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Navigating a Recession: Around or Through?

For many economists and market experts, the much-anticipated economic recession has been looming over the
market for quite some time. Unsurprisingly, prognostications have ranged from avoiding a recession completely
to entering a prolonged period of economic contraction. So where does that leave us as investors? Can
portfolios be repositioned to simply avoid the negative impacts of an impending recession? Unfortunately,
history has shown us that it is rarely, if ever, that simple. The lasting impacts of getting these decisions wrong
often leads to a substantially worse result than doing nothing at all. With that as a backdrop, in this Investment
Perspectives we’ll explore recessions from a historical context and the challenges they pose.

The Timing of Recessions

The National Bureau of Economic Research (NBER) is a private nonprofit research organmization that
according to their website, is “committed to undertaking and disseminating unbiased economic research among
policymakers, business professionals and the academic communtiy.” Among other initatives, they are
responsible for declaring the start of recessions and the completion or end date of recessions. The NBER defines
a recession as “a significant decline in economic activity that is spread across the economy and that lasts more
than a few months.” Is the dating of a recession actionable information that investors should be following? In
short, not really; it is inherently a backward-looking determination, and we know that markets are forward-
looking. Historically, the announcement of recessions has occurred after they’re already in progress and the
eventual end of recessions has been declared after an economic recovery has already taken hold.

What does nearly a century of economic cycles teach us about investing? The graphic below shows recessionary
periods, shaded in green, between 1926-2021.
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Source: Dimensional Fund Advisors

This is overlayed by a line chart that depicts the growth of $100 invested in US stocks during that same period.
What stands out to us about this chart? Firstly, the markets have rewarded investors even when economic
activity was still contracting. This is an important example of the forward-looking character of markets.
Secondly, the overwhelming difficulty faced by an investor trying to time their exit and re-entry into the market.
Cleary, nearly 100 years is not an applicable time-horizon for most investors but what is also clear, is the
duration of actual recessions is very short in comparison.

How do we respond?

According to data provided by Vanguard, there are several key takeaways from the historical performance of
stocks during recessions.

e Stock recoveries may begin soon after recessions commence. Over the last half century, the earliest
recessionary recovery in stocks began just two months into the brief economic downturn of 2020. The
latest recovery started 16 months into the recession of 2007-2009.

e Recessions have been relatively short compared with most investors’ time horizons. The length of
the last seven recessions varied, from just two months in 2020 to 18 months during the 2008 global
financial crisis. Of course, recent experiences do not preclude a longer recession.

e Investing defies certainty. We don’t know how long any recession may last or how long equity market
recoveries may take. Indeed, as mentioned previously, official declarations of recessions by NBER are
backward-looking. A recession can end before it’s been declared, reflecting the challenge economists
face in assessing the level of growth in real time.

Source: Vanguard

While market declines can be scary and difficult, they should be viewed as opportunities to make investments at
valuation levels that are more attractive due to recent declines. Attempting to time the market on a wholesale
basis or waiting for an “all clear” signal can have a lasting negative impact on returns, as shown below.
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Period Best Best Best Best Best Month
1 Week 1 Month 3 Months 6 Months Year US T-Bills
11/28/2008 42212020 6/22/2020 9472009 32372021
Annualized
Compound Return 11.24% 10.61% 10.43% 10.04% 9.75% 919% 2.40%

Indices are not available for direct investment. Their performance does not reflect the expenses associated with the management of an actual portfolio. Past performance is not a guarantee of future results.

In U5 dollars. For illustrative purposes. Best perdformance dates represent end of pesiod. The missed best conseculive days examples assume that the hypothetical portfolio fully divested its holdings at the end of the day
before the missed best consecufive days, held cash for the missed best consecufive days, and reinvested the entire portfolio in the S&P 500 at the end of the missed best consecutive days. Anmualized retums for the missed
best consecufive days examples were caleulated by subsBtuting actual refums for the missed best consecutive days with zero,

5&P data @ 2022 S5P Dow Jones Indices LLC, & division of S&P Global. All vights reserved. “One-Month US T- Bills” is the 1A SBEI US 30 Day TEill TR USD, provided by Ibbotsen Associates via Momingstar Direct. Data is
calculated off rounded daily index values.

Page |2



“Investors and managers are in a game that is heavily stacked in their favor. Charlie (Munger) and [
believe it’s a terrible mistake to try to dance in and out of it based upon the turn of tarot cards, the
prediction of experts, or the ebb and flow of business activity. The risks of being out of the game are
huge compared to the risks of being in it. - Warren Buffet, CEO, Berkshire Hathaway

As investors, we must accept that recessions are a normal part of the economic cycle, and most investors are
going to experience several recessions over the course of their investing lives. Many in our social circles and the
financial media have convinced investors that the way to make money is jumping in and out of the market based
on a reading of the tea leaves. You’ll be regaled with stories of the smartest investors who sold at the top and
got back in at the bottom. This fairytale version of investing is often just that, a fairytale.

In the area of investing, the topic of “average market returns” is often discussed. What doesn’t always get top
billing is the myriad of economic, geopolitical, and other crises that occur over these same time periods. As you
can see below, some of the events highlighted over the past 50 years had a huge impact on global stock
performance but as you widen the timeframe, they appear far less dramatic than they felt in the moment.
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A disciplined investor looks beyond the
concerns of today to the long-term growth
potential of markets.

In US dollars. MSC| data & MSCI 2022, all rights reserved. Indices are not available for direct investiment. Their performance does not reflect the expences associated with fhe management of an actual portfolie.
Past performance is no guaranies of fufure results.

Source:

While the current news headlines around inflation, interest rates and the most recent banking crisis can easily
overwhelm, it can be helpful to look at past market volatility to understand that similar events have happened
before (as shown above). While history doesn’t repeat itself and the future is largely unknowable, putting
current economic and market events into context can be beneficial. Staying committed and disciplined is so
important during market downturns, avoiding the urge to lock-in losses or sitting on the sidelines too long and
missing the impending recovery. Predictably, there is no shortcut to earning long-term returns. It has very little
to do with your intelligence, but it is highly correlated with an investor’s ability to filter out noise, control
emotions and rely on logic when the world around them is telling them to panic.
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The real investing challenges aren’t centered around avoiding the next recession but rather, how can your
money be best positioned to accomplish your long-term goals? Whether that be maintaining your standard of
living and lifestyle for the next 30 years, paying for rising healthcare costs, or creating a financial legacy that
will outlive you. These goals extend our time horizons beyond the coming recession or even the one that may
follow. Long-term investing success equates to shifting our focus to years or decades, rather than weeks or
months. Stocks have been a proven tool to help build wealth and outpace inflation over time. We believe this
will continue to hold true in the future and it is why we continue to look for quality companies at a fair price for
your portfolio--even with the potential of a recession around the corner.

PLEASE SEE IMPORTANT DISCLOSURES BELOW:

HCM’s investment decision making process involves a number of different factors, not just those discussed in this document. The
views expressed in this material are subject to ongoing evaluation and could change at any time.

Past performance is not indicative of future results, which may vary. The value of investments and the income derived from
investments can go down as well as up. It shall not be assumed that recommendations made in the future will be profitable or will
equal the performance of the securities mentioned here. While HCM seeks to design a portfolio which reflects appropriate risk and
return features, portfolio characteristics may deviate from those of the benchmark.

Although HCM follows the same investment strategy for each advisory client with similar investment objectives and financial
condition, differences in client holdings are dictated by variations in clients’ investment guidelines and risk tolerances. HCM may
continue to hold a certain security in one client account while selling it for another client account when client guidelines or risk
tolerances mandate a sale for a particular client. In some cases, consistent with client objectives and risk, HCM may purchase a
security for one client while selling it for another. Consistent with specific client objectives and risk tolerance, clients’ trades may be
executed at different times and at different prices. Each of these factors influence the overall performance of the investment strategies
followed by the Firm.

Nothing herein should be construed as a solicitation or offer, or recommendation to buy or sell any security, or as an offer to provide
advisory services in any jurisdiction in which such solicitation or offer would be unlawful under the securities laws of such
jurisdiction. The material provided herein is for informational purposes only. Before engaging HCM, prospective clients are strongly
urged to perform additional due diligence, to ask additional questions of HCM as they deem appropriate, and to discuss any
prospective investment with their legal and tax advisers.
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