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Market Volatility: Three Things to
Remember in Scary Times

History has shown the value of staying invested during prior episodes of market turmoil.

Stephen Hillebrecht
Director, Product Strategy

Investorsin U.S. stocks experienced some tumultuous times in the past four decades:
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In Brief

= Investors have experienced renewed market volatility following
reports of the spread of the Covid-19 coronavirus to a number
of countries.

= But equity market volatility has been a fairly common occur-
rence over the years. Meanwhile, the U.S. stock market
(as represented by the S&P 500® Index) has weathered a
number of negative events in the past four decades and posted
double-digit annual returns.

= We would also point out that previous episodes of panic-
driven selling of equities would have caused investors to miss
out on the market’s strongest days, lessening returns over the
longer term.

Global financial markets have experienced volatility in the past several days given the uncertainty of the
impact of the global spread of the Covid-19 coronavirus. (Lord Abbett director of strategic asset alloca-
tion Giulio Martini has offered commentary about how the U.S. and other global economies had been
strengthening ahead of the outbreak, along with an update on the economic and monetary policy impli-
cations for China and other nations.] We all know that markets do not like uncertainty. But while we
don’t know when, or how, the situation might change for the better, we do know some important things
about how the market has responded to prior episodes of volatility. We'll share three of them here.

1. Market volatility is nothing new

Amid the scary headlines emanating from news outlets, it is important to remember that market
volatility is normal. In fact, pullbacks of 10% are normal, and typically happen every year or two.

Take a look at Chart 1 on the next page. Market data dating back to 1980 show there is typically a
pullback each year (on average about a 13% drawdown]. But most years the market has ended up
positive, with an average return of 13%.

2. The market has been resilient following prior crises

While the coronavirus outbreak is indeed concerning, with the human and economic toll difficult to
predict, we think it's worth noting that the market has weathered a number of other negative events
in the past several decades. Just look at the (partial] list of market shocks since 1980 on Page 1.

3. It's not “timing the market,” it’s time in the market

Periods of volatility can be alarming for investors, some of whom might flee the markets in an attempt
to preserve capital, and then later try to time a reentry at the most opportune moment to rebuild
wealth. Such a strategy is called “market timing.” For it to be successful, it would require an ability not
only to forecast the future correctly but also to do so consistently over time—because, presumably, an
investor would want to time future exits and entries as well.

Absent these abilities, we believe there's a more prudent approach.

Why? Investors who try to time the market around volatility risk missing out on the long-term returns
of the market. Chart 2 on the next page illustrates the growth of $10,000 in the S&P 500 for investors
who missed the 10, 20, and 30 best days of market performance in the past 25 years.


https://www.lordabbett.com/en/culture/biographies.giulio-martini.html
https://www.lordabbett.com/en/perspectives/economicinsights/brief-note-coronavirus-global-economy.html
https://www.lordabbett.com/en/perspectives/economicinsights/brief-note-coronavirus-global-economy.html
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Chart 1. Does a Significant Drawdown Automatically Mean Negative Returns for a
Given Year? No
S&P 500 annual total returns versus maximum total decline, as of December 31, 2019
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Note: The historical data are for illustrative purposes only, do not represent the performance of any specific portfolio managed by Lord Abbett or any particular invest-
ment, and are not intended to predict or depict future results. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct
investment. Past performance is not a reliable indicator or guarantee of future results.

Chart 2. This Is What Happens to Your Portfolio When You Miss the Market’s Best Days
S&P 500 annualized returns and growth of $10,000 for the period January 1, 1994-December 31, 2019
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Source: Standard & Poor's and Lord Abbett. Returns are measured based on the S&P 500® Index. The “best” days to be invested are defined as those on which the S&P
500 Index delivered its highest returns for the given periods based on historical data. Annualized return and total return assumes the reinvestment of all dividends and/
or capital gains. Past performance is not a reliable indicator or a guarantee of future results.

The historical data are for illustrative purposes only, do not represent the performance of any specific portfolio managed by Lord Abbett or any particular investment, and
are not intended to predict or depict future results. Indexes are unmanaged, do not reflect deduction of fees and expenses and are not available for direct investment.
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Some Final Thoughts
Here are a few other concepts we think investors should keep in mind during periods of market tumult:

Stay diversified: While we have emphasized equities here, we believe that investors should make a habit of checking with their financial
advisors to make sure their portfolios are properly diversified (for example, finding a strategic balance among stocks, bonds, credit, and
short-term/liquid assets).

Stay focused: Volatility can be difficult to live through—no one knows how long it may persist. But such volatility often can create oppor-
tunity. As of this writing (February 27) U.S. stocks were down 10% from recent highs while U.S. high yield credit spreads were wider by
about 100 basis points [bps) from their lows reached in mid-January. As we have noted many times, such short-term market dislocations
may create attractive entry points in key asset classes, and allow for active managers potentially to take advantage of opportunities.

Stay calm: News headlines may be alarming, but long-term investors have weathered scary times before. Rather than reacting to
short-term market moves, it may be more important to make sure your asset allocation is appropriate for your time horizon and risk
tolerance.

As always, Market View will keep an eye on the current situation and will offer updates as needed. In the meantime, financial advisors
can hear the latest views of Lord Abbett experts by registering for our March 4 webinar, “Volatility: Challenges, Opportunities, and

Helping Clients Stay Focused.”

A Note about Risk: The value of investments in equity securities will fluctuate in response to
general economic conditions and to changes in the prospects of particular companies and/or
sectors in the economy. While growth stocks are subject to the daily ups and downs of the stock
market, their long-term potential as well as their volatility can be substantial. Value investing
involves the risk that the market may not recognize that securities are undervalued, and they may
not appreciate as anticipated. Smaller companies tend to be more volatile and less liquid than
larger companies. Small cap companies may also have more limited product lines, markets, or
financial resources and typically experience a higher risk of failure than large cap companies. The
value of an investment in fixed-income securities will change as interest rates fluctuate and in
response to market movements. As interest rates fall, the prices of debt securities tend to rise. As
rates rise, prices tend to fall.

No investing strategy can overcome all market volatility or quarantee future results.

Forecasts and projections are based on current market conditions and are subject to change
without notice. Projections should not be cansidered a guarantee.

This article may contain assumptions that are “forward-looking statements,” which are based on
certain assumptions of future events. Actual events are difficult to predict and may differ from
those assumed. There can be no assurance that forward-looking statements will materialize or
that actual returns or results will not be materially different from those described here.

Statements concerning financial market trends are based on current market conditions, which will
fluctuate. There is no guarantee that markets will perform in a similar manner under similar condi-
tions in the future.

Treasuries are debt securities issued by the U.S. government and secured by its full faith and
credit. Income from Treasury securities is exempt from state and local taxes.

The S&P 500 Index is widely regarded as the standard for measuring large cap U.S. stock market
performance and includes a representative sample of leading companies in leading industries.

Indexes are unmanaged, do not reflect deduction of fees and expenses and are not available for
direct investment.

The information provided is not directed at any investor or category of investors and is provided
solely as general information about Lord Abbett’s products and services and to otherwise provide
general investment education. None of the information provided should be regarded as a sugges-
tion to engage in or refrain from any investment-related course of action as neither Lord Abbett nor
its affiliates are undertaking to provide impartial investment advice, act as an impartial adviser, or
give advice in a fiduciary capacity. If you are an individual retirement investor, contact your finan-
cial advisor or other fiduciary about whether any given investment idea, strategy, product or service
may be appropriate for your circumstances.

The opinions in this Market View are as of the date of publication, are subject to change based on
subsequent developments, and may not reflect the views of the firm as a whole. The material is not
intended to be relied upon as a forecast, research, or investment advice, is not a recommendation
or offer to buy or sell any securities or to adopt any investment strategy, and is not intended to
predict or depict the performance of any investment. Readers should not assume that investments
in companies, securities, sectors, and/or markets described were or will be profitable. Investing
involves risk, including possible loss of principal. This document is prepared based on the informa-
tion Lord Abbett deems reliable; however, Lord Abbett does not warrant the accuracy and com-
pleteness of the information. Investors should consult with a financial advisor prior to making an
investment decision.

Investors should carefully consider the investment objectives, risks, charges, and expenses of the Lord Abbett funds. This and other important information is
contained in each fund’s summary prospectus and/or prospectus. To obtain a prospectus or summary prospectus on any Lord Abbett mutual fund, contact your
investment professional or Lord Abbett Distributor LLC at 888-522-2388, or visit us at lordabbett.com. Read the prospectus carefully before you invest.
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