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Investment Management’s investments. Today, Francis is
going to share with us her insight on key macroeconomic
themes and market outlook for the next quarter. Francis,
over to you.

Glen Brown, Vice President and Managing Director,
Manulife Private Wealth

Hello everyone, thank you for taking the time to join
Manulife Private Wealth's virtual call: The road ahead,
focusing on your investment goals amidst uncertainty. I'm
pleased to welcome our speakers to the upcoming
segment: Francis Donald, Chief Economist, who will
provide a market update and insight on navigating the
next chapter of COVID-19, and Jamie Robertson, Senior
Portfolio Manager, Head of Asset Allocation, who will put
into context the short-term volatility we are currently
experiencing and the impact it has on investors’ long-term
saving goals. To those interested in a replay or sharing
contents of this call with others, we are recording this
segment and a copy of the recording will be available to
participants on our new site, manulifeprivatewealth.com.
If you have any questions or requests after this call,
please feel free to contact a member of the Manulife
Private Wealth team and we're pleased to help you. Many
countries around the world, including Canada, are
gradually reopening their economies as COVID 19
infection rates slow. While this progress towards
normalcy inspires a sense of cautious optimism, overall
uncertainty remains high, and investors find themselves
sitting on the sidelines, holding cash generating little or
no income. As long-term investors, it's important to look
beyond the current uncertainty and think about the next
two to five years. Our first speaker, Francis Donald, is the
Chief Economist and Head of Macroeconomic Strategy at
Manulife Investment Management. Leading the macro
research team, Francis is part of Manulife’s Global Asset
Allocation team’s development of asset class forecasts.
She’s responsible for coordinating and generating global
macroeconomic investment research and analyzing the
potential opportunities and impacts on Manulife's
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Frances Donald, Chief Economist and Head of
Macroeconomic Strategy, Manulife Investment
Management

Thank you so much, Glen, and | wanted to apologize. I'm
not on video today and the reason is well | told everybody
it's because my power is supposed to be shut off this
afternoon but really, it's because I'd like to do this in my
pyjamas just like every other call. No, I'm kiddin%,
apologies for that. Of course, work from home always
creating challenges. The biggest challenge that | see on
the day-to-day is that | continue to hear so many stories
about what the post-COVID world will look like. Everybody
talking about work from home, or whether we're going to
see the economy reopen, or do we see credit defaults rise.
And one element of the story that | find has been
particularly complicated for just about everybody,
including myself, has been getting the timelines right.
When will everything happen and in what order? So what |
wanted to do today is not so much be a crystal ball that
tells you exactly what will happen and what market will
move on any individual day, but try to provide for you a
framework for how to think about what's going to occur in
the next three months, one year, five years from now. |
will tell you this is actually a lot of good that is happening
in this economy, and of course the market is reflecting a
lot of that. There is also no shortage of bad. What's very
interesting about the current environment is we believe
the bulk of the good will actually occur first, whereas the
bulk of bad will be backloaded. So the way [ want
everybody to think about the recovery is not in the
standard, “What letter it will be?” I'm sure we all hear this
every day, will we have a V-shaped recovery where we see
a rapid reacceleration? Will we have a U-shaped recovery
where there is a slow rebound and then we get back to
normal.? Will it be an L-shaped recovery in which we just
sort of stagnate at very low levels, and then you have
people getting fancy and coming up with Js and Ps and
all sorts of other stuff. My recommendation is to throw
those letters out. They are too simplistic and they result
in people making mistakes, not just with markets, but the
way we think about the macroeconomy. Instead, | want to
introduce to you a different way of thinking about what's
going to occur in the post-COVID world and the way I'm
going to suggest we think about this is in three phases.
The three phases are, number 1, a rapid rebound. This is
the phase we are in now, it will last from now until
August-September. Phase 2 is what we're calling the stall-
out. The stall-out goes from about September and may
last up until a year, maybe even 18 months. And Phase 3
is what we're going to call the new normal, it starts in
about three years, and then is that world on an ongoing
basis? So let’s talk about each one of these phases and
what we can expect in each one, and my hope is that
when we finish talking in these 10-15 minutes or so, as
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you read articles, whether they're in the Globe & Mail or
you see an interview on BNN or CNBC, you'll be able to
categorize the content being discussed into its
appropriate phase. And if we can start by getting the
timelines right, then we'll be better investors as a whole.
So let’s start at the beginning, Phase 1, what we're calling
a rapid rebound. A lot of people saying this is a V-shaped
recovery and certainly for now it is. Now we and my team
and of course much of the financial profession is no
longer using data points that in the past we would have
seen as a leading economic indicator. Monthly data like
retail sales is now too slow. It doesn’t incorporate the
speed at which COVID-19 has absolutely decimated our
economy and it isn't fast enough to tell us when we're
coming back online. So instead what do we do, we use
new data we've never used before. Google mobility data,
how many people are going through the PSA passenger
lineup? How many people made reservations on the open
table website? We look at this every single day, and all of
that data told us that the worst of the drawdown in
economic growth actually occurred by mid-April, and we
have been rebounding in the economy since mid-April.
That's about two months ago that we probably saw the
bottom in that second derivative. What's hard, however, is
that a lot of our monthly data is only telling us what
happened in April or May. It is lagging. Now from this
rebound that we've seen in general activity, how people
are moving around, we know that this economy is actually
coming back online really quickly. Now when | say it's
coming back online, | don’t mean we're going back to pre-
COVID-19 world, | mean that we're about to recoup, in our
estimate, 60 to 70% of what was lost in March and April
will come back online by the end of the summer. And just
as March and April produced the worst economic data
points that we have ever seen in our lifetime, the coming
months are going to produce the best economic data
points that we have seen in our lifetime. That's things like
the U.S. JObS report, the Canadian jobs report, this
morning’s U.S. retail sales numbers Just about every
monthly or weekly data point we're going to get is going
to be the best ever. Of course, this is a compressed
recession, it happens faster than any recession we will
recover mostly as fast as we ever have. Now in this period
when we see this rapid rebound, one of the reasons why
it's been so aggressive a rebound is that we see record
levels of fiscal policy and particularly transfers direct to
households. So there is a large segment of Americans
who did not lose their jobs or separate income declines.
They also received income support and those who did lose
their job, we estimate that somewhere between 30 to
50% of their lost income has been immediately
supplemented by government transfer. So that implies
that even though we have the record high levels of
unemployment, the hit to the economy is perhaps not as
initially difficult for the economy as well, and at the same
time, of course, we have extraordinary levels of monetary
policy support that is helping things like rate-sensitive
sectors like U.S. housing and flooding the system with
liquidity. Of course, liquidity of cash on the sidelines, it
has to go somewhere heading straight into stock. So we
have this estimate that in the next few months the market
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will be enraptured by this better economic data, and in
my view, most economists, the kind of old-school
economists we might think of, are probably behind on
estimating just how ferocious this initial rebound will be.
Now of course my initial rebound thesis from now until
August-September is not without weak points, and there
are things that could absolutely trump that and they
include we're beginning to see some elements of this if
COVID-19 comes back earlier than expected. Market
grappling what that means right now in a couple of U.S.
[INAUDIBLE - 00:13:25] and if we were to see a policy
mistake and by that | mean if the U.S. government does
not extend unemployment insurance that runs out in July.
We're already seeing in Canada that the Prime Minister Is
extending the Canadian Emergency Response Benefit,
recognizing that they need to continue that stimulus. So
that might sound very bullish, and in some ways | think |
am and the market has already started to reflect some of
this, but here’s the challenge: We then enter a period that
will be much more difficult ,and this | think starts
probably around August or September. We call this the
stall-out phase, Phase 2. Now this is a phase where |
actually go from being someone very bullish on the
economy to much more of a bear. Now | think I've been
very vocal, and anyone who will pick me | will tell you that
| have some concerns about what happens next.
Remember, the first phase of this rebound is about 60 to
70%. We still have another 30 to 40% of growth that we
have to recoup and this is going to be more challenging,
and it's challenging for a couple of reasons. Number 1 is
governments have been clear, particularly in the United
States, that even if we were to see an extension of some
of our policies like transfer checks or stimulus checks, it
is still possible that we see a lot of the fiscal stimulus
expire. If unemployment insurance is topped up, it's likely
to be topped up by less on an ongoing basis, so really
that fuel that contributed to the rebound in phase 1is now
starting to dissipate. Number 2 is that we know a lot of
companies are coming back online, they are technically
open for business, but they are operatlng at reduced
capacity. So think about a restaurant that now has to
separate its people, they cannot take in as many people,
and as a result, it gets less revenue. My hairdresser,
nothing is more important to me than the world than not
discovering that I'm actually a brunette and not a blonde.
| think time is running out for me on me on this one. |
called my hairdresser and he said, “Listen, even when we
reopen again, we'll have to take a reduced amount of
people. We can’t offer blow drying services,” which is very
problematic for me, of course, “and so we actually can’t
char%e you for a bIow dry and we're going to have few
people coming in.” Well this is just one example of
companies that are actually going to be reopening,
bringing people back into work but taking in less revenue.
Now one of two things is going to happen here or both.
Either they will have to raise prices so my hairdresser will
say well we won’t give you a blow dry and we're going to
charge you double for that haircut or they suffer less
revenue activity both of which are painful for the economy
and my sense says when we look at the data, there will
not be a large enough price increase to offset the decline
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in revenue. So you might have heard me talking on
various channels about an economic second wave of
insolvencies in Canada and the United States, and this is
my concern, that we are operating at reduced capacity,
revenues decline, and prices are not growing enough to
offset that. Now | also worry about unemployment. We do
know that there is a whole wash of companies that did go
bankrupt over this period. Every day | open up the news |
see new ones whether it's Hertz or J. Crew or Gold’s Gym,
a variety of Canadian retailers have already gone under.
Now those people who lost their job are not getting them
back. One of the challenges we see is the longer people
have been unemployed, the more painful it is for the
economy. A, their personal finances start to decline, but
B, the duration of unemployment actually is a pretty good
indicator of how long someone will get back in, or
whether someone will get back in. If you've been out of
the labour force longer, you're less likely to have
relationships, so your skills might not be up to date. It's
harder to get rehired right away. So in this second phase
of fallout, I'm worried that we have sticky high
unemployment and we struggle to get that down. Now |
am talking about the second half of the year, and there’s
a couple things that might happen in the second half of
the year, one is the U.S. election and that will carry
additional risks, things that we need to watch particularly
on a sector-by-sector basis, and we are likely to see more
between U.S.-China trade tensions either before the
election or right after it depending on the election
outcome. | am concerned about a COVID-19 second wave
that comes through in the fall, and to be clear, what we're
witnessing right now in the United States is not a second
wave, it is a continuation of the first wave. So if we
actually eradicate COVID-19 pretty aggressively and then
it comes back to life in the later part of the year, that's
problematic as well. So | am concerned about the second
period, the stall-out, and | do notice that there is a
struggle among a lot of commentators to differentiate
between how good things will look in the near term and
how challenging things might be a little bit farther out.
And then of course we get to Phase 3, which is what we're
calling the new normal. Now the new normal to me are all
the interesting developments that COVID-19 has amplified
or accelerated that are likely to change the way we think
out five years or longer. Now | sit with the asset allocation
teams, | work very closely with Jamie Robertson which is
a pleasure | have to tell you, and one of the things that we
think about is what does the five-year outlook look like if
we think about our longer-term investment strategy. And
here, COVID-19 has probably acted as an accelerant on a
lot of the trends that we knew were already in the works,
not an event or a shock that radically transformed our
view. It just brought forward several important trends
closer to us now. Maybe moving things that we thought
would take 10 to 15 years into the 3- to 5-year horizon.
Some of these include, most importantly in my view,
deglobalization. So deglobalization was a trend that was
already occurring as we saw a lot of countries, not just
the United States but the U.K., several European
countries, even many Asian economies, saying this
conflict of free trade maybe isn’t good as we learned
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about in all of our textbooks, maybe we should apply
tariffs and tariffs will actually generate different economic
outcomes. But tariffs were the first deglobalization shock.
We're now experiencing a second deglobalization shock
and that is your supply chain coming out from Asia,
maybe you’re sourcing notebooks or labour or some
intermediary parts. That's not the first time it's been
disrupted. Now it’s the second time for an entirely
different reason, and that’s a health crisis, a pandemic.
So what we expect is that many companies, whether
they're new or old, are going to be questioning, should we
really have these supply chains that extend outside our
nation’s border? Maybe it's worth it to pay more for local
goods and services, and while that might sting in the
short time, it's almost like an insurance policy against the
risk that, you know, there’s a third type of globalization
shocker or another pandemic or a new government that
feels equally strongly that we should be applying tariffs.
Now if we do see deglobalization in companies make
these choices, a couple things are going to happen. No. 1
is that supply chains will shift and that will have sector
implications. No. 2 is that we may see regionalization
through the form of trading blocks. | think in this
particular case, Canada is likely to do more business with
the U.S. and less with Asia even though they talk a lot
about diversifying. And 3, we probably will see some
forms of inflation in certain goods as we raise prices to
have more locally sourced goods and services and labour.
No. 2, which | think is critical here, is that we are seeing
excessive, | shouldn’t say excessive, extraordinary levels
of government debt. The U.S. is facing its highest debt-to-
GDP ratio ever, mind you this goes back to 1800, it has
never seen this high level of debt. There’s two ways to get
out of really high debt-to-GDP levels. One is to just grow
your economy more. If you can get better growth, then
you're actually fixing the denominator on a debt-to-GDP,
raise the GDP and all of a sudden, your ratio looks better.
That's challenging now, particularly in a world where
we've had slower growth over time and deglobalization is
likely to take hold, so instead what we might be facing is
well, a lot of people who are calling for fiscal restraints,
you may absolutely see calls to government to everything
from, you know, raise revenue, i.e. taxes, or cut spending.
Now we're a ways out from that, but it is something that
we need to think about now. Now one thing that's
particularly important when we have these huge amounts
of government needs and spending is that these
governments have to issue debt, they have been doing so
and in doing so, they have pushed out a lot of supply into
the long end of the treasury curve in the United States
and Canada, and that is creating the steepening of the
curve that we expect to continue on a several-year basis.
And yet, | can spend this time talking to you about work
from home and corporate real estate, all of which as an
aside | think are overdone themes. BMO’s important
theme coming out of this story is that interest rates have
been pushed to zero and they are likely to stay near zero
for another five years or longer. We do not expect any
major central banks, in Canada, the federal reserve, the
ECB, to be raising rates over the next five years. Now
unfortunately what this does is that it means that we have
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an even larger share of global government bonds that are
either negative yielding or yielding very, very low. If you're
thinking out over a five-year horizon as an investor and
you're looking at global bonds based on our estimate over
the next five years in Canadian dollars, you're only getting
1.4%. That's quite low, it's very difficult for you to generate
returns that you need to just by being in something like a
global government bond. So what are we witnessing?
We're witnessing a lot of money that needs to go
somewhere to get some sort of yield or return. As a
result, it's flooding out the risk curve into things like
equities. Now on our team, in the Canadian Asset
Allocation team, for us that means thinking outside the
box, sometimes it means alternative investments like
infrastructure are weak. It means thinking global, like
emerging market debt which has very attractive
properties. But my sense is as much as we're kind of
thinking about or it's nice to read about stories of how
people will be driving in to work and what kind of
investment opportunities come from that, BMQO'’s striking
investment implication of what happens from COVID is we
are re-entering the next chapter of search for yield and
that will be incredibly disruptive to the industry in my
view. And the second, | call it a second wave, maybe that
term is going to be used so much that the second wave of
low interest rates that maybe even eventually [INAUDIBLE
00:24:03]. So I'm going to stop here because that's my
time. | hope that I've given you a framework to think here.
My main takeaway for you is as we hear about
information, we really try to buck it in one of these three
phases and if we can get the timelines right, | think that
we can make even better investment decisions along the
way. And with that, | will pass it back to Glen. Thank you
for your time and thanks for dialing in today.

Glen Brown, Vice President and Managing Director,
Manulife Private Wealth

Thank you very much, Francis. I'm probably one of the few
people during the COVID crisis that has no concern about
hairdressers, so I'm not waiting for the rush back. Our
next speaker, Jamie Robertson, is Senior Portfolio
Manager and Senior Managing Director and the Head of
the Asset Allocation team in Canada. He's also the Head
of Global Tactical Asset Allocation for Manulife
Investment Management. The Asset Allocation team is
responsible for the development and growth of Manulife’s
asset allocation solutions for both individual and
institutional investors in the United States, Canada, and
throughout Asia. This team is also responsible for
developing the five-year asset-mixed forecast and models
for the Manulife Private Wealth platform and is a key
partner of Manulife Private Wealth. Based in Toronto,
Jamie is responsible for overseeing all aspects of
Manulife Canadian asset allocation franchise, including
portfolio management, research and development,
product development, business development and trading.
I'm very pleased to welcome Jamie, who will put into
context the short-term volatility we're currently
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experiencing and the impact it’s having on investors’ long-
term saving goals. Jamie, over to you.

Jamie Robertson, Senior Portfolio Manager, Head
of Asset Allocation, Manulife Investment
Management

Thank you, Glen, and one of my tasks right now will be to
share a screen, and | will apologize in advance for those
who may not have a screen available, I'll try to frame my
remarks for you to be able to follow along. But thank you,
Glen, for inviting me today. | do appreciate the
opportunity to chat with this group. You know Francis and
[, as you mentioned, are part of a global team. We're
actuaIIy the largest portfollo management team at
Manulife. We manage over $140 billion in AUM and we
are truly a global team. We have offices in Boston,
Toronto, Montreal, London, and in Hong Kong. And the
important thing to bear in mind is there’s, you know, over
35 investment professionals, and really there's a sole
dedication that they have, and that is to get up every
morning and figure out where they can allocate capital to
where it's going to be treated the best. So we build
portfolios to have the highest risk-adjusted returns and
that is our sole process. Thankfully, we've got, you know,
Francis onboard, | mean to have an economist, a key
strategist of her calibre to be able to have access to her
on a daily basis, sometimes multiple times in the course
of a day, is just a fantastic resource, and | think just
speaks to how deep a team we have and how well
resourced we are. But | was particularly pleased to have
the opportunity to speak today about volatility and
investing during periods of volatility, because | think it’s
one of the things that is probably not the best understood
in the markets. So today what I'd like to do is I'd like to
cover three aspects. Firstly is the high volatility often
associated with risk, and | want to try to reframe that
narrative a little bit. The second thing that I'd like to cover
is what Glen referred to, which is the importance of an
investment time horizon, timeframe, and why it is
especially important during periods of volatility. And then
finally, from your perspective, how can you take
advantage of volatility and how can you seize that
opportunity. So let’s talk about the issue of volatility
versus risk. Our industry equates volatility, or more
specifically, the standard deviation returns as a measure
of risk. So simply stated, if you look at two assets and
one asset has a higher standard deviation of returns,
generally people in our business would say that’s risker.
But by extension, an asset class that has seen a dramatic
decline often virtually is guaranteed to have a higher
standard deviation of returns suggesting higher risk. So
just ponder on that a little bit. Our industry considers that
an asset class that has fallen dramatically in price to be
riskier. The lower the price, the higher the risk. Not
exactly completely intuitive, but that's how our industry
looks at it: Volatility is risk. Now risk based on a standard
deviation just gives you some sort of insight into the
range of possible outcomes that you might be looking at,
but not actually what that outcome will be. That's where
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Francis comes in, where she’s going to help us figure out
what that outcome is going to be. So for an asset class
like equities, for instance, they have generally returned
about 7% annualized over an extended period of time and
they've done that with about 14% standard deviation of
returns, so basically 7 out of 10 years will be within that
bound, and that bound will be either -7 on a 12-year basis
or maybe +21 on that basis. But the only insight or useful
information that you can glean from that, from my
perspective, is that if you're looking at your account
balances and you're down 7% on a year, that's not a
reason to panic any more than if you look at your account
balances and they're up 21% is a reason to celebrate. But
understanding the potential range of outcomes over a
year does not really mean that much from a risk profile
for investors. The risk that you and your advisor are
managing is not volatility. It's not the short-term
variability in your account balances from year to year.
Your risks are very real and very different. Your first risk
is a permanent loss of capital, and this will occur
obviously when you sell an investment that has declined
in value. You also have the risk of running out of money.
You know this is something that our team spends a
tremendous amount of time modelling for our group in
retirement solutions shortfall probability, which is when
you retire at 65, what are the chances that you will
actually run out of money, and how do you build a
portfolio to avoid that? Liquidity is another major risk, it's
a real risk for investors. So not having cash on hand at
the exact moment when you want it is a risk. You want to
help a child with a down payment or a new baby, if you
want to respond to an emergency, buy a cottage, buy a
toy, if you don’t have liquidity at that time, that’s a risk
that you run. Now achieving your portfolio objective is
another risk. If you're thinking of 10, 15, 20 years or
longer, you might be considering about your legacy or
about the ability to do philanthropic work, and not
achieving those objectives is a real risk.
Overconcentration. Overconcentration can fit into all
these other risks and that is simply having too much of
your assets in one company or one commodity or one
country, and that is just not a prudent way to manage
your overall investment portfolio or your investment risk.
And you've got reinvestment risk. So reinvestment risk is
particularly pertinent to people who are in the position
where they've got a lot of income or a lot of fixed income
portfolios. As bonds mature that you may have bought 10
years ago yielding 6 or 7%, you know, you run the risk
that you don’t just have a compelling place to reinvest
those funds and that is a real risk in terms of your long-
term outlook. And finally, and this is something that you
probably have not had to deal with for many, many years
because inflation has been very stable and quite low, but
you know, | got into the business 35 years ago so you
might be able to guess how old | am, but at that point,
inflation was a real problem and the problem with
inflation is, in and of itself it is not necessarily an issue,
but if you have investments that are not keeping up with
inflation and beating inflation, then in fact you are
suffering a decline in your real wealth. So those are the
real risks that you face on an ongoing basis. So how do
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we sort of circle the square between what risk is and what
volatility is as the way the market finds it and the way you
think about it? So let’s just do a little test here, again |
apologize for those who don’t have a screen, but I'm going
to show you two asset classes. So here are two asset
classes on the screen and they are quite different. There’s
one asset class, the blue line, that has actually over this
time period has produced reasonably attractive returns.
However, in the depths of despair it has had a minimum
return of -38%. At the same time, it's had on the upside
an exciting 63% on the upside, with a lot of wiggles along
the way. So now we're looking at an alternative asset
class, and this asset class over an extremely long period
of time generates the same type of return, but it does so
with much less volatility. Its worse return over this time
period is a little bit less than -2% but on the other hand,
its best performing period was a more pedestrian 22%.
So which investment would you prefer of these two in the
chart, and for those on the phone who can’t see the chart,
you know, an investment that has a variability of -38 to
+63 or -2 to +22. Well to be honest with you, there’s no
wrong answer because really what you're looking at, these
two investments are in fact one and the same. They are
the TSX composite index. The first line, the blue line, is
the one-year returns, and the red line is your five-year
returns, and this is the collision between volatilities
defined between standard deviations and the importance
and impact of time horizon. Recall what | said earlier,
with a 1-year time horizon, standard deviation of returns
on equities mean that a normal year will have returns
somewhere between -7 and +21, but with a 5-year time
horizon, the standard deviation returns drops to basically
6 or 7%. So with an asset class that’s returning 7 with a
standard deviation of returns of 7, your range of outcome
is basically sort of zero in one of the poorer periods of
time to 14% on the upside. So | agree that you know, the
long-term time horizon, and | would posit that most of the
people on this call have a very long time horizon and it's
an enormous investment and tax advantage. Buffet talks
about this all the time. He will tell you that his number
one strategic advanta%e in investing is an extraordinarily
long time horizon. So how do you as an investor exploit
that advantage along the lines of what Buffet does. Well,
when volatility gets very extreme, it's an excellent time to
basically do everything in your power to add to your
investment portfolio. I'm showing adgraph here that shows
very definitive volatility regimes, and what you're seeing
here is the rolling 100-day volatility of the TSX, and when
you have extremely high levels of volatility such as we did
in 1987, such as we did coming out of the aftermath of
2000 bubble, and in 2009 and today, what you get is,
with very few exceptions, much more attractive returns on
a one-year basis following a peak in volatility. You know
the only time under which we've had underperformances
than coming out of that 2000 period, but speaking of
timeframe again, the more important thing is that once
you've had a period of extremely high volatility, your five-
year average return is well above average. It's anywhere
from 150 to basically almost 500 basis points above
average so that is a fantastic time for you to be able to
take advantage of it. And the reason why the volatility is
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elevated is that it confirms the market adage that you
often hear, and that is that the market climbs a wall of
worry. It basically takes an escalator up but when it starts
to head lower, it takes an elevator down and this is what
causes all that volatility, all the headline risk and all the
consternation in the market. But after these deep
declines, volatility opportunity basically beckons. So how
do we monetize on that, how do we take advantage of
that? Well, we take advantage of that through our
process. Our process forces us to take advantage of
periods of short-term volatility. So the cornerstone of
what we do is we build five-year expected return forecast
for a vast majority of asset classes, and we do it with a
five-year time horizon for a couple of reasons, one of
which is we're building strategic asset allocation
portfolios for our clients, and you should have a strategic
asset allocation mindset. You should have a mindset that
is at least five years in terms of your investments. And
what our research has shown is that over a five-year
period, that is the shortest period of time over which you
can have what we refer to a normalization or a mean
reversion in valuations. So if valuations are very, very
expensive like they were in 1988, 1998 or 1999, you know
it would have been a very poor time to invest in the
markets because lo and behold, five years later,
valuations had reverted back to the mean and it would
have been a period of disappointing investment
performance. On the other side when we think back to
2008-2009, valuations got to almost 45 or 50% below
their long-term average, and of course what that meant
was over the following five years out to 2014 what
happened, valuations reverted back to the mean and
actually got a little bit more expensive, so you had a
massive, massive tailwind from valuations during that
time period. So we do expect a return forecast, we do
them for fixed income, we do them for equities, we do
them for a number of private assets as well. On the fixed
income side, it's pretty straightforward. We have an
expression, you know, what you see is what you get, and
that is that if you're starting off with yields around 1% in
the investment grade space, that's kind of what you're
going to get over that time period. Now of course you
know, we're hunting around for yield, we're hunting
around for better risk-adjusted returns, so we will wander
into high yield, we’ll wander to bank loans and to
emerging market debt, but for the most part, you know
the fixed-income area is a little bit more transparent in
terms of what you can expect. Equity forecasting is a little
bit different, and the way we think about equity
forecasting is that we break it down into four
components. So when you buy a stock, you know, what is
going to define your return on that stock? Well, the first
thing is you're going to expect to share in the profits of
that company and you're going to get some income from
it. You're going to get a dividend yield, and this is a very
observable and for the most part quite stable source of
income. The second thing that you want is you want some
price appreciation, you want some growth, and our
research has shown that in developed markets, nominal
GDP is a prett&/ good proxy for price appreciation. So
when you think about nominal GDP, what is that? Nominal
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GDP is real GDP, that's what you see in the headlines
everyday plus the inflation. So right now, we're probably
looking at nominal GDP over the next five years. For all
intents and purposes, it's going to be about 2%, and
inflation with some wiggles is probably going to be
around 2% as well. And for those who can see it, you
know the graph below shows that over time going back
basicaIIP/ 75 years, that the SMP 500 actually does track
nominal GDP quite closely. So that's what we think about
in terms of price appreciation. The third part of it is
valuations, so over the next five years, are you going to
see valuation expansion and therefore a tailwind to
returns, higher returns going forward, or are valuations
expensive, in which case you can expect valuations to
come down, annual returns are going to be more muted.
And then the final thing that we take into consideration is,
and | would highlight that our team in Boston spends
much less time on this because all their portfolios are
denominated in U.S. dollars, is that we have to take into
consideration our view on currency adjustments. So we
have to think about global investing from the perspective
of a Canadian investor who is receiving those proceeds in
Canadian dollars. So that is the cornerstone of how we
start to build portfolios, and I'm sure that some of you
who have seen this before, for those who can’t, I'm
showing the five-year expected return forecast for a
number of asset classes. And again, | would highlight on
the right-hand side, Canadian investment grade bonds,
U.S. investment grade bonds, even global bonds, not a
very compelling place to invest from a yield perspective.
They do have diversification benefits, but they really are
not going to move the dial in terms of generating the type
of returns that | know that the people on this call require.
As we said earlier, high-yield bonds and emerging market
debt: slightly more interesting around 5 to 7% depending,
and again, this is an area where the dynamics are very
attractive but you are moving out the risk curve a little bit
in terms of getting those types of returns. On the equity
side, you know, we've got expected returns for Canadian
large- and small-cap equities that are anywhere from 8.7
to 9.6%. The emerging market equity is another
interesting area from our perspective, with returns over
the next five years at 4.8%. U.S. large cap is the least
attractive asset class going forward on the next five
years. We expect the returns of somewhere around 4.8%.
So for those of you who have never met me before or
haven't heard me speak before, | would suspect you might
have a certain level of concern about my credibility when
I'm up here telling you that | can forecast expected
returns for equity markets within 10 basis points for the
next %ears, and | would agree with you. And | would also
say that it's less important to us that we are absolutely
precise in these expected return forecasts. What is more
important to us is the ordinal rankings of them, how they
get into a portfolio and what their relative ranking should
be. So | don’t know if U.S. large cap is going to be zero
over the next five years. There are lots of asset allocation
firms who believe it's going to be zero, and | don’t know
whether it's going to 4.8 or 8.8, but | do know that given
growth dynamics, income dynamics and valuation
dynamics, you know those are asset classes that are
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much more attractive on a relative basis going forward.
So that’s how we take advantage of short-term volatility
by shifting our asset classes towards those asset classes
that provide more attractive valuation and more attractive
forward returns. We rely on our process, we use a long-
term time horizon, and we allocate to more attractive
assets. So what do you do to take advantage of these
situations? Well to a large extent, you've already done it.
You've already engaged an advisor and the data is
absolutely crystal clear. Investors who use an advisor
have much better outcomes in the long run than a do-it-
yourself investor. The studies are clear, the anecdotal
evidence is clear. The second thing you can do is certainly
do not panic during these periods. Maintain that long,
disciplined time horizon. That is one of your key
advantages. Keep up with the plan that you have laid out
with your advisor and increase to the extent if possible
investments when you get into these periods when
markets are extraordinarily weak. And basically, don’t
listen to the noise that you read in the press and hear on
TV, but listen to your advisor. He’s there to guide you
through this. With the process that we have in place we
can guide you through this and your advisor is ideally
suited to help you achieve your investment objectives and
to manage your risk. So thank you very much today and |
hope you have a good day.

Glen Brown, Vice President and Managing Director,
Manulife Private Wealth

Jamie, thanks very much, that was great. Really good
insight. It shows the importance of the long game and
asset class diversification. The COVID-19 outbreak really
threw financial markets off their projected course in the
short term and has reshaped the economic and social
landscape of the world. That said, as long-term investors
who have navigated through many episodes of stress
including the global financial crisis of 2007-2008, the
European sovereign debt crisis, we know that this too
shall eventually pass. Our managers are actively
reviewing their portfolios and coupled with Manulife’s
Global Asset Allocation team, we continue to review our
asset mixes based on long-term changes and risk profiles
that we're seeing. We have seen some stability within the
alternative asset classes, and we'll continue to monitor
them for our client portfolios. We really hope today’s
comments were helpful to you. As always, If you're curious
about what Manulife Private Wealth’s investment platform
can do for you and your clients, please don't hesitate to
reach out to a member of the Manulife Private Wealth
team. On behalf of the whole team and our other
speakers, thank you for listening and we look forward to
hosting our next call later this summer. Have a great day.

Follow the Private Wealth Podcast on
www.manulifeprivatewealth.com or contact us via

manulifeprivatwealth@manulife.com for more
information.
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This audio recording is intended for Canadian audiences
for general information purpose only and not intended as
an offer, or a solicitation of an offer to buy or sell any
investment or other specific product. Manulife Private
Wealth does not provide advisory services on art
investments and does not carry art investment vehicles
on its platform.

A widespread health crisis such as a global pandemic
could cause substantial market volatility, exchange
trading suspensions and closures, and affect fund
performance. For example, the novel coronavirus disease
(COVID-19) has resulted in significant disruptions to
global business activity. The impact of a health crisis and
other epidemics and pandemics that may arise in the
future, could affect the global economy in ways that
cannot necessarily be foreseen at the present time. A
health crisis may exacerbate other pre-existing political,
social and economic risks. Any such impact could
adversely affect fund performance, resulting in losses to
your investment.

Intended for a Canadian audience. This audio recording
was prepared for general information purposes only and
should not be relied on for specific financial, legal or
other advice and is not intended as an offer, or a
solicitation of an offer, by Manulife Private Wealth to any
person to buy or sell any investment or other specific
product and is no indication of trading intent. Investing
involves risks, including the potential loss of principal.
Financial markets are volatile and can fluctuate
significantly in response to company, industry, political,
regulatory, market, or economic developments. Neither
Manulife Private Wealth nor any other companies in the
Manulife Financial Corporation (“MFC”) group are acting
as an adviser or fiduciary to or for any recipient of this
recording unless otherwise agreed in writing. Neither
Manulife Private Wealth or its affiliates, nor any of their
directors, officers or employees shall assume any liability
or responsibility for any direct or indirect loss or damage
or any other consequence of any person acting or not
acting in reliance on the information contained herein.
Nothing in this material constitutes investment, legal,
accounting, tax or other advice, or a representation that
any investment or strategy is suitable or appropriate to
your individual circumstances, or otherwise constitutes a
personal recommendation to you. Manulife Private Wealth
does not provide legal or tax advice, and you are
encouraged to consult your own lawyer, accountant, or
other advisors before making any financial decision.
Prospective investors should take appropriate
professional advice before making any investment
decisions. All opinions expressed were obtained from
sources believed to be reliable and in good faith, no
representation or warranty, expressed or implied, is made
as to its accuracy or completeness. Should you have any
questions, please contact or ask to speak to a member of
Manulife Private Wealth. Manulife Private Wealth is a
division of Manulife Investment Management Limited and
Manulife Investment Management Distributors Inc.
Investment services are offered by Manulife Investment
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Management Limited and/or Manulife Investment
Management Distributors Inc. Banking services and
products are offered by Manulife Bank of Canada. Wealth
& Estate Services are offered by The Manufacturers Life
Insurance Company. Manulife, Manulife & Stylized M
Design, Stylized M Design, and Manulife Private Wealth
are trademarks of The Manufacturers Life Insurance
Company and are used by it, and by its affiliates under
license. This information does not replace or supersede
KYC (know your client) suitability, needs analysis or any
other regulatory requirements.

The information in this audio recording including
statements concerning financial market trends, future
events, targets, management discipline or other
expectations are based on current market conditions,
which will fluctuate and may be superseded by
subsequent market events or for other reasons. There is
no assurance that such events will occur, and if they were
to occur, the results may be significantly different than
those shown here. This presentation may contain forward-
looking statements about the markets, model portfolios
and expected future performance. Forward-looking
statements are not guarantees of future performance.
Forward-looking statements involve inherent risks and
uncertainties, both about the individual portfolio
components and general economic factors, so it is
possible that expectations, forecasts, projections and
other forward-looking statements will not be achieved.
Manulife Private Wealth cautions you not to place undue
reliance on these statements as a number of important
factors could cause actual events or results to differ
materially from those express or implied in any forward-
looking statement made herein. These factors include,
but are not limited to, general economic, political and
market factors in Canada, the United States and
internationally, interest and foreign exchange rates,
global equity and capital markets, business competition,
technological changes, changes in laws and regulations,
and catastrophic events. Before making any investment
decisions, Manulife Private Wealth encourages you to
consider these and other factors carefully.
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