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Staying on the sidelines waiting for a market correction?

Drawdowns and return by calendar year, S&P 500 (1971-2023)

Myth
. L . Years with a Average # of positive
0,
sidelines.
.. 5% or Worse 51/52 94% 11% 38/51
Real |ty ... 10% or Worse 32/52 59% 6% 19/32
, L . . , ... 15% or Worse 20/52 37% 0% 8/20
If you're anticipating a stock market correction, you're proba_bly  20% or Worse 10/52 19% 9% 310
right, as declines of at least 5% occur virtually every year; 10% six 30% or W 5o ” 1o% o
years out of ten; and around 15% four years out of ten. - S0 70 OTIVOrSe 55 9% e S
) ) o ) .. 40% or Worse 1/52 2% -37% 0/1
Newertheless, history shows that investors willing to stay invested
through these fluctuations are well advised, as even the average
return in years marked by a correction of 10% or more is positive. Drawdowns and return by calendar year, S&P/TSX (1971-2023)
Thus, investors whose investment horizon allows for patience are d;‘;‘;‘;ia::? # O:(Z‘;f;ti"e
probably better off accepting rather than fearing the inevitable
periods of correction, as these are, in some ways, the price to pay for ... 5% or Worse 51/52 94% 10% 35/51
achieving their return objectives in the long run. ... 10% or Worse 32/52 59% 4% 17/32
15% or Worse 24/52 44% 1% 11/24
.. 20% or Worse 15/52 28% -2% 6/15
.. 30% or Worse 7/52 13% -8% 3/7
.. 40% or Worse 1/52 2% -33% 0/1
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Market timing in the long run

M th Investing $1000 per year

y $220.000 S&P/TSX | Total Return | January 1990 to September 2023 $220.000
The timing of your annual savings investment is of utmost importance for ’ Buvi ’

. .. —Buying at year low
the well-being of your portfolio in the long run. $200,000 1 L $200,000
—PBuyi t high

Reality $180,000 - e @a%y | $180,000
The timing of your annual savings investment will make a difference in $160,000 - (Br:Zinrlﬁstan:tgtr:asttiiritnvestmem) - $160,000
the long run, but it is far from being the critical factor many seem to

; $140,000 - (7.4%)* | $140,000
believe.
Case in point: consider an investor blessed with the power of perfect $120,000 [ $120,000
market timing (blue line) compared to another investor cursed with
systematically picking the worst possible day to invest each year, over $100,000 1 - $100,000
30 years (red line). In the end, the market timing champion would have $80.000 A | $80.000
outperformed the most unfortunate of all investors by a mild 1% / year. If ’ ’
we take the more realistic example of an investor saving systematically $60,000 - L $60,000
at the beginning of each month, this annual outperformance shrinks
below 1%. $40,000 F $40,000
I—_|ow is sucha smalll gap possible? Simply because in th_e long run,the $20,000 1 L $20,000
first year'sreturn is superfluous. What truly mattersisthe
frequency of savings and passage of time, not market timing. $0 4= $0

199 1995 2000 2005 2010 2015 2020 2025
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Reasons to sell?

Myth
Selling in times of heightened uncertainty can protect investments from
heaw losses.

Reality

Selling in times of heightened uncertainty is generally the best way to
ensure heawy losses, as it often rhymes with selling low and missing the
rebound.

More importantly, one should keep in mind that the only certainty is
that there will always be uncertainty, asitisthe price to pay for
capital appreciation in the long run.

And —need we add —it isn’t in the media’s best interest to report the
latest news with nuance and historical perspective; better to let fear and
pessimism easily setin. Howewer, the chart on the right should act as a
reminder that letting emotions take over is a good recipe for short-term
gain, but long-term pain.

4 | M CIO Office (data via Refinitiv).

Reasons (not?) to Sell
MSCI World total return since January 1st, 2010

400% A r 400%
Despite uncertainty, global equities are up 281% - .
since 2010 (10.6% annualized). Sizﬁg invasion of
350% F 350%
Start of Fed rate
hikes
300% - - 300%
Soaring inflation
250% r 250%
. " " Bankruptcy
Trump's global "trade war of US
Largest one-day VIX move in regional
200% A i F 200%
S&P downgrades history banks
US Debt China’s growth scare & Dow .
Jones 1000 points plunge |} ..-4
150% A ; . r 150%
apan .
Ebola Virus
earthquake & : -
tsunami Contagion Fears restrictive monetary
100% + - COVID-19 Pandemic r 100%
BP Oil Spill U.S. Election
Brexit
Flash Crash - Qil price crash
50% A US Government Shutdown F 50%
US "Taper Tantrum"
Fiscal Cliff talks
) Ei ign Debt Crisi
0% A4 i uropean §0vere|gn ep Crisis i i i 0%
2010 2012 2014 2016 2018 2020 2022 2024
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Average return?

Myth
Since the long-term historical average annual return on the stock market
is ~10%, investors should expect to see calendar-year returns near 10%.

Reality

Quite the contrary, it is likely that investors will only rarely see a
calendar year where equity returns are close to their long-term
historical averages. Casein point: since 1957, only 8 years out of 66
have seen the Canadian stock market generate performance near
average (+/- 2%).

One likely reason for this myth is the common misconception that
“average” is synonymous with “typical.” However, there is no suchthing
as a “typical” year in the stock market.

As aresult, investors should expect a wide range of possible outcomes
in any given year, whereas only the passage of time can lead to an
annualized return near the market's long-term average.

5 | M CIO Office (data via Refinitiv).
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Equity performance in the long run

M th Equity annualized total return over different investment horizons
y 70% S&P Composite Index since 1950 70%
. . . . . . ’ Full range 0
Investing in the stock marketis akin to gambling at a casino.
60% - - 60%
50% - - 50%
Reality 40% - L 40%
Itis true that daily market fluctuations resemble a cointoss (see page 36 30% 4 L 30%
for further details on this subject). Nevertheless, two fundamental
reasons make investing completely different from gambling. 20% - : r 20%
~90-10 percentile range
First, unlike the world of gambling, investing in the stock market is 10% 1 redian annualized retamm TS mmmmmmSsmmccccme e - 10%
not a zero-sum game, as evidenced by the positive median
; . : 0% 0%
annualized return (red dotted line). In the long run, equity returns come
from companies’ ability to grow their earnings, not from other investors’ -10% - - -10%
misfortune.
_ _ o _ -20% - F -20%
Second, while gambling remains just as uncertain no matter how Regllm_s can Ibe quite volatile from year to year... but are much more
long you “play”, the opposite occurs within equity markets, as -30% - staple in the fong run. - -30%
evidenced by the na‘r‘rowmng range oflou.tcomes overtime (grey -40% | L _40%
area). The longer one “plays” (i.e. remains invested), the greater the
chances are of converging towards the premium investors earn for -50% +—— — — -50%

123456 7 8 910111213141516171819202122232425

Investment horizon (years)
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Dollar cost averaging or lump sum?

Myth How often has dollar cost averaging beaten a lump sum investment?
. . . . 15% - - r 15%
Investors contemplating investing a large amount (e.g. an inheritance)
are better off spreading their entry over time (dollar cost averaging) _
o . . Better off with
rather than committing the full amount immediately (lump sum). doll
10% - ollar cost L 10%
. averaging (17%
Real |ty | of the time)
It depends. But since 1980, you would have been better off investing 59 4 L 504
the full amount right away 83% of the time, while the decision to split
the investment evenly over twelve months would have cost an average
of 2.8% in lost returns. This simple study assumes a portfolio* evenly 0 0%
o t = t 0

balanced between Canadian bonds and global equities.
Better off with a

Of course, no one wants to put money towork right before a market - - lump sum
correction, this myth being a prime example of one of the most well 5% 1 investment (83% | _so,
documented behavioural biases in finance: loss aversion. L of the time)

Yet, think of it this way. Would you invest in a strategy that loses 8 times
out of 10 and by an average of 2.8%? After all, these are the historical -10% - L _10%
properties of dollar cost averaging.

On average, dollar cost averaging over 12 months ha_s
underperformed a lump sum investment by -2.8%.
-15% - - -15%

1990 2000 2010 2020 2030
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Should investors fear recessions?

My t h Balanced portfolio (60/40)* total return
Investors should be fearful of recessions as they entail heawy financial
losses. Nov 1973 - Feb 1975 % -T% 12% 11%

_ Jan 1980 - Jun 1980 11% 9% 7% 31%
Reali ty Jul 1981 - Oct 1982 9% 15% 26% 57%
It is true that the most turbulent periods for markets are generally Jul 1990 - Feb 1991 4% 6% 9% 21%
concomitant with recessions. As such, those with eyes riveted on daily Mar 2001 - Oct 2001 1% 5% -8% -14%
stock exchange prices are very likely to experience fear in times of Dec 2007 - May 2009 1% -16% 9% -8%
economic downturn. Feb 2020 - March 2020 16% -9% 22% 28%
However, if we step back from market fluctuations and look, rather, at Average 4 ; 1% 1ug 1828

the historical performance of a basic balanced portfolio* during the last

seven recessions, we see that the average return was actually -1%.

Not something to celebrate, but far from the financial catastrophe many

seem to believe — especially when we consider returns in the previous rgctg‘s‘:izﬁfsidniyes l‘g;(‘))
and following years. What's more, let's not forget that recessions are

relatively rare events, covering only 13% of the last 53 years.

Therefore, itis notthe recession that investors should fear, but fear Number of ?j{i;‘{;%;‘
itself... or rather the risk of materializing heawy losses, when in the grip
of emotion, at an untimely moment.

666'9T
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Are GICs arisk-free alternative?

Income earned by investing $100,000 in a 1-yr. GIC (Canada)

Myth $12,000 1 mIncome generated r $12,000
Guaranteed Investment Certificates (GICs) offer a risk-free alternative $10,000 —Income needed to beat core inflation L $10,000
for investors seeking to at least preserve the purchasing power of their $8.000 - L $8,000
assets.
$6,000 4 — [ $6,000
H $4,000 4 = $4,000
Reality 1 -
4 ) ) ] $2,000 il - = = ——__ [ $2,000
GICs are mdged among thg safest investment vehicles avallab_le. ' %0 ' | |TTT'I'T| AT bl
However, their returns, while guaranteed, do not always cowver inflation, 1989 1994 1999 2004 2009 2014 2019
leaving their holders at risk of seeing their purchasing power decline
ower time. Total Cumulative Returns by Investment Strategy
. . . . . Initial $100,000 CAD Investment on December 31, 2010
Ultimately, the selection of an investment vehicle depends on risk $360000 1 o itiest r $360,000
tolerance - GICs may therefore be the right choice for some. Howeer, $320,000 1 _ g ianced Portfolio™ I $320,000
let's not forget the basic principle that investors willing to tolerate periodic $280,000 1 —ponds** - $280,000
market fluctuations are ultimately rewarded in the form of better returns $240,000 1 —1-Year Canadian GIC [ $240,000
over time. $200,000 { —Core Inflation - $200,000
$160,000 - F $160,000
As such, akey risk for investors whose investment horizonis $120000 { __ L $120,000
measured inyears may not be the short-term volatility of other $80,000 1 & ' ' ' ' L $80,000
assets, but rather the potential erosion of their purchasing power 2011 2013 2015 2017 2019 2021 2023

over the longrun.
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How strong is the “January effect”?

Myth

Stocks generally perform better in January than in other months.

Reality

It is true that January has more often resulted in positive and high
returns than what has been observed on average in the other months.
However, this trend has largely faded or even inverted in recent
decades.

Seasonal trends in the stock market seem to be more a matter of
chance. Thus, itis not surprising that a seasonal trend observed in one
period is not repeated in another period. Moreower, the obsenved
differences in performance are usually of marginal importance.

Since the past is no guarantee of the future and seasonal trends are not
always persistent, an investor iswell advised to ignore these
historical observations and maintain a systematic investment plan.
There is no need to wait until January to make this good resolution!

10 | M ciooffice (Data via Refinitiv, Bloomberg). S&P 500 monthly retums from January 1930 to December 2022.

Proportion of months with a positive return

1930-2022 60.5%

1981-2022 62.8%

1930-1980 64.7%

Mean monthly return

1930-2022

1981-2022

1930-1980 1.4%

m January mFebruary to December
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Are rate hikes bad for stocks?

Myth Markets and rate hikes (data since 1996)

Stocks generally perform poorly when central banks hike

. - Canada United States
their policy rate.

. Year # of rate Total return Year # of rate Total return
Real ity hikes* (S&PITSX) hikes* (S&P 500)

Each rate hike cycle has its own set of circumstances that often bring

additional volatility to markets. However, what normally prompts 1997 > 15.0% 1297 L 3.8
central banks to raise their policy rate is usually an economy that is 1998 3 -1.6% 1999 3 21.0%
showing strength and is expected to continue to do so; a typically 2000 4 7.4% 2000 4 -9.1%
favorable environment for stocks. 2002 2 -12.4% 2004 5 10.9%
0, 0,

Case in point: since 1996, the yearly total return of the S&P/TSX zggz j ij;;: zggz i 145'98;
averages 6.1% (8.9% for the S&P 500) when the Bank of Canada : '
(Federal Resene) hikes the overnight rate at least once, lower than the 2010 3 17.6% 2015 1 1.4%
9.2% (10.9% for the S&P 500) average of all years over that same time 2017 2 9.1% 2016 1 12.0%
period but still well into positive territory. 2018 3 -8.9% 2017 3 21.8%
To be clear, these historical trends are no guarantee for any specific 2022 L '5'80% 2018 4 '4'40?
year, as evidenced by the year 2022, whose unique circumstances ledto 2220 s >:1% 2022 1 -18.1%
substantial setbacks for stocks. Nevertheless, over the long run, odds Average (rate hikes) 6.1% 2023 (YTD) 4 16.9%
remain in favor of patient investors, regardless of the ups and downs of Average _ (allyears) 220 Average (rate hikes) 8.9%
policy rates. Average (all years) 10.9%
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Stock performance and the political party in power

Myth
The political party of the government in power has a significant impact
on equity market returns.

Reality

Over the very long term, history shows that stock markets have been
successful in continuing their upward trend regardless of which political
party is in power.

For example, since 1901, the annualized total return of the S&P 500 has
been largely positive during both periods with a Demaocratic presidentin
office (11.9%) and periods with a Republican presidentin office (7.8%).
Moreower, the difference between these two returns seems to stem
primarily from the economic environment over which politicians have
limited control, with Democrats taking power at the bottom of the Great
Depression in 1933 and at the bottom of the financial crisis in 2009.

In the end, history shows that investors benefit from not letting
politics and investments mix, as difficult as that may be at times!

12 | N

ClO Office (data via Robert J. Shiller at http://www.econ.yale.edu/~shiller/data.htm).

Growth of a dollar invested in the S&P 500: January 1901 - September 2023
Biden

100,000 -
Trump
mDemocratic President: 11.9% annualized return 5 ?bama
us
mRepublican President: 7.8% annualized return Clinton
10,000 A
Reagan
1.000 A Carter
NixonFord
Johnson
Kennedy
Eisenhower
100 A
Roosevelt
Hoover

10 A
1 4

1901 1911 1921 1931 1941 1951 1961 1971 1981 1991 2001 2011

2021

r 100,000

r 10,000

r 1,000

r 100

r 10
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Home country bias

Myth
It is more prudent to invest most of your portfolio in companies domiciled

at home and thus of greater familiarity than to “risk it” with foreign
corporations.

Reality

While predominantly investing in domestic equities might seem sufficient
and feel comforting, such a portfolio could, in fact, be just the
opposite. Do not confuse familiarity with safety.

Forinstance, Canada’s stock market’s high concentration in some of the
most cyclical sectors and its relative lack of growth-oriented companies
poses arisk that can result in unpleasant surprises if left undiversified.

The good news is that there are plenty of opportunities abroad to
complement for suchrisks. After all, Canadian stocks only represent
3% of the global equity investment universe... afar cry from the
~45% they account for in Canadians’ portfolios*. Home bias indeed!

13 | ™

25%
20%

15% 169 | The Canadian market
12% is heavily biased
10% ~/\ towards cyclical
sectors...
5%
0% t t
-5%
...nearly absent [
-10% Healthcare 0 in growth-
0 Technology _120/0 oriented
-15% -15% industries...
‘| Share of world equities
_| MSCI ACWI region weights | 1-year moving average -
- 61%
. . United States PP
h /" N~~~ ”-r-“~-
N s P
''''' P -
% M eem =TSR :‘ ...and a rather
"""" R T ISU L_small fraction of
i Europe, Australasia \-\_ the global
and the Far East “Seaes 2504| investment
g universe.
______________________________________________ 0
B = Canada 3 /0-
1997 2002 2007 2012 2017 2022

Sector allocation spread - Canadian vs. World Equities
S&P/TSX less MSCI ACWI sector weights | 1-year moving average

Financials

CIO Office (Data via Refinitiv. *Estimate based on an average from FMI's "Coordinated Portfolio Investment Survey" for 2014-2018.

r 60%
F 50%
r 40%
F 30%
r 20%
r 10%
- 0%
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Additional
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Short-term fluctuations, long-term stability

Descrlptlon S&P/TSX Total Return*
40% - - 40%

lllustrates how stock market returns can

fluctuate from year to year (blue columns) but 30% A L vear L 300

are very stable over the long term (red line). y

Helpful for investors highly concerned about 20% - - 20%

the short-term market outlook, although their

investment horizon is long-term. 10% == <B-2. -~ -1 _ L 10%

0% 0%

-10% - - -10%
-20% - 30 years (annualized) L -20%
-30% - - -30%
-40% - - -40%

1986 1991 1996 2001 2006 2011 2016 2021

ClO Office (data via Refinitiv). Data from 1956 to 2022 (first complete 30-years period = 1986).
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Annual stock market returns are rarely "average"

Description

lllustrates what one can "normally" expect in
terms of equity returns in any given year. It
shows that, although the average is between
5% and 10%, this result rarely occurs (15% of
the time). In fact, it's even more common to see
negative returns (29% of the time) or returns in
excess of 20% (30% of the time).

Helpful for investors questioning why annual
returns often seem exaggerated or bad,
when in reality these fluctuations are "normal".

16 | N

S&P/TSX: Annual Return Distribution (1957-2022)

60% - - 60%
52%
50% - L 50%
40% - L 40%
30%

30% - 29% L 30%
0, . - 0,
20% - 20%
12% 11%

10% - 5 I L 10%

0
0% . . . . [ . . 0%

Up 30% Up 20% Up 10% Up 5% to Up 0% to Down Down
or more oOr more oOr more 10% 5% 10% or
worse

CIO Office (data via Refinitiv).
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Even the best years for the stock market feature corrections

S&P/TSX Top 10 years of return (1957-2022)

Description
lllustrates the inevitable — yet not catastrophic — Year
nature of stock market corrections, as even the
top ten years of the Canadian market have seen 1979 44.8% -15.7%
an average correction of 10% (since 1957). 1983 35.5% -9.2%
_ . 2009 35.1% -20.1%
e s polental o
markets altogether. 1993 32.5% -5.0%
1999 31.7% -10.0%
1958 31.2% -1.1%
1980 30.1% -22.4%
1978 29.7% -9.2%
1996 28.3% -7.0%
Average 33.2% -10.1%

CIO Office (data via Refinitiv).
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The risk with market timing

D rintion S&P/TSX annualized total return (jan. 2002 - sep. 2023
escriptio o - i p. 2023) Lo
lllustrates how long-term returns can be
significantly and permanently influenced by o | | a0
missing just a few of the best days on the stock 8% /3% 8%
market (which, by the way, usually occur in
turbulent times). 6% - L 6%
Helpful for investorstempted by market 9
ey : 4% - 3.7% L 4%
timing. All too often, this comes at the expense 0 0
of the best ally of long-term investors: ,
compound returns. 2% - 1.8% - 2%
-
0% } } } } . 0%
-2% - -1.3% L 204
Fully ...excluding ...excluding ...excluding ...excluding

invested  top 10 days top 20 days top 30days top 40 days

CIO Office (data via Refinitiv).
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Returns over time: a matter of perspective

S&P 500 returns*

»
Description

Daily 54% 46%

lllustrates the random nature of shorter-term Monthly 65% 35%
stock market fluctuations (almost as often Quarterly 71% 29%
negative as positive on a daily basis), which 1year 80% 20%
gradually give way to predominantly positive 3years 83% 17%
returns as the time horizon increases. 5years 83% 17%
. . 10 years 93% 7%

Helpful for demonstrating the importance 20 years 100% 0%

(and power) of patience to investors

concerned about short-term fluctuations. CIO Office (data via Refinitiv). *Price index from 1966 to 1987. Total retum from January 1st, 1988.

S&P/TSX returns*

Daily 55% 45%
Monthly 63% 37%
Quarterly 68% 32%
lyear 73% 27%
3years 88% 12%
5years 96% 4%
10 years 100% 0%
20 years 100% 0%

CIO Office (data via Refinitiv). *Price index from 1966 to 1985. Total retum from January 1st, 1986.
— NATIONAL
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The power of dividends in the long run

Description S&P/TSX: Value of $100 invested in 1980
] o 4500 - Dividends explain 70% of cumulative returns since 1980 - 4500
lllustrates the importance that dividends can
have on long-term cumulative returns, 4000 - L 4000
accounting for 70% of total gains on the including dividends ($3739)
Canadian stock market since 1980. 3500 - - 3500
Helpful f(_)r investors unde'r the impression 3000 - L 3000
that their returnsrest entirely on share price
fluctuations, when, in reality, compound 2500 4 L 2500
dividends often explain more than the majority
of cumulative gains in the long run. 2000 - L 2000
1500 A - 1500
1000 - - 1000
500 - - 500
excludmg d|V|dends ($1078)
0 0

1980 1985 1990 1995 2000 2005 2010 2015 2020 2025
CIO Office (data via Refinitiv).
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The information and the data supplied in the present document, including those supplied by third parties, are considered accurate at the time of their
printing and were obtained from sources which we considered reliable. We reserve the right to modify them without advance notice. This information
and data are supplied as informative content only. No representation or guarantee, explicit or implicit, is made as for the e xactness, the quality and
the complete character of this information and these data. The opinions expressed are not to be construed as a sdlicitation or as an offer to buy or
sell the securities mentioned herein and should not be considered as recommendations. This communication creates no legal or contractual
obligation on the part of NBI.

This document is not considered a research product under Canadian law and regulation, and consequently is not governed by Canadian rules
applicable to the publication and distribution of research reports, including relevant restrictions or disclosures required to be included in research
reports.

NBI or its affiliates often act as financial advisor, agent or underwriter for certain issuers mentioned herein and may receive remuneration for its
senices. As well NBl and its affiliates and/or their officers, directors, representatives, associates, may have a position in the securities mentioned
herein and may make purchases and/or sales of these securities from time to time in the open market or otherwise. This document is for distribution
only under such circumstances in Canada and to residents of Canada as may be permitted by applicable law.

This document is not directed at you if NBI or any affiliate distributing this document is prohibited or restricted by any le gislation or regulation in any
jurisdiction from making it available to you. You should satisfy yourself before reading it that NBl is permitted to provide this document to you under
relevant legislation and regulations.

® NATIONAL BANK INVESTMENTS is a registered trademark of National Bank of Canada, used under license by National Bank Investments Inc.

© 2023 National Bank Investments Inc. All rights reserved. Any reproduction, in whole or in part, is strictly prohibited with out the prior written consent
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