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Stress Testing Our Assumptions

What Happened

Markets are dealing with a trifecta of issues: continued coronavirus (COVID-19)
concerns, a collapse in oil prices and flaring tensions with North Korea.
Investors had already been struggling to grapple with the potential economic
fallout from COVID-19, and events over the weekend injected additional
uncertainty. Consequently, global stocks are trading down about 7%, the 10-
year US Treasury yield is trading to a fresh low near 0.5%, and oil prices are
down about 20%.

Our Take

This is not a great way to celebrate the 11-year anniversary of the S&P 500’s
bull market that kicked off on March 9, 2009. Nonetheless, while it is likely to
be a bumpy road ahead, the weight of the evidence in our work suggests stocks
should be higher a year from now, even if the short-term path is less clear.

Monday is on track to be the sharpest one-day decline for the S&P 500 since
August 8, 2011. That drop also occurred on a Monday and followed the credit
rating agency downgrade of US Debt. The 2011 analog is one we have used as a
comparison to recent market action. During that period, stocks also saw
dramatic price swings, and this was the last time stocks averaged a daily
change of more than 3% over a 10-day period. Uncertainty and fear were also
high then. Notably, volatility stayed elevated over the next several months, but
stocks were up 25% a year later. Still, investors are growing increasingly
concerned about a potential recession, while a recession did not occur in the
comparison period of 2011.

It is important to note what is being priced into stocks at current levels. The
S&P 500 is now down about 18% from a record high reached just a few weeks
ago. For context, this 18% decline compares to a median drop of 21% and an
average drop of 28% during recessions since World War Il. Effectively, markets
are already pricing in a 60% to 80% probability of an impending recession. This
is higher than our macro team’s base case outlook, which acknowledges rising
risk but places the odds of recession at less than 50%.
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However, let us stress test our assumptions and assume that the US economy
does enter recession. Also, as a guidepost, let’s hypothetically assume the total
decline for the S&P 500 from the February 19 high is 28%, consistent with the
average decline during recession. Undoubtedly, that would be painful for
investors. However, it is also important to understand that once stocks find
their low during a recession, a year later markets have climbed an average of
32% and a median of 37%. Said another way, even if we were to see further
weakness near term, markets would still be up double-digits from today’s level
a year later, if past precedent holds. Of course, there is no guarantee that
history will repeat itself, and this time, the outcome may be worse. However,
we believe this offers a reasonable framework for investors to gauge the
risk/reward.

Recession Dates S&P 500 Returns Around Recession (%)
Begin End Peak to Trough 1-Year Later From | 2-Years Later From
Decline Trough Trough
Nov-48 Oct-49 -21% 40% 60%
Jul-53 May-54 -15% 39% 84%
Aug-57 Apr-58 -21% 29% 39%
Apr-60 Feb-61 -14% 31% 12%
Dec-69 Nov-70 -36% 45% 57%
Nov-73 Mar-75 -48% 21% 41%
Jan-80 Jul-80 -17% 37% 17%
Jul-81 Nov-82 -27% 58% 48%
Jul-90 Mar-91 -20% 4% 12%
Mar-01 Nov-01 -37% -14% 3%
Dec-07 Jun-09 -57% 68% 84%
Average -28% 32% 42%
Median -21% 37% 41%

Data Source: Factset, SunTrust IAG

This outcome is consistent with several studies we have shared in recent
reports. After intense selling periods, markets often see short-term overshoots
and dramatic moves in both directions. However, stocks have tended to climb
strongly when looking out over the next 12 months. That’s why in our work,
instead of trying to pick a short-term bottom, we focus more on the
risk/reward.
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Also, on the other side of these concerns, investors will likely be left with much
lower interest rates, more savings from mortgage refinancing, extensive global
monetary and fiscal support, and stock valuations which imply improved longer-
term returns for equity investors.

With fear high now, investors are content holding potentially lower returning
long-term assets, such as US Treasury bonds, for their perceived safety and
potential capital protection. Simply from a diversification standpoint, an
allocation to high quality bonds still makes sense to deal with uncertain
outcomes; they have risen 3% during this corrective phase alone. That said, at
some point, as fear fades, investors will likely shift their focus back to seeking
assets with higher long-term return potential. For those investors who can
stand the much higher volatility of stocks, we see more value in equities. For
example, the S&P 500’s dividend yield is now above the 30-year US Treasury
yield for the first time since the financial crisis. Moreover, as the rubber band
stretches to an extreme on the downside, the snapback will likely be sharp as
fears subside.

Bottom Line

The collapse in oil prices and North Korea’s provocations add another layer of
unexpected risks to the market. Uncertainty and fear are high. Market price
swings are set to remain elevated as many investors and leveraged players
were likely caught offside by the market decline and the collapse in the oil
markets.

However, the weight of the evidence in our work suggests that even if there is
a recession and deeper interim market selloffs, stocks are more likely to be
higher from current levels a year from now. Accordingly, for investors who are
properly allocated in accordance with their risk tolerance, have a longer-term
outlook, and can stomach further overshoots, we would recommend staying the
course and also consider rebalancing portfolios to take advantage of the lower
prices now available in equities.
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Disclosures

Advisory managed account programs entail risks, including possible loss of principal and may not be suitable for all investors. Please speak
to your advisor to request a firm brochure which includes program details, including risks, fees and expenses.

SunTrust Private Wealth Management is a marketing name used by Truist Financial Corporation and the following affiliates: Banking products
and services, including loans and deposit accounts, are provided by SunTrust Bank and Branch Banking and Trust Company, both now Truist
Bank, Member FDIC. Trust and investment management services are provided by SunTrust Bank and Branch Banking and Trust Company, both
now Truist Bank and SunTrust Delaware Trust Company. Securities, brokerage accounts and /or insurance (including annuities) are offered by
SunTrust Investment Services, Inc., BB&T Securities, LLC, and P.J. Robb Variable Corp., which are SEC registered broker-dealers, members
FINRA, SIPC, and a licensed insurance agency where applicable. Investment advisory services are offered by SunTrust Advisory Services, Inc.,
GFO Advisory Services, LLC, BB&T Securities, LLC, Sterling Capital Management, LLC, Precept Advisory Group, LLC, and BB&T Institutional
Investment Advisors, Inc., each SEC registered investment advisers. BB&T Sterling Advisors, BB&T Investments and BB&T Scott & Stringfellow
are divisions of BB&T Securities, LLC. Mutual fund products are advised by Sterling Capital Management, LLC.

While this information is believed to be accurate, SunTrust Banks, Inc., now Truist Financial Corporation, including its affiliates, does not
guarantee the accuracy, completeness or timeliness of, or otherwise endorse these analyses or market data.

The opinions and information contained herein have been obtained or derived from sources believed to be reliable, but Truist Financial
Corporation makes no representation or guarantee as to their timeliness, accuracy or completeness or for their fitness for any particular
purpose. The information contained herein does not purport to be a complete analysis of any security, company, or industry involved. This
material is not to be construed as an offer to sell or a solicitation of an offer to buy any security.

Opinions and information expressed herein are subject to change without notice. STIS and/or its affiliates, including your Advisor, may have
issued materials that are inconsistent with or may reach different conclusions than those represented in this commentary, and all opinions and
information are believed to be reflective of judgments and opinions as of the date that material was originally published. STIS is under no
obligation to ensure that other materials are brought to the attention of any recipient of this commentary.

Truist personnel are not permitted to give legal or tax advice.

Investments involve risk and an investor may incur either profits or losses. Past performance should not be taken as an indication or guarantee
of future performance.

STIS/STAS shall accept no liability for any loss arising from the use of this material, nor shall STIS/STAS treat any recipient of this material as a
customer or client simply by virtue of the receipt of this material.

The information herein is for persons residing in the United States of America only and is not intended for any person in any other jurisdiction.
Investors may be prohibited in certain states from purchasing some over-the-counter securities mentioned herein.

The information contained in this material is produced and copyrighted by Truist Financial Corporation and any unauthorized use, duplication,
redistribution or disclosure is prohibited by law.

STIS/STAS’s officers, employees, agents and/or affiliates may have positions in securities, options, rights, or warrants mentioned or discussed in
this material.

Asset classes are represented by the following indexes. An investment cannot be made directly into an index.
S&P 500 Index is comprised of 500 widely-held securities considered to be representative of the stock market in general.

©2020 Truist Financial Corporation. SunTrust®, the SunTrust logo, and Truist are service marks of Truist Financial Corporation. All rights
reserved
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