
Past corrections/bear markets W Average 12m return

Source: Bloomberg, Standard Chartered. *Periods in scope include all corrections that are declines of 10% or more. And bear
markets that are declines of 20% or more. Global balanced allocation is proxied by 5% Cash, 35% Global bonds, 45% Global
Equity, 5% Gold, 10% Alternatives. Recession allocation is proxied by 15% Cash, 60% Global bonds, 10% Global Equity, 10%
Gold, 5% Alternatives.

Understand that de-risking when market uncertainty is elevated
comes with a cost and you should not compromise your diversification

If you feel your portfolio is not aligned with your long-term objectives, or have a more bearish
view of the future, then you might want to (i) reduce exposure to risky assets or (i) incrementally
add adequate protection. One approach worth considering is to take advantage of any short-
term rebound in risk assets to rebalance to our suggested recession allocation (which is proxied
by 15% Cash, 10% Gold, 60% Global Bonds, 5% Alternatives, 10% Global Equity). This allocation
has proved to be resilient through most major market corrections and bear markets since 2000
(refer to the chart above).

That said, de-risking is not free of risks. First, rotating to safe-haven assets implies increasing
the investor’s exposure to risks that yields rise sharply from here. Second, there are embedded
opportunity costs of missing out gains from potential rebounds in risk assets, such as equity and
high yield bonds. To highlight this point, the chart above shows average returns across assets
12 months post the trough in major corrections and bear markets, which tend to be strongly
positive.



Lesson

#5

A diversified allocation for the long and winding road ahead

As we progress further in this economic cycle, the shift toward a regime of high interest rate,
high inflationary pressure, and high commodities prices has been and should remain a source of
market volatility going forward.

Against this backdrop, we would suggest investors focus on (i) improving portfolios’ resilience

to hold through any short-term market fluctuations and (ii) starting to look for attractive long-
term opportunities to deploy further capital. In all cases, a diversified balanced allocation can
constitute both a useful tool and a prudent approach for a successful journey to achieve long-
term investment goals. To demonstrate this point, we looked at hypothetical scenarios in which
investors start investing at the equity market peaks prior to major drawdowns (including bear
markets) and remain invested in the subsequent 3 years. Looking at performances of different
investments in such scenarios, we note that, on average, a global balanced allocation shows
more superior risk-adjusted return (similar return with lower risk) compared to most asset classes
(refer to the table below).

A well-diversified allocation shows more superior performances over the long
term

Average of annualized returns and volatilities of various assets and a global balanced allocation
3 years after invested at the equity market peaks prior to major drawdowns since 2000

Global Global ) Global
N Alternatives balanced
bonds equity .
allocation*
Average volatility (ann.) 5.3% 15.6% 49% 16.2% 8.4%
Average return (ann.) 49% 55% 2.2% 6.6% 4.8%
Risk-adjusted return 0.93 0.35 0.45 0.41 0.58

Source: Bloomberg, Standard Chartered. *Global balanced allocation is proxied by 5% Cash, 35% Global bonds, 45% Globall
Equity, 5% Gold, 10% Alternatives.
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as to the security or accuracy of any information transmitted via e-mail. Standard Chartered shall not be responsible for any
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(“SCBMB"). Recipients in Malaysia should contact SCBMB in relation to any matters arising from, or in connection with, this
document. This document has not been reviewed by the Securities Commission Malaysia. The product lodgement,
registration, submission or approval by the Securities Commission of Malaysia does not amount to nor indicate
recommendation or endorsement of the product, service or promotional activity. Investment products are not deposits and
are not obligations of, not guaranteed by, and not protected by SCBMB or any of the affiliates or subsidiaries, or by
Perbadanan Insurans Deposit Malaysia, any government or insurance agency. Investment products are subject to
investment risks, including the possible loss of the principal amount invested. SCBMB expressly disclaim any liability and
responsibility for any loss arising directly or indirectly (including special, incidental or consequential loss or damage) arising
from the financial losses of the Investment Products due to market condition. Nigeria: This document is being distributed in
Nigeria by Standard Chartered Bank Nigeria Limited (SCB Nigeria), a bank duly licensed and regulated by the Central Bank
of Nigeria. SCB Nigeria accepts no liability for any loss or damage arising directly or indirectly (including special, incidental
or consequential loss or damage) from your use of these documents. You should seek advice from a financial adviser on the
suitability of aninvestment foryou, taking into account these factors before making a commitment to investin aninvestment.
To unsubscribe from receiving further updates, please send an email to clientcare . ng @ sc . com requesting to be removed
from our mailing list. Please do not reply to this email. Call our Priority Banking on 02 012772514 for any questions or service
queries. SCB Nigeria shall not be responsible for any loss or damage arising from your decision to send confidential and/or
important information to Standard Chartered via e-mail. SCB Nigeria makes no representations or warranties as to the
security or accuracy of any information transmitted via e-mail. Pakistan: This document is being distributed in Pakistan by,
and attributable to Standard Chartered Bank (Pakistan) Limited having its registered office at PO Box 5556, I.I Chundrigar
Road Karachi, which is a banking company registered with State Bank of Pakistan under Banking Companies Ordinance
1962 and is also having licensed issued by Securities & Exchange Commission of Pakistan for Security Advisors. Standard
Chartered Bank (Pakistan) Limited acts as a distributor of mutual funds and referrer of other third-party financial products.
Singapore: This document is being distributed in Singapore by, and is attributable to, Standard Chartered Bank (Singapore)
Limited (Registration No.201224747C/ GST Group Registration No. MR-8500053-0, “SCBSL"). Recipients in Singapore should
contact SCBSL in relation to any matters arising from, or in connection with, this document. SCBSL is an indirect wholly
owned subsidiary of Standard Chartered Bank and is licensed to conduct banking business in Singapore under the Singapore
Banking Act, 1970. Standard Chartered Private Bank is the private banking division of SCBSL. INRELATION TO ANY SECURITY
OR SECURITIES-BASED DERIVATIVES CONTRACT REFERRED TO IN THIS DOCUMENT, THIS DOCUMENT, TOGETHER WITH
THE ISSUER DOCUMENTATION, SHALL BE DEEMED AN INFORMATION MEMORANDUM (AS DEFINED IN SECTION 275 OF
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nor may the product be offered or sold, or be made the subject of an invitation for subscription or purchase, whether directly
orindirectly, to persons other than a relevant person pursuant to section 275(1) of the SFA, or any person pursuant to section
275(1A) of the SFA, and in accordance with the conditions specified in section 275 of the SFA, or pursuant to, and in
accordance with the conditions of, any other applicable provision of the SFA. In relation to any collective investment schemes
referred to in this document, this document is for general information purposes only and is not an offering document or
prospectus (as defined in the SFA). This document is not, nor is it intended to be (i) an offer or solicitation of an offer to buy
or sell any capital markets product; or (ii) an advertisement of an offer or intended offer of any capital markets product.
Deposit Insurance Scheme: Singapore dollar deposits of non-bank depositors are insured by the Singapore Deposit
Insurance Corporation, for up to S$100,000 in aggregate per depositor per Scheme member by law. Foreign currency
deposits, dual currency investments, structured deposits and other investment products are not insured. This advertisement
has not been reviewed by the Monetary Authority of Singapore. Taiwan: SC Group Entity or Standard Chartered Bank
(Taiwan) Limited (“SCB (Taiwan)”) may be involved in the financial instruments contained herein or other related financial
instruments. The author of this document may have discussed the information contained herein with other employees or
agents of SC or SCB (Taiwan). The author and the above-mentioned employees of SC or SCB (Taiwan) may have taken
related actions in respect of the information involved (including communication with customers of SC or SCB (Taiwan) as to
the information contained herein). The opinions contained in this document may change, or differ from the opinions of
employees of SC or SCB (Taiwan). SC and SCB (Taiwan) will not provide any notice of any changes to or differences between
the above-mentioned opinions. This document may cover companies with which SC or SCB (Taiwan) seeks to do business
at times and issuers of financial instruments. Therefore, investors should understand that the information contained herein
may serve as specific purposes as a result of conflict of interests of SC or SCB (Taiwan). SC, SCB (Taiwan), the employees
(including those who have discussions with the author) or customers of SC or SCB (Taiwan) may have an interest in the
products, related financial instruments or related derivative financial products contained herein; invest in those products at
various prices and on different market conditions; have different or conflicting interests in those products. The potential
impacts include market makers’ related activities, such as dealing, investment, acting as agents, or performing financial or
consulting services in relation to any of the products referred to in this document. UAE: DIFC - Standard Chartered Bank is
incorporated in England with limited liability by Royal Charter 1853 Reference Number ZC18.The Principal Office of the
Company is situated in England at 1Basinghall Avenue, London, EC2V 5DD. Standard Chartered Bank is authorised by the
Prudential Regulation Authority and regulated by the Financial Conduct Authority and Prudential Regulation Authority.
Standard Chartered Bank, Dubai International Financial Centre having its offices at Dubai International Financial Centre,
Building 1, Gate Precinct, P.O. Box 999, Dubai, UAE is a branch of Standard Chartered Bank and is regulated by the Dubai
Financial Services Authority (“DFSA”). This document is intended for use only by Professional Clients and is not directed at
Retail Clients as defined by the DFSA Rulebook. In the DIFC we are authorised to provide financial services only to clients
who qualify as Professional Clients and Market Counterparties and not to Retail Clients. As a Professional Client you will not
be given the higher retail client protection and compensation rights and if you use your right to be classified as a Retail
Client we will be unable to provide financial services and products to you as we do not hold the required license to undertake
such activities. For Islamic transactions, we are acting under the supervision of our Shariah Supervisory Committee. Relevant
information on our Shariah Supervisory Committee is currently available on the Standard Chartered Bank website in the
Islamic banking section. For residents of the UAE - Standard Chartered UAE (“SC UAE") is licensed by the Central Bank of
the UAE. SC UAE is licensed by Securities and Commodities Authority to practice Promotion Activity. SC UAE does not
provide financial analysis or consultation services in or into the UAE within the meaning of UAE Securities and Commodities
Authority Decision No. 48/r of 2008 concerning financial consultation and financial analysis. Uganda: Our Investment
products and services are distributed by Standard Chartered Bank Uganda Limited, which is licensed by the Capital Markets
Authority as an investment adviser. United Kingdom: In the UK, Standard Chartered Bank is authorised by the Prudential
Regulation Authority and regulated by the Financial Conduct Authority and Prudential Regulation Authority. This
communication has been approved by Standard Chartered Bank for the purposes of Section 21 (2) (b) of the United
Kingdom'’s Financial Services and Markets Act 2000 (“FSMA”) as amended in 2010 and 2012 only. Standard Chartered Bank
(trading as Standard Chartered Private Bank) is also an authorised financial services provider (license number 45747) in
terms of the South African Financial Advisory and Intermediary Services Act, 2002. The Materials have not been prepared
in accordance with UK legal requirements designed to promote the independence of investment research, and that it is not
subject to any prohibition on dealing ahead of the dissemination of investment research. Vietnam: This document is being
distributed in Vietnam by, and is attributable to, Standard Chartered Bank (Vietnam) Limited which is mainly regulated by
State Bank of Vietnam (SBV). Recipients in Vietnam should contact Standard Chartered Bank (Vietnam) Limited for any
queries regarding any content of this document. Zambia: This document is distributed by Standard Chartered Bank Zambia
Plc, a company incorporated in Zambia and registered as a commercial bank and licensed by the Bank of Zambia under
the Banking and Financial Services Act Chapter 387 of the Laws of Zambia.
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