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The outperformance of low volatility
strategies in the month of May and in 2018

is testament that the strategies deliver one
of their key benefits — downside protection

in challenging markets. Against an uncertain
market outlook, this helps investors stay
invested and enjoy market-like returns over
the long-term, but with much lower volatility.

The adage “Sell in May and go away” seemed to
ring true again for investors in May this year where
almost every equity market fell on the back of rising
trade tensions between the US and China.
However, as markets correct, valuations fall and
opportunities emerge. We note that the price

to earnings ratio of Asian equities is close to its
historical average. Meanwhile, valuations of global
equity markets are below their historical averages.
How can investors take advantage of emerging
opportunities while navigating rising market
volatility?

Low volatility strategies may be the answer.
Low volatility strategies tend to fall less when
markets correct, which helps investors stay invested
and remain positioned to participate in the upside
when markets eventually rise again.

As equity markets tumbled in May, low volatility
strategies, as measured by the MSCI AC Asia Pacific
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ex Japan Minimum Volatility Index and the MSCI
AC World Minimum Volatility Index outperformed
their respective broad market indices. Not just in
May, the low volatility indices outperformed their
broad market indices since the market began falling
in April this year as well as in 2018. See Fig. 1.

By falling less when the markets correct, low
volatility strategies tend to outperform the markets
over an up/down market cycle. For example, if
we were to consider the rallies in 2016 and 2017
followed by the correction in 2018, the MSCI AC

Fig. 1. Low volatility indices outperform in falling markets3?
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World Low Volatility Index outperformed the MSCI
World Index over this period up to end May 2019
(See Fig. 2).

The low volatility effect, which underpins these
strategies, refers to how lower volatility stocks
keep up with and even tend to outperform higher
risk stocks over the long term, defying traditional
finance theory. Research® reaching as far back as
1967 shows that this effect exists across different
markets. Meanwhile, since the effect arises from
behavioural biases including the tendency for
investors to overpay for glamourous stocks and
overconfidence bias, it is not expected to go away
anytime soon.

Given that a resolution to the ongoing trade
tensions might take some time, market volatility is
likely to persist. Adding low volatility strategies into
a portfolio can help provide investors with some
downside protection.

That said, should there be a quick resolution to
the trade woes, this would probably surprise the
market and result in a strong rally. Investors may be
better off staying in the market — missing out on
the 10 best trading days has been shown to reduce
gains by more than 40%?¢. Low volatility strategies
can help investors stay invested by dampening the
overall volatility in their portfolio when markets fall.

RATE CUTS BODE WELL FOR LOW VOLATILITY
STOCKS

Meanwhile, the markets are expecting that the
Federal Reserve (Fed) would cut interest rates to
mitigate any growth slowdown and other negative
spillover impacts from the trade tensions. At the
point of writing, the futures market is pricing in an
84% probability of a rate cut in July and a 95%
probability of another cut in September 7.

Should the Fed embark on a rate cutting cycle,
this could bode well for low volatility strategies.
Research looking at median returns during the 12
months following the last 7 Fed rate cutting cycles
shows that the low volatility factor, together with
momentum, tends to outperform. See Fig. 3.
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Actively managed low volatility strategies can
potentially enhance returns by selecting stocks
with favourable traits and avoiding those with
undesirable characteristics (e.g. unattractive
valuations, poor analyst sentiment). This potentially
increases the odds of picking winners in the

portfolio.

With low volatility strategies, investors need
no longer sell in May or any other month for that
matter. Given the uncertain outlook for markets,
low volatility strategies can provide a cushion
during down markets and prevent investors from
missing out should events transpire to cause
markets to rally. Ultimately, with low volatility
strategies, investors can enjoy market-like returns
over the long-term, but with much lower volatility.

up/down market cycles*

Fig. 2. Low volatility index typically outperforms across
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Fig. 3. Factor returns following the start of Fed cutting
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Sources: 'Bloomberg, as at 24 May 2019. Past performance is not necessarily indicative of the future or likely performance. ?Bloomberg. Analysis over 10-year data
as of end May 2019. 3Bloomberg. June 2019. In USD terms. Past performance is not necessarily indicative of the future or likely performance. “Bloomberg. June
2019. Past performance is not necessarily indicative of the future or likely performance. *Pratt (1967). Black, Jensen and Scholes (1972). Baker and Haugen (2012).
6Analysis done by comparing a buy and hold strategy for the MSCI Asia Pac ex Japan Index for the last 15 years (as of end May 2019) versus another strategy which
missed out the 10 missing trading days. Bloomberg. For illustration purposes only. Past performance is not necessarily indicative of the future or likely performance.
’Bloomberg. 13 June 2019. 2Goldman Sachs Global Investment Research. As of 6 June 2019. Past performance is not necessarily indicative of the future or likely
performance.
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Singapore and Australia (for wholesale clients only) by Eastspring Investments (Singapore) Limited (UEN: 19940763 1H), which is
incorporated in Singapore, is exempt from the requirement to hold an Australian financial services licence and is licensed and regulated
by the Monetary Authority of Singapore under Singapore laws which differ from Australian laws.

Hong Kong by Eastspring Investments (Hong Kong) Limited and has not been reviewed by the Securities and Futures Commission of
Hong Kong.

Thailand by TMB Asset Management Co. Ltd. Investments contain certain risks; investors are advised to carefully study the related
information before investing. The past performance of any fund is not indicative of future performance.

Indonesia by PT Eastspring Investments Indonesia, an investment manager that is licensed, registered and supervised by the Indonesia
Financial Services Authority (OJK).

Malaysia by Eastspring Investments Berhad (531241-U).

United States of America (for institutional clients only) by Eastspring Investments (Singapore) Limited (UEN: 19940763 1H), which
is incorporated in Singapore and is registered with the U.S Securities and Exchange Commission as a registered investment adviser.

European Economic Area (for professional clients only) and Switzerland (for qualified investors only) by Eastspring Investments
(Luxembourg) S.A., 26, Boulevard Royal, 2449 Luxembourg, Grand-Duchy of Luxembourg, registered with the Registre de Commerce
et des Sociétés (Luxembourg), Register No B 173737.

United Kingdom (for professional clients only) by Eastspring Investments (Luxembourg) S.A. - UK Branch, 125 Old Broad Street,
London EC2N TAR.

Chile (for institutional clients only) by Eastspring Investments (Singapore) Limited (UEN: 199407631H), which is incorporated in
Singapore and is licensed and regulated by the Monetary Authority of Singapore under Singapore laws which differ from Chilean laws.

The afore-mentioned entities are hereinafter collectively referred to as Eastspring Investments.

The views and opinions contained herein are those of the author on this page, and may not necessarily represent views expressed or
reflected in other Eastspring Investments’ communications. This document is solely for information purposes and does not have any
regard to the specific investment objective, financial situation and/or particular needs of any specific persons who may receive this
document. This document is not intended as an offer, a solicitation of offer or a recommendation, to deal in shares of securities or any
financial instruments. It may not be published, circulated, reproduced or distributed without the prior written consent of Eastspring
Investments. Reliance upon information in this posting is at the sole discretion of the reader. Please consult your own professional adviser
before investing.

Investment involves risk. Past performance and the predictions, projections, or forecasts on the economy, securities markets or the
economic trends of the markets are not necessarily indicative of the future or likely performance of Eastspring Investments or any of the
funds managed by Eastspring Investments.

Information herein is believed to be reliable at time of publication. Data from third party sources may have been used in the preparation
of this material and Eastspring Investments has not independently verified, validated or audited such data. Where lawfully permitted,
Eastspring Investments does not warrant its completeness or accuracy and is not responsible for error of facts or opinion nor shall be
liable for damages arising out of any person’s reliance upon this information. Any opinion or estimate contained in this document may
subject to change without notice.

Eastspring Investments (excluding JV companies) companies are ultimately wholly-owned/indirect subsidiaries/associate of Prudential
plc of the United Kingdom. Eastspring Investments companies (including JV's) and Prudential plc are not affiliated in any manner with
Prudential Financial, Inc., a company whose principal place of business is in the United States of America.
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