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Executive Summary

October came as a relief after two consecutive months of market declines. Global equities

rallied, while global bonds fell marginally. However, for most investors, the narrative

continues to be tougher and more volatile times ahead; with news of slower growth and

additional rate hikes making headlines.

When markets are volatile, as they are now, it is easy to confuse volatility with risk, but the

two are not synonymous. Volatility refers to price swings, whereas risk refers to the

possibility of permanent losses as a result of poor investment decisions (such as buying bad

investments and/or panic selling).

While volatility can be unpleasant to sit through, investors can use it to their advantage.

Buying good investments at below-average prices, especially during periods of market

declines, allows investors to achieve higher-than-average returns over the long term. The

current environment is in fact a good opportunity to accumulate units at attractive prices.

Such areas include Asian High Yield (AHY) within fixed income, and US Small-Caps or

Emerging Markets within equities.

Arguably, one can choose to stay out of markets completely, but as aforementioned, that

would mean giving up on the chance for a better return. A better way is to increase our

resilience in a market downturn; by investing in Healthcare whose earnings and performance

have proven to be defensive in such periods. Overall, the sector reported better-than-

expected earnings at a time when earnings across markets have fallen; and on average

responded with an outperformance of 2.99% to the broader markets.

As humans, we tend to exaggerate the impact of "losses" even if we recognize them as

temporary and part of the investment journey. For this reason, it is important to establish

and stick to sound investment principles so that one remains level-headed and invested with

the confidence of realizing an investment’s potential returns. For us, this means investing in

opportunities with attractive Fundamentals, Valuations, and Technicals.
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M A R K E T  R E V I E W

Global equities were up 6% in October.
Normally, such a monthly gain might generate
a lot of excitement. Some investors might
wonder why they did not invest in September
to participate in October’s gains. Others might
also consider investing in November in the
anticipation of more gains.

However, investors are not likely to be so
excited as prior to October, they have only
seen declines in 2022. In fact, 2022 has
already seen seven down months. This
number of down months is not common; over
the past 35 years, there have been only 7
years with at least seven down months.

Yet there is some silver lining. What might be
interesting for some investors is that in 5 of
those 7 years, the following year registered
higher-than-average gains of 19.83%.

Source: Bloomberg, Global Equities: MSCI All Country

World Index from 31/12/1987 to 31/10/2022.

Nevertheless, with so much bad news around,
investors might find it hard to accept that the
returns ahead are better than average. They
may even worry about a subsequent market
crash. One thing is true, markets have a way
of playing with our minds; any future market
crash looks like a threat, but all past
crashes look like opportunities.

But one thing everyone can agree on is that
with the swings seen this year, markets are
volatile whether one looks at returns on a
monthly or yearly basis.

Volatility is necessary for return
Last month, we mentioned that volatility is not
risk. Here we extend that further by saying
that volatility is necessary in order to have
return.

The following table shows that bond investors
have been able to compound their wealth by
taking on volatility, experiencing maximum
monthly gains and losses of about 3% along
the way.

Source: Bloomberg, Global equities: MSCI All Country

World index, Global bonds: Bloomberg Global Aggregate

index from 31/1/1990 to 31/10/2022

The table also shows that greater volatility is
necessary for investors seeking even higher
return through equities.

Volatility works both ways
While October was a huge gain by most
standards, the table shows that equities can
have even larger monthly gains. However, few
pay attention to gains as they are readily
acceptable (or even assumed) as part and
parcel of investing.

Conversely, many pay attention to volatility
only when markets are down as these are the
ones they struggle to accept as part and parcel
of investing.

This human tendency to magnify the
impact of losses works against investors. If
they do not pay attention to the fact that
volatility works both ways, an investor will sell
on declines and create permanent capital loss.

Volatility creates opportunity
Volatility will always trigger the urge to do
something: Sell, Hold, or Buy.

Because many investors don't have the
patience and feel the urge to sell, one already
has a competitive advantage if they decide to
hold. Some other investors decide to buy as
they can get above average return by buying
at below average prices. Of course, investors
need to be sure that they are holding/buying
into something of value over the longer term,
then volatility will play to their benefit; it is a
multiplier, not just a plus.

That is why, as counterintuitive as it seems,
investors should be happy when markets
drop. Which type of investor would you rather
be?

Number of 
years with at 
least 7 down 

months

Number of 
years where 

following 
year was 
positive

Average 
return where 

following 
year was 
positive

7 5 19.83%

Market
Value of 

$100

Max 
monthly 

gain

Max 
monthly 

loss

Global 
bonds

$525 3.49% -3.21%

Global 
equities

$841 12.21% -19.91%



P O S I T I O N I N G  F O R  R E COV E R Y

Last month, we offered a few simple ways for
long-term investors to do better than
average:

1. Volatility ≠ Risk. Investors can embrace
volatility to take advantage of emotional
buying and selling in the short term.

2. Buying the winner (or selling the loser)
does not necessarily make you a
winner. Buying into past performance
means buying into returns that have
already been realized.

3. Invest in tennis balls, not bowling
balls. Some investments bounce back,
while others crash into the ground – we
utilize our Fundamental, Valuation,
Technical (FVT) framework to differentiate
the two.

These ‘principles’ have served investors well
throughout history; and are certain to
continue to do so going forward. The recent
market performance also shows that they
remain useful signposts for investors to
navigate today’s markets.

We earlier said that volatility is necessary for
returns. With that in mind, what can we make
of the recent volatility in China equities?

China Equities: Weekly Decline & Gains

Source: Bloomberg. CSI 300 in USD. 4/29/2022-11/4/2022

The above clearly shows that volatility works
both on the downside and upside. Herein also
lies the opportunity. A recent Goldman Sachs
report estimated that in event of a full re-
opening of the China economy, equities are
expected to respond with a gain of about
20%¹.
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Why not wait until after the re-opening is
announced to buy? It is for the simple fact that
markets are forward-looking and expected to
rally before actual news of re-opening. If
anything, recent rallies are perhaps pricing in
a glimmer of a recovery scenario playing out
going forward².

Another noteworthy observation is the
encouraging year-to-date performance of US
small-caps amid recessionary concerns – some
would be surprised to know that ‘volatile and
riskier’ small-caps are doing better than the
‘blue-chip’ large-caps (Year-to-date: S&P Small-
Cap 600 Index -13.7%, S&P 500 -17.7%). Could
this be the start of a new cycle of small-cap
leadership?

“The market is starting to move from areas
where there is still risk to be priced in and
into the areas where a lot of risks have
already been baked in.”

- Lori Calvasina, 

Head of US equity strategy at RBC Capital Markets 

Interestingly, October also saw a few mega-
cap tech stocks declining sharply even as
markets were generally positive (e.g. Meta,
Amazon, and Microsoft all saw outsized
declines after reporting their earnings);
helping to reiterate the point that past
winners are not always expected to be future
winners.

Of course, we cannot just invest in areas that
are the most volatile or have experienced the
largest declines (If only it were that simple!).
Instead, our FVT process helps us to identify
good investments with better margin-of-safety
that can offer investors less of the downside
and more of the upside.

We understand that in a market decline,
recovery is always the last thing on investors’
minds – with all the doom and gloom in news
headlines, it is no wonder. That said, history
teaches us that the strongest recoveries also
come after such periods, making it important
for investors to remain invested. We hope that
by providing another perspective our investors
may gather the confidence to ride through the
volatility and enjoy the subsequent recovery.
¹ https://www.bloomberg.com/news/articles/2022-11-07/china-

stocks-may-rally-20-on-a-full-reopening-goldman-says

²https://www.bloomberg.com/news/articles/2022-11-07/chinese-

stocks-trade-volatile-at-open-as-covid-zero-reaffirmed

The information contained herein: (1) is proprietary to Finexis Asset Management and/or its content providers; (2) may not
be copied or reproduced; and (3) is not warranted to be accurate, complete or timely. Neither Finexis Asset Management
nor its content providers are responsible for any damages or losses arising from any use of this information. Past
performance is no guarantee of future results.

https://www.bloomberg.com/news/articles/2022-11-07/china-stocks-may-rally-20-on-a-full-reopening-goldman-says
https://www.bloomberg.com/news/articles/2022-11-07/chinese-stocks-trade-volatile-at-open-as-covid-zero-reaffirmed


VUCA is used to describe environments with Volatility, Uncertainty, Complexity and Ambiguity

S TA B I L I T Y  A M I D  V U C A
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Volatility in economies and markets persist,
highlighting the importance of our ‘stability’
position via Healthcare equities. As economies
slowed, we have increasingly allocated more
to Healthcare where we have higher
confidence that it will outperform in the event
of a prolonged downturn.

Here we elaborate on why healthcare
fundamentals are suitable as a resilient part
of a portfolio, how valuations provide a
margin of safety, and how markets have been
responding well to healthcare fundamentals
and valuations.

Biotech is not as risky as thought
We recently added specific biotech exposure
as part of the healthcare theme. The word
“biotech” may lead some to think of risky
companies that burn cash trying to develop
experimental drugs.

Our biotech exposures focus on established
biotech firms with profit and cash flow. These
are durable franchises with an established
portfolio of drugs, coupled with a visible
pipeline of drugs in development.

The drug pipeline provides growth upside and
margin expansion potential, while reducing
dependence on any single drug.

At the same time, these biotech firms have
similar earnings and performance resilience as
the broader healthcare sector, allowing them
to benefit from economic slowdown.

Healthcare has the best valuation among
defensive sectors
The orange bars show the defensive sectors,
sectors whose fundamentals allow them to be

more resilient than other sectors during
economic and market downturns. The chart
also shows that healthcare and biotech have
the best valuations among defensive sectors,
making them better choices to improve the
stability of a portfolio.

Markets are responding well to
healthcare’s fundamentals and valuations
As the earnings season is underway, it is a
good exercise to review price action in the
context of healthcare sector fundamentals.

Overall, earnings across the market excluding
the volatile energy sector have declined 4%,
which is in line with our view of a slowing
economy.

In such an environment, healthcare equities
continue to be resilient amid the uncertain
economic environment, consistent with their
more defensive nature. According to Goldman
Sachs, more than half (52%) of Healthcare
companies have reported earnings that were
better than expected; slightly better than the
market average (47%). Investors would be
pleased to know that such earnings beat led to
an outperformance of 2.99% vs the broader
market as shown in the chart below.

Earnings Beats in Healthcare rewarded more
than any other sectors

It is important to emphasize that the
outperformance happens because of the
positive fundamentals and attractive
valuations. If valuations were poor, it would
be hard to outperform even with better-
than-expected earnings.



What about all the bad news on Evergrande, Longfor
etc.?
Any crisis is a good opportunity to flush out the
over-leveraged players. Single companies will
indeed go bust, but we are not betting on a
single name. It is important to emphasize that
the AHY investment is a diversified
exposure to a segment that has the highest
return among all fixed income segments
globally.

Investors who can sit through a crisis not only get
the subsequent return, they also are invested in
even better fundamentals as the remaining
players are crisis-proven.

What if China takes more time to turn around?
While a lot of the discussion (and attention) on
AHY has been about China, one needs to
remember that AHY is not just about China;
China & Hong Kong comprise 38% of AHY
exposures. AHY is also not just about real
estate, with the sector making up 21% of
exposures*.

Today, AHY is diversified outside of China
and real estate without compromising on
the upside. In fact, exposures to other high
growth Asian economies such as India and
South East Asia make up majority of the
exposures. Even if China takes more time to
turn around, the AHY investments are able to
derive yield from other sources.
*Source: Blackrock Global Funds as at 30/9/2022

As investors ask “where can I get more return from
fixed income?”, the answer is obvious: With yields
exceeding 15%, Asian high yield (AHY) stands out
as having the highest yield among major fixed
income segments globally as shown in the chart.
Yet AHY is also the “obvious” segment that
investors are avoiding today. Here we take the
chance to address some questions investors may
have.

How will my existing exposure fare?
The chances of winning in Asian high yield
have not changed despite the declines.
Fixed income markets have shown throughout
history that starting yield is a good predictor
of performance. Investors who have exposure
to AHY at the start of the year have
experienced declines, but should expect to
compound just under 9% p.a. going forward
based on the starting yield indicated by the
diamond. The chances of winning only go
away the moment one sells.

What do I do going forward?
It is natural to be nervous about existing
investments during periods of heightened
volatility. As mentioned above, the chances of
winning do not change despite the volatility.
Volatility creates opportunity; as one reviews
the portfolio, also focus on what can be added.
The chart shows that AHY yields at 15% are even
higher today compared to 9% at the start of the
year, meaning those with capital should be
deploying instead of staying on the sidelines.

S E A R C H  F O R  Y I E L D
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Positioning for Recovery Stability Amid VUCA Search for Yield

China ‘A’ Equities Healthcare Equities Asian High-Yield Bonds

Emerging Markets Equities Government Bonds
Emerging Markets Short 

Duration Bonds

US Small-Cap Equities

Europe Equities

H OW  A R E  W E  P O S I T I O N E D ?
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The ‘Positioning for Recovery’ positions are expected to do well as the economy and markets
gradually work through current shorter-term volatility, while the complementary Stability and Yield
positions provide effective diversification to the rest of the portfolios.

Including ‘Government Bonds’ under Stability Amid VUCA’ for better clarity of portfolio positioning.

The information contained herein: (1) is proprietary to Finexis Asset Management and/or its content providers; (2) may not
be copied or reproduced; and (3) is not warranted to be accurate, complete or timely. Neither Finexis Asset Management
nor its content providers are responsible for any damages or losses arising from any use of this information. Past
performance is no guarantee of future results.



US Small-caps as relative valuations are attractive and expected to benefit as
economies recover. Healthcare as earnings are more stable and less dependent on
broader economic cycle.

Relative valuations are attractive and expected to benefit as economies recover

United States

Europe

Maintaining no exposure as they are less attractive compared to other
opportunities

Japan

Maintain China ‘A’ slight overweight as deleveraging cycle has taken its course,
with credit conditions expected to improve.

Asia Pacific ex Japan

Neutral as valuations are attractive relative to developed markets, but where
earnings tend to be less resilient

Emerging Markets

Equity: Regions

Focus on currency-hedged government bonds to buffer portfolio volatility during
periods of stress.

Maintaining no exposure as low incremental yield and long duration credit
exposure are less attractive than other segments

Global

Investment Grade Corporate

Maintaining no exposure due to relative poorer valuations.

US High Yield

Attractive yield across major fixed income markets with room for capital
appreciation and better fundamentals.

Asia

Hard currency short duration focus to focus on return from credit while limiting
exposure to emerging market currencies and interest rate risk.

Emerging Markets Debt

Fixed Income

-- Underweight – Slight Underweight = Neutral + Slight Overweight ++ Overweight

A S S E T  A L LO C AT I O N  S T R AT E G Y
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Equity Regional MTD YTD 10Y 20Y

Global 6.06 -20.80 8.58 8.47

United States 8.10 -17.72 12.77 9.80

Europe 7.42 -24.31 4.95 6.92

Japan 2.33 -23.09 5.69 5.11

Asia Pacific ex Japan -4.21 -29.48 2.49 8.16

Emerging Markets -3.09 -29.22 1.15 8.57

Equity Markets MTD YTD 10Y 20Y

Australia 5.49 -14.54 5.03 10.94

Brazil 10.38 19.09 -2.22 10.96

China “A” -10.11 -36.89 5.11 7.87

China “H” -16.47 -38.29 -3.94 8.54

Hong Kong -14.71 -35.60 -0.54 5.81

India 4.07 -5.07 9.32 14.91

Indonesia -1.64 0.77 2.24 15.80

Korea 7.06 -35.33 0.92 7.58

Malaysia 2.75 -15.10 -2.37 6.73

Russia 12.83 -25.60 3.15 10.86

Singapore 0.29 -2.29 2.26 7.78

Taiwan -5.08 -36.35 8.88 9.60

Thailand 0.64 -12.75 3.13 12.52

Equity Sectors MTD YTD 10Y 20Y

Gold 0.92 -24.09 -6.43 0.71

Energy 24.96 68.05 6.01 9.96

Technology 7.62 -28.98 17.16 12.29

Healthcare 8.43 -9.00 12.25 9.69

Financials 11.99 -11.81 12.38 5.41

Fixed Income MTD YTD 10Y 20Y

Global Aggregate -0.69 -20.44 -0.98 2.67

Global Aggregate (H) -0.34 -12.39 1.62 3.24

High Yield 3.02 -12.99 3.61 7.76

Asia -3.26 -16.89 1.66 4.70

Emerging Markets -0.88 -21.20 1.17 6.50

Note: (H) Currency Hedged

Currencies MTD YTD 10Y 20Y

SGD/USD 1.33 -4.79 -1.48 1.11

EUR/USD 0.82 -13.09 -2.68 -0.01

JPY/USD -2.68 -22.60 -6.04 -0.96

Commodities MTD YTD 10Y 20Y

Gold -1.63 -10.70 -0.52 8.53

Energy 8.86 15.05 0.03 5.95

As of 31 Oct 2022. Source: Bloomberg. Total return in USD. 
10 and 20 year returns are annualized.

"In investing, what is 
comfortable is rarely 

profitable.“

Rob Arnott

M A R K E T  I N D E X  R E T U R N S
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D I S C L A I M E R

To the best of its knowledge and belief, Finexis Asset Management Pte. Ltd. (Finexis Asset
Management) considers the information contained in this material as accurate only as at the date
of publication. All information and opinions in this material are subject to change without notice.
No representation or warranty is given, whether express or implied, on the accuracy, adequacy or
completeness of information provided in the material or by third parties. The materials on this
material could include technical inaccuracies or typographical errors, and could become
inaccurate as a result of subsequent developments. Finexis Asset Management undertakes no
obligation to maintain updates of this material.

Neither Finexis Asset Management nor its affiliates and their respective shareholders, directors,
officers and employees assume any liabilities in respect of any errors or omissions in this
material, or any and all responsibility for any direct or consequential loss or damage of any kind
resulting directly or indirectly from the use of this material. Unless otherwise agreed with Finexis
Asset Management, any use, disclosure, reproduction, modification or distribution of the contents
of this material, or any part thereof, is strictly prohibited. Finexis Asset Management expressly
disclaims any liability, whether in contract, tort, strict liability or otherwise, for any direct, indirect,
incidental, consequential, punitive or special damages arising out of, or in any way connected
with, your access to or use of this material.

This material is not an advertisement and is not intended for public use or distribution. This
material has been prepared for the purpose of providing general information only without taking
account of any particular investor’s objectives, financial situation or needs and does not amount
to an investment recommendation.

The information contained in this material does not constitute financial, investment, legal,
accounting, tax or other professional advice or a solicitation for investment in funds managed by
Finexis Asset Management, nor does it constitute an offer for sale of interests issued by funds
that are managed or advised by Finexis Asset Management. Any offer can only be made by the
relevant offering documents, together with the relevant subscription agreement, all of which must
be read and understood in their entirety, and only in jurisdictions where such an offer is in
compliance with relevant laws and regulatory requirements.

Simulations, past and projected performance may not necessarily be indicative of future results.
While there is an opportunity for gain, any investor is at risk of loss of 100% of its investment
when investing in funds managed or advised by Finexis Asset Management.

The information on this material is not intended for persons located or resident in jurisdictions
where the distribution of such information is restricted or unauthorized. No action has been taken
to authorize, register or qualify any of the Finexis Asset Management funds or otherwise permit a
public offering of any Finexis Asset Management fund in any jurisdiction, or to permit the
distribution of information in relation to any of the Finexis Asset Management fund in any
jurisdiction.
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