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State of Play

Battle of bulls
and bears

9 November 2023

All central banks chose to pause interest rate rises last week. How will markets react upon
reflection and what can investors expect? Those who look for opportunities and positive
outcomes are often described as ‘bulls’ and others who expect the worst are called ‘bears".
Where do these terms originate from and what do they mean? Given that current economic
data and company earnings are mixed, pointing to uncertainty, who will win the battle in the
months ahead? Simon Durling, from Santander Asset Management, shares his thoughts in
this week’s State of Play.

Key highlights - Battle of bulls and bears

from this week's - Spreading your bets
State of P|Gy + Market update
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The battle
between bulls
and bears

Bear skins

In recent weeks, you could be forgiven for questioning why investment
markets appear to be riding high one week only for them to sharply fall

in value the next. This change in mood or sentiment may be confusing for
the average retail investor who finds investments and the financial world
bewildering. Last week, both the US and UK central banks decided to pause
interest rate rises but with a cautioning notice about the possible need to act
once more if rising prices break their downward trend. This ends a prolonged
period of rising interest rates and what is known as financial tightening
(reducing the amount of money available in the financial system). So, what
happens next? Depending on investor views and opinions, they may see

the peak in interest rates as an investment opportunity. However, they may
be of the opinion that the rate rises have yet to inflict the total cost on both
individuals or the wider economy and are pessimistic about the months
ahead. This difference in mindset is often referred to as either ‘bullish or

bearish. Where do these terms originate and what do they mean?

The most common way of explaining the difference between a ‘bear’ investor
or a ‘bull’ investor is in reference to how they attack. A bull thrusts its horns
upward, symbolizing rising prices, while a bear swipes its paws downward,
representing falling prices.' However, the term bear, depending on which
historian you choose to believe, can be dated back before the use of the word
bull to describe the opposite, and long before investment markets were fully
created. Etymologists (a person who studies the origin and history of words)
believe the term 'bear' comes from trade, as it relates to the selling of bear
skins.? From a technical perspective a ‘bear’ market is one which has fallen

in value by 20% or more from the most recent peak.? There is a difference
between being a ‘bear’ investor, who tend to take advantage of poor
economic conditions, and becoming ‘bearish’ - meaning you have become
more pessimistic or worried about the future.
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The
explanation
provided

Bulls win more
than bears

Spreading your
bets

Etymologists point to a proverb warning that it is not wise "to sell

the bear's skin before one has caught the bear." It refers to traders
(otherwise known as ‘bearskin jobbers’) who would sell bear skins
before they were caught, hoping to secure a higher price by trading in
advance on the expectation there would be plenty of supply, leading

to the fallin price. By the eighteenth century, the term bearskin was
being used in the phrase "to sell (or buy) the bearskin" and in the name
"bearskin jobber," referring to one selling the "bearskin." Bearskin was
quickly shortened to bear, which was applied to stock that was being
sold by a speculator, with the speculator selling stock.?

A bull market is deemed a rising market where investors are optimistic and
buying more investments, driving values higher.® Again, like a bear market,
a bull market tends to be measured when it reaches 20% higher than a
recent low. If you apply common sense to this balance between the bull and
bear, given stock markets have risen exponentially over history, clearly bull
investors have won more times than bear investors. It doesn’'t mean that
recognising a bear market and the characteristics of investors when financial
conditions become gloomier is not important. Overtime, retail investors who
invest at the appropriate risk, for the right length of time and remain patient
tend to be rewarded more than those who panic. Importantly, your own
individual circumstances may differ and remaining invested may not be the
best decision, so it is always important to seek guidance from a professional
financial adviser before making a decision that you may come to regret.

American economist Harry Markowitz pioneered a theory that was
published in 1952 titled ‘Portfolio Selection’, arguing that assets should

not be viewed in isolation, but within an overall portfolio. Modern Portfolio
Theory is a method for selecting different investments within a portfolio to
maximise returns for an agreed level of risk.* Many aspects of this theory
are still integral to how investment solutions are designed and managed

by investment companies. Often, these solutions will be recommended by
a professional adviser, who will first evaluate a client’s attitude towards
investment risk, assess their circumstances alongside their long-term goals,
and then recommend the appropriate investment solution that best matches
all these factors and aims to achieve their objectives. If you look back over
history, different asset classes like shares, bonds and property at times
behave very differently and this is measured using correlation. If assets

are negatively correlated, when one asset class rises in value, the other will
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Modern portfolio theory
Efficient Frontier

fall, and vice versa. If they are positively correlated, then they will rise and
fall at the same time. The degree to which they change in price in relation
to one anotheris also measured. Clearly, this correlation or relationship
between asset classes is not constant and is always changing. However,
these differences allow for an assessment of what proportion of different
assets should be included in the original asset allocation depending on the
objectives, strategy, time horizon and risk profile of the investment solution
matched to the investment needs and risk appetite of an investor, with the
intent to deliver a smoother investment journey. This principle is called
diversification.

Higher
A

Efficient Frontier, the optimised balance of risk and return

Expected
return

Each dot is a portfolio. Those closest to the Efficient Frontier
may provide the greatest returns with the least risk.

Lower Risk/volatility Highe?
(Standard deviation) Source: Forbes

In practice, diversification sees investment managers using different asset
classes in varying proportions at different stages throughout an investment
journey, changing the shape and allocations depending on market conditions
and the short-term outlook. When an investment solution is recommended,
it should align with the investor’s objectives, time frame and attitude to

risk. Once the client invests in the recommended solution, the investment
manager’s task is to manage the solution in line with the fund’s long-term
investment objectives and risk profile. The rules and boundaries set to help
stay within this agreed risk level restrict how much investment managers
can make changes to investment portfolios. So, in rare circumstances, asset
classes are very positively correlated for a sustained period. When shares and
bonds are all falling in value at the same time, the options available to avoid
or mitigate these falls can be very limited. This can mean most investors,
regardless of how comfortable they are with risk, can experience falling
investment values at the same time.

My explanation to try and simplify this concept is to think of your investment
as a long-haul flight to a faraway destination with your fund manager as
your pilot and the other passengers as fellow investors in the same fund or
portfolio. Ideally, the pilot would look ahead at the impending weather, the
direction and strength of the winds at different altitudes and navigate the
most efficient route to help achieve the smoothest and most comfortable
journey for the passengers (the investors) reaching their desired destination.
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Market update

The value of
seeking guidance
and advice

Learn more!

Depending on how unpredictable the weather systems are or whether
there are large the storms are along the way, regardless of what changes

in coordinates the pilot chooses to make, they may not be able to avoid all
of the turbulence, especially when the conditions are so changeable on the
journey. In reality, especially for passengers who dislike flying, this can feel
very scary. Given what has happened in the last few years and how different
asset classes have fallen in value at the same time, many investors are likely
to feel very nervous and tending to think the worst. Whilst the first reaction
is to expect the pilot to mitigate the turbulence or fly around it, sometimes
this justisn't possible. Remember, investing is a long journey better thought
aboutin decades, not days.

| have often explained that investment markets like certainty. When
surprises come along, asset classes like shares and bonds can become much
more volatile when investors are unsure of what the immediate future

may bring. Last week, we saw for the first time in what seems like a long
time that expectations for central banks to not raise interest rates going

as forecast.® Coupled with more economic data pointing to the necessary
slowdown, which supports an outlook of price rises continuing to fall,
market participants appeared to breathe a sigh of relief. As | have predicted
in previous updates, as soon as it appears we are at the peak of rate rises and
investors assume that the next move will be a cut, then bond yields should
fall (meaning bond values rise) and share prices would also rally. Last week
saw the strongest rally in share prices for many months and a significant fall
in bond yields as their values recovered. All eyes will now turn to the next
round of economic data, which may or may not provide evidence that central
banks are winning the war on inflation.

Itis important to seek advice and guidance from a professional financial
adviser who can help to explain how to build an appropriate financial plan to
match your time horizons, financial ambitions and risk comfort. If you already
have a plan in place or have already invested, it is important to allocate time
to review this to ensure this remains on track and appropriate for your needs.

Investing can feel complex and overwhelming, but our
educational insights can help you cut through the noise. Learn
more about the Principles of Investing here.

Note: Data as at 9 November 2023.

TInvestopedia, 8 November 2023 “Forbes, 26 June 2023
2 Merriam-Webster Dictionary, 7 November 2023 > World Economic Forum, 3 November 2023
3 Forbes, 24 August 2023
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A Week

Performance

Index Value Change % 12 Month High 12 Month Low
N\ LA

FTSE 100 7,418 126.45 1.73% 8,014 7,189
FTSE 250 17,984 1,117.61 6.63% 20,615 16,783
=

Dow Jones Industry 34,061 1,643.73 5.07% 35,631 31,819
S&P 500 4,358 240.97 5.85% 4,589 3,720
NASDAQ 15,099 919.07 6.48% 15,8417 10,679
Ex

Hang Seng 17,664 265.39 1.53% 22,689 15,339
(@]

Nikkei 225 31,950 958.20 3.09% 33,753 25,717
il

CAC40 7,048 252.12 3.71% 7,577 6,243
[ ]

DAX 15,189 501.84 3.42% 16,470 13,130
B

FTSE Eurofirst 300 2357 79.10  3.48% 2547 2097
Eurozone

| Rt |

S&PTSX Composite ¢ o5 ERRLYTS 20,767 18,737
Index

Commodity markets*

Gold $1,995.47 13.51 0.68% $2,047.01 $1,628.00
Crude Oil $87.33 -3.46 -3.81% $99.93 $70.96

Source: Refinitiv Eikon, prices displayed in the local currency.

*Gold Bullion London Bullion Market $ Per Metric Tonne Ounce Delay & Brent Forties and Oseberg Dated Free on Board
Northsea Crude used for commodity performance.

Source Data from the 30 October 2023 to 3 November 2023.
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10-year bond yields

Country Variation 12 Month High 12 Month Low
SR 429% ] 4.75% 3.01%
= s 4.56% ] 4.99% 329%
@ | Japan 0.92% B 09% 0.24%
B Euro 2.64% - 2.97% 1.79%
B Germany 2.64% - 2.97% 1.79%
B 0§ France 2.64% |/ 2.97% 1.79%
11 italy 3.23% - 3.55% 2.24%
== Spain 4.45% I 4.98% 3.61%
China 3.68% B 4.07% 2.77%

-0.40%  -0.20% 0.00%

Currencies

Currency Conversion Price Change 12 Month High 12 Month Low
Dollar GBP > USD $1.24 0.03% $1.37 $1.12

Euro GBP > EUR €1.15 0.01% €1.17 €1.12

Yen GBP > YEN ¥184.90 3.52% ¥186.51 ¥156.32

Source: Refinitiv Eikon.
Source Data from the 30 October 2023 to 3 November 2023.
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