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Keep calm in the midst of the equity market volatility

The US equity market experienced the second worst day in history on Mon-
day, when stock prices plunged nearly 12%, driven by fears of coronavirus.
Although the market is buzzing, we advise investors to keep calm in this envi-
ronment. Risk-taking is an essential part of investing, and in the long run, the
best returns come from cautiously increasing your investments as markets de-
cline. However, finding the bottoms is difficult, and the bad news might well

continue even as the market turns.
Black Monday

October 19, 1987, known as Black Monday,
haunts the market history books for a long time.
That day the US stock market saw its biggest one
day collapse, as the broad S&P 500 index fell by
more than 20 percent. This Monday's decline of
nearly 12 percent comes second in the equity mar-
ket statistics. Third place in that record is held by
Thursday 12 March this year. At the same time,
the third-highest rise in history in the United States
was Friday the 13™, when equity prices in the New
York Stock Exchange rose by more than 9 per-
cent.
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With the decline on Monday, the VIX index, the
market's fear factor, rose to its highest levels ever.
Only in the financial crisis in 2008 did we observe
similar nervousness. It is fair to say that these are
historical times in the financial markets. During the
past nearly 60-year recorded history that we have
available, US stock prices have risen by slightly
above 6% on average annually. Dividends

included, the annual return is estimated some-
where between 8 and 9 percent.

%
100 H

80 —
60 —

40

20

| | | | I | | |
06 08 10 12 14 16 18 20

- VX index, closing price

In other words, in this market situation, one day's
average profit is made or eaten. This is why, espe-
cially in the midst of market uncertainty, it is good
for the investor to hold on to his hat and accept the
nervousness of the market. Incorrectly timed pur-
chases and sales can very easily destroy multi-
year returns.

Recession is here, are you ready?

The world economy has almost certainly plunged
into recession as vast restrictive measures are de-
ployed in the societies to fight the coronavirus. At
the same time, the fundamentals of economic fore-
casts change every day and visibility is very poor.
Uncertainty about the economic outlook naturally
depresses stock prices, but the market has already
priced in a rather weak economic outlook. Stock
prices in the United States have fallen from their
peak at the end of February by roughly a similar
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amount as they have usually done during an aver-
age economic downturn.
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We estimate that the market is already discounting
a fairly grim economic outcome, so from this point
of view, a significant part of the decline in the stock
market is probably already behind us. The financial
crisis, for example, saw the market turn around
when the recession was deepest. However, contin-
uing bad news will hold their grip on the market for
a while still. When there is enough stimulus to re-
verse the economic effects of the corona slow-
down, the market may turn around quickly. The
same thing happens if investors' fears overshoot.
There are already some indications of this. At the

same time, however, it is good to remember that
even extreme fear can persist for a good while.

There is hope amidst the horror

Amidst recession news and rattling stock market
records, good news gets very little weight. These
are undoubtedly monetary and fiscal stimulus
measures done by central banks and govern-
ments, which will eventually put the economy on
its feet and, at least temporarily, for faster growth.
Likewise, the restart of the Chinese economy, the
increase in the workforce of online retailers and
the signs of a peak in new corona cases in Italy
are good news the financial market pays little at-
tention to at the moment. Of course, this is also
natural, because in the short term, uncertainty out-
weighs the positive elements.

Before long, we think that also this crisis will prove
to be a good opportunity for investors to add to
their holdings, even though the uncertainty can
feel daunting in the darkest moments. It is a good
idea to diversify your investments over time and
add investments little by little, taking advantage of
the weak moments in the market.

Investments, Nordea Wealth Management,
18 March 2020
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Disclosures and disclaimer

Disclaimer

Nordea Investment Center gives advice to private customers and small and mediumsized companies in Nordea regarding investment strategy and concrete generic
investment proposals. The advice includes allocation of the customers’ assets as well as concrete investments in national, Nordic and international equities and bonds
and in similar securities. To provide the best possible advice we have gathered all our competences within analysis and strategy in one unit - Nordea Investment Center
(hereafter “IC”).

This publication or report originates from: Nordea Bank AB (publ), Nordea Danmark, filial af Nordea Bank AB (publ), Sverige, Nordea Bank AB (publ), Finnish Branch and
Nordea Bank AB (publ), filial i Norge (together the “Group Companies”), acting through their unit Nordea IC. Nordea units are supervised by the Swedish Financial Super-
visory Authority (Finansinspektionen) and each Nordea unit’s national financial supervisory authority.

This publication or report is intended only to provide general and preliminary information to investors and shall not be construed as the sole basis for an investment deci-
sion. This publication or report has been prepared by IC as general information for private use of investors to whom the publication or report has been distributed, but it is
not intended as a personal recommendation of particular financial instruments or strategies and thus it does not provide individually tailored investment advice, and does
not take into account your particular financial situation, existing holdings or liabilities, investment knowledge and experience, investment objective and horizon or risk
profile and preferences. The investor must particularly ensure the suitability of his/her investment as regards his/her financial and fiscal situation and investment objec-
tives. The investor bears all the risks of losses in connection with an investment.

Before acting on any information in this publication or report, it is recommendable to consult one’s financial advisor.

The information contained in this report does not constitute advice on the tax consequences of making any particular investment decision. Each investor shall make
his/her own appraisal of the tax and other financial advantages and disadvantages of his/her investment.

Distribution

The securities referred to in this publication or report may not be eligible for sale in some jurisdictions. This research report is not intended for, and must not be distributed
to private customers in Great Britain or the US.

This publication or report may be distributed by Nordea Bank S.A., Singapore Branch, which is subject to the supervision of the Monetary Authority of Singapore,
www.mas.gov.sg. This research report is intended only for, and may be distributed only to accredited investors, expert investors or institutional investors in Singapore.

This publication or report may be distributed by Nordea Bank Luxembourg S.A., 562, rue de Neudorf, L-2015 Luxembourg which is subject to the supervision of the Com-
mission de Surveillance du Secteur Financier.

This publication or report may not be mechanically duplicated, photocopied or otherwise reproduced, in full or in part, under applicable copyright laws.
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