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As different as this
crisis may seem, the
response seemsall
too familiar, with
panic being just

as contagious as
any virus.
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It's often said that history doesn’t repeat itself, but it often rhymes. However,
seeing our schools shut, offices closed, and neighbors in masks surely can make
one wonder, maybe “this time is different.” We are at a watershed moment: the
level of disruption across global industries, and the speed at which markets have
upended is truly unprecedented. However, as different as it may seem, the
response to the crisis feels all too familiar. Human behavior is remarkably
consistent over time, and one of those behaviors, panic, is just as contagious as
any virus. But we can take solace in knowing that our investment playbook is
designed to leave out emotion from our response. Disciplined diversification and
a systematic process can remove decisions rooted in panic and position investors
to take advantage of potentially significant long-term opportunities.

Speed of the Crisis

The speed at which the coronavirus has spread across the world has been a
made-for-TV-moment. As the rate of contagion has accelerated, so too has the
market's reaction. We have seen one of the quickest falls into a bear market
(greater than 20% decline) in US history, with the market plunging from an all-
time high on February 19 into a bear market only 16 days later. In prior crises
like the Dot-Com Bubble and the Global Financial Crisis (GFC), the bear markets
came about much more gradually, over the course of half to a full year.

EXHIBIT 1: NUMBER OF DAYS FROM MARKET PEAK TO BEAR MARKET
DOT-COM 242
GFC 188
1987 CRASH 38
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We are witnessing
unprecedented actions,
including the complete
shutdown of many
industries within the
global economy.
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EXHIBIT 2: MARKET DRAWDOWNS
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Level of Disruption

During the GFC, investors were worried about the unraveling of the financial
system and the potential for another Great Depression. But never during the GFC
did people worry about their own physical health or that of their families. In fact,
you would be hard-pressed to name a similar period of fear for one’s wellbeing
for such a large segment of the global population since at least the second world
war. As a result of that fear we are witnessing unprecedented actions, including
the complete shutdown of many industries within the global economy.
Determining the full impact of this is little more than speculation, as there is no
recent historical precedent and as the data points start to roll-in we will likely see
numbers that would have been unthinkable a few weeks ago.

EXHIBIT 3: US JOBLESS CLAIMS AT UNPRECEDENTED LEVELS
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Source: Bloomberg.

Therefore, in many ways this crisis is truly unprecedented, rightly begging the
eternal question for investors - “Is this time different?”



All crises are inherently
different. However,
people’s reaction to them
is remarkably consistent,
and there is no evidence
to suggest that this has
changed.
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Why it’s Not as Different as You Might Think

It's said that “generals always fight the last war”, and in our context it can be
said that “economists always fight the last recession”, but it's said for good
reason. All crises - whether they be wars, depressions, or even pandemics - are
inherently different from one another. However, people’s reaction to them is
remarkably consistent, and there is no evidence to suggest that this has changed.

As the brain assesses a threat it triggers a fight-or-flight response, anxiety rises,
and logical processing and reasoning diminish. The infectious nature of the panic
moves from individuals to crowds, which leads to herding behavior. For example,
even though grocery stores indicated no sign of supply disruptions, and
governments made no threats of closures, panic buying of non-perishables and
household goods over the last few weeks has been rampant.

The same behavior applies to sell-offs and run-ups in financial markets. While
repricing of assets is likely necessary in light of this crisis, we are almost certainly
going to see an overreaction (if we have not already) as panic and indiscriminate
selling spreads. This can be seen time and again throughout history as investors
react out of fear, in the fog of “now’, undoubtably making mistakes that will
later seem all too obvious in the clear skies of hindsight.

EXHIBIT 4: S&P 500 TRAILING PRICE/EARNINGS RATIO
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Waiting for the All-Clear Sign

News headlines from March 6t, 2009 were dominated by one of the worst
monthly jobs report in US history as 744,000 jobs were lost in a single month.
March 9th, two days later, the US equity market bottomed and began its recovery
despite the backdrop of a recession raging on. Historically, this is not an isolated
incident. Over the last 80 years, the market has bottomed on average 107 days
before the end of a recession. While we hear various estimates of time until the
market bottoms, days until virus outbreaks peak and the length of the impending
recession, there won't be an “all-clear” sign for when the market starts to
recover and it's “okay” for investors to jump back in.

This raises the importance of two time-tested investment pillars - diversification,

Looking back over o
and a systematic investment process.

time, one can see
the importance of

. . Diversification
Income versus capltal

T Diversification protects investors from overreaction as a balanced portfolio should
appreciation in times of mitigate some of the volatility and drawdowns. In good times, investors place
uncertainty and lower increased value on future opportunities and earnings, as an overzealous fear of
economic growth. missing out drives their decisions leading to outperformance of more cyclical
portions of the market. However, during more turbulent times, investors put an
increased value on certainty, focusing on fundamentals such as dividend income,
and earnings stability. In fact, looking back over time, one can see the
importance of income versus capital appreciation in times of uncertainty and
lower economic growth.

EXHIBIT 5: CONTRIBUTION OF CAPITAL APPRECIATION AND DIVIDEND INCOME
WITHIN S&P 500 RETURN
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Source: Bloomberg, S&P 500 Returns.
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Historically, some of the
bestdays in the market
have often followed the
worst. A systematic
process attempts to save
investors from missed
opportunities.
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Systematic Investment Process

While diversification attempts to protect portfolios from overreacting during
periods of crisis, a systematic process attempts to protect portfolios from
underreacting during one. While we are confident that markets will eventually
find a bottom, determining when will be challenging. So, as the desire to sit on
the sidelines grows, it is worth remembering that even missing out on a small
number of days in the market could have a significant impact on long-term
returns, as some of the best days in the market have often followed the worst.
Taking the emotion out of investor behavior will ensure investors take advantage
of large price swings and increased volatility.

EXHIBIT 6: THE RISK OF MISSING OUT
20-YEAR ANNUALIZED RATE OF RETURN AS OF MARCH 26, 2020
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Source: Bloomberg, S&P 500 Returns.

Conclusion

This time feels different, and that's because, in some ways, it is. The speed and
scale of this crisis is truly unprecedented. Nevertheless, investor reactions are and
will be the same. Human behavior is consistent through time, and like many
crises past, people and markets will panic, leading many investors to overreact,
creating enormous volatility but also significant opportunity. We take comfort in
our playbook, with diversification and a systematic process as the bedrock of our
investment approach. Mitigating emotion, evenin the best of times, is not easy.
But our process is our guiding compass in these turbulent markets.



This material is intended forinformational purposes onlyand it is notintended that it be relied on to make any investment decision. It was prepared
without regard to the specific objectives, finandcial situation or needs of any particular person who may receive it. It does not constitute investment advice
or arecommendation or an offer or solicitation and is not the basis for any contract to purchase orsell any security or other instrument, or QS Investors,
LLC to enter into or arrange anytype of transaction as a consequence of anyinformation contained herein. QS Investors, LLC does notgive anywarranty
as to the accuracy, reliability or completeness of information which is contained in this document. Except insofar as liability under any statute cannotbe
excluded, no member of QS Investors, LLC, the Issuer or any officer, employee or associate of them accepts any liability (whether arising in contract, in tort
or negligence or otherwise) for any error or omission in this documentor for any resulting loss or damage whether direct, indirect, consequential or
otherwise suffered by the recipient of this documentorany other person.

The views expressed in this document constitute QS Investors’ judgmentat the time ofissue and are subjectto change. The value of shares/units and their
derived income may fall as well as rise. Past performance or any prediction or forecast is notindicative of future results. This document is only for
professional investors. Investments are subject to risks, including possible loss of principal amountinvested.
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