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The outbreak of COVID-19 and the turmoil it has inflicted on financial markets has provided an unwelcome 
reminder of the risks facing those either approaching, or already in, retirement. 

Volatility may not be best metric of investment risk taken on its own 
Volatility – i.e. the degree of change in the price of an asset – tends to be the most popular measure of investment 
risk. The dispersion of returns – or how much investment returns vary around an average – is also a frequent measure. 
Conventional thinking dictates that an investor approaching or in retirement should reduce their risk, as they have a 
limited tolerance for volatility and the drawdowns that equity markets can deliver. But taken on their own, these 
metrics fail to capture the practical considerations investors must face; for example, the risk of not having enough 
income or capital in retirement.   

Deep risk is more concerning, but shallow risk is inevitable 
In his book “Deep Risk: How History Informs Portfolio Design”, neurologist turned investment adviser William 
Bernstein provides a useful perspective on the subject. He divides risk into two categories: ‘shallow risk’ and ‘deep 
risk’. Shallow risk is inevitable. It is the volatility, such as we have seen in the last few weeks, that inflicts “paper” or 
unrealised losses on portfolios – albeit these are losses from which portfolios can recover if they remain invested. By 
contrast, deep risk is much more alarming, leading to a permanent loss of capital. Bernstein highlights devastation, 
confiscation, inflation and deflation in this category. 

Author | Francois De Bruin, Aviva Investors 
 



Navigating deep risks in retirement 
But how should an investor approaching or in 
retirement think about shallow and deep risks? In 
practice, the risk they face is that of being unable to 
pay their bills today, tomorrow or next month. But in 
an age of increasing life expectancy they also face this 
risk over a much longer period than many might have  
 anticipated. This adds longevity risk into the mix – the possibility that their money runs out before they die. So we can 
now distil investors’ requirements down to:   

• Adequate cashflow to meet their immediate needs
• Long-term capital growth in the investment portfolio from which this income is generated.

This is a challenge to conventional thinking, because it questions whether an investor should really be de-risking in old 
age. Indeed, an investor looking for long-term growth will need to maintain an allocation to equities and riskier fixed 
income such as global high yield and emerging market debt. Equities, for example, have the obvious advantage of 
ownership in perpetuity, so investors can reap benefits via dividends for years and years; it is a neat offset for longevity 
risk.  
Such an approach means that they will remain exposed to the shallow risk of market volatility. But investors can look 
through such effects provided the cash flow meets their near-term needs. And for their part, portfolio managers charged 
with looking after their clients’ money can focus on navigating the deep risks related to permanent loss of capital and 
attempting to generate growth in this portfolio from which the income stream is generated.      
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Inflation is a deep risk in retirement 
planning  

Devastation from war or natural disasters, or 
confiscation, where a government unexpectedly 
taxes or seizes assets, are fortunately quite rare, and 
the impact can be mitigated by investing in a 
diversified global portfolio. Outside of Japan, 
persistent deflation, where asset values decline, is 
also not common in modern times. In fact, by far the 
most likely deep risk an investor is likely to 
encounter is inflation. As an antidote to it, Bernstein 
advocates globally diversified equity portfolios. The 
idea is that risk is spread, and if inflation takes hold 
successful companies can pass the effect onto their 
customers – so revenue and profit grow, proving a 
useful and simple inflation hedge. 

Aviva Investors 
Asia 



Important Information 
The name “Aviva Investors” as used here refers to the global organisation of affiliated asset management businesses 
operating under the Aviva Investors name. Each Aviva Investors affiliate is a subsidiary of Aviva plc, a publicly-traded 
financial services company headquartered in the United Kingdom.  

Except where stated as otherwise, the source of all information is Aviva Investors as at 31 March 2020.  
The information in this document is general in nature and has not been designed to take into account the particular 
circumstances of any investor or class of investors, their investment objectives or needs. Before making any investment 
based on any information in this document, recipients should consider the appropriateness of the information having 
regard to their financial situation, objectives, and needs. Investing in the financial products and or services described in 
this document is not without significant risk, including the risk of delays in the ability to redeem any investment, the risk 
of loss of capital invested or income expected to be derived, and share, unit or market price fluctuations. Prospective 
investors are strongly advised to seek their own financial advice about the merits of any investment.  
Any opinions expressed are based on the internal forecasts of Aviva Investors and should not be relied upon as indicating 
any guarantee or assurance of return from an investment or strategy managed by Aviva Investors. No part of this 
document is intended to constitute advice or a recommendation of any nature. The value of an investment can go down 
as well as up and can fluctuate in response to changes in the foreign exchange rates of the currencies in which underlying 
investments are denominated.  

Past performance is not a guide to future performance. Performance figures shown are sourced from Aviva Investors 
unless indicated otherwise, on the pricing and income reinvestment basis stated.  
The distribution and offering of shares may be restricted by law in certain jurisdictions. This document is not and should 
not be taken or construed as a recommendation, solicitation or offer either (i) by anyone in any jurisdiction in which 
such an offer, recommendation or solicitation is not authorised or (ii) to any person in any jurisdiction to whom it is 
unlawful to make such an offer, recommendation or solicitation.  
You are not authorised to redistribute this document nor qualified to make any offer, representation or contract on 
behalf of Aviva Investors on the basis of this document.  
Aviva Investors Asia Pte. Limited, a company incorporated under the laws of Singapore with registration number 
200813519W, holds a valid Capital Markets Services Licence to carry out fund management activities issued under the 
Securities and Futures Act (Singapore Statute Cap.289) and is an Exempt Financial Adviser for the purposes of the 
Financial Advisers Act (Singapore Statute Cap. 110).Registered Office: 1 Raffles Quay, #27-13 South Tower, Singapore 
048583. 

IMPORTANT INFORMATION SINGAPORE: This document is not a prospectus registered with the Monetary Authority of 
Singapore. Accordingly, this document and any other document or material in connection with the offer or sale, or 
invitation for subscription or purchase, of shares, units or interests may not be circulated or distributed, nor may the 
shares, units or interests be offered or sold, or be made the subject of an invitation for subscription or purchase, whether 
directly or indirectly, to persons in Singapore other than (i) to an institutional investor pursuant to Section 304 of the 
Securities and Futures Act, Chapter 289 of Singapore (the “SFA”) or (ii) otherwise pursuant to, and in accordance with 
the conditions of, any other applicable provision of the SFA. 
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Author | Mavis Tan, Investment Strategy, Partnership Management, Professional Investment Advisory Services Pte Ltd. 

We started the year with renewed optimisms spilled over from last year, but 
what followed was a cruel reversal. From trade deals to trade disruptions, 
earnings growth to work cessations and expansion to recession. Within weeks, 
we started to grapple with the new reality of closed borders, restrictions to 
movements and remote working, in the global fight against COVID-19. The 
migration of the virus from China to many other parts of the world sparked off 
an undiscerning sell-off in March. Equities, bonds and even gold positions had 
been wiped off to hold cash, as investors priced in the hefty economic costs of 
this black swan event. The oil price war between Saudi and Russia fuelled a 
perfect storm by pushing indices down into the bear territories. 

Governments adopted a whatever-it-takes stance and announced a bazooka 
of stimulus packages, dwarfing those of the 2008 global financial crisis, in a bid 
to keep businesses afloat with heavy injections of liquidity into bond markets as 
well as financial assistance to households and individuals. Ben Bernanke, former 
Federal Reserve Chairman, had highlighted the importance of getting the 
coronavirus itself under control so that the policy can do its work.  Despite  
 

PIAS Investment Outlook (Q2 2020) 

businesses being halted and GDP contraction globally is expected, markets rallied in response to stimuluses, notably the $2.5 
trillion package passed through by the U.S. government. 

Caixin/ China Manufacturing PMI (Chart A)   MSCI World Index performance (Chart B) 

Source: CNBC, National Bureau of Statistics of China, March 2020  Source: Thomson Reuters Datastream, April 2020  
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The world looked on as China gradually resumed work in late March for a hint of what to expect after the lockdown. Although 
March’s latest China manufacturing data is better than expected (Chart A), exports to Europe and US had fallen more than 
24% and 21% respectively in the same period a year before. This spells one of the drawbacks of globalization, of how 
intertwined are the supply chains globally. Trade is expected to remain sluggish as trading partners are still in the midst 
of a lockdown, contemplating a gradual reopening. As Italy, Spain, and France are starting to see virus cases and fatalities 
decelerating, European leaders are drawing up plans for resumption of normalcy, further pushing up the European equities 
market. Elsewhere, Trump is also pushing for a reopening in spite of cases crossing the 1million mark in the U.S. with weak 
signs of abating. However, the market seemed to defy this: the S&P 500 has surged 29% while the MSCI World (Chart B) was 
up 25% from the 23 March lows. 
 
While analysts had unanimously agreed that economies are facing recession, they continued to debate the shape of 
recovery. Despite warnings of subsequent waves of the spread of the virus, world leaders aimed to gradually resume 
businesses as soon as possible. In April, markets shrugged off worries that the virus may take a prolonged period of time to 
be eradicated, arguing for a V-shape to U-shape recovery.  Oil prices had also contributed to volatilities in the market in 
April with the WTI hitting negative levels for the first time in history as global demand coupled with a surge in supply 
continue to weigh in. The longer the lockdown, the deeper the impact on the energy market. Likewise, the slower the 
recovery of the global economy, as suggested by an L-shaped recovery, with more companies defaulting and unemployment 
becoming more rampant. Some analysts also suggested a W-shape, whereby the virus remains on the loose with a second 
spike in infections and fatalities, possibly due to the premature reopening of the economies. 
 Timing this market is therefore, extremely challenging. While we remain watchful of the virus situation, one of the ways to 
navigate this volatile market could be via dollar cost averaging as investors attempt to assess the true magnitude and 
depth of the economic impact of this global health crisis. Dollar-cost averaging (DCA) is an investment strategy whereby an 
investor make periodic purchases of an asset in an effort to reduce the impact of volatility on the overall purchase. The 
purchases occur regardless of the asset's price and at regular intervals, removing much of the attempt to time the market 
in order to make purchases of the asset at the best prices.  
 
DCA is particularly beneficial for investors with a long-term horizon. With China leading the world in “flattening the curve” 
for containing the virus, we favour allocating into some Chinese equities in tranches to ride on its recovery, in view of the 
attractive valuations. However, we remained cautious and would also prefer to also allocate some Alternatives to hedge the 
potential volatilities ahead and also to consider some Healthcare positions as the global search for vaccinations and 
treatments for the coronavirus continues. 
 
On top of this, we would also like to emphasize the diversification of your portfolio and to avoid over concentration in a 
particular region/country or sector. We hope that this publication assists you, our clients, in your investment process for 
the next half of 2020. 
 
Source | Figures extracted from Thomson Reuters Datastream 
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YOUR PRIVACY  
Your privacy is important to us. If you do not wish to receive information of this kind in the future, please contact your adviser. 

DISCLAIMER 
The views expressed in this presentation reflect the views of the Professional Investment Advisory Services Pte Ltd (“PIAS”). The 
information provided herein is intended for general circulation and are not intended for distribution to, or use by, any person or entity 
in any jurisdiction or country where such distribution or use will be contrary to local law or regulation. This presentation may not be 
copied, either in whole or in part, or distributed to any other person without our specific prior consent. PIAS and its affiliates, directors, 
associates, connected parties, employees and/or Representatives may own or have an interest in the securities covered in this material. 
PIAS does not make any representation or warranty (express or implied) as to its accuracy, completeness, timeliness or correctness for 
any particular purpose.  

The content in this presentation may consist of the past performances of markets, sectors and funds. These are provided for reference 
only and do not have regard to the specific investment objectives, financial situation or the particular needs of any recipient. Henceforth, 
the contents shall not be construed as an offer or solicitation to buy, sell or subscribe for any investment or life insurance product or the 
giving of advice thereof. Accordingly, no warranty whatsoever is given and no liability whatsoever will be accepted by PIAS for any loss 
arising whether directly or indirectly as a result from you acting based on this information.  

All investments, past performance of the mentioned collective investment schemes and life insurance policies and any projection of the 
economies, stock markets, bond markets and the economic trends of the markets are not necessarily indicative of the future 
performance. All investments, collective investment schemes and life insurance policies are subject to investment risks, including the 
possible loss of the principal amount invested. Opinions and estimates are subject to change without notice. You are advised to read 
very carefully the applicable prospectus, product highlight sheet and/ or profile statement of the collective investment schemes, as well 
as the applicable product summary, benefit illustration and product highlight sheet in respect of the life policies. To the maximum extent 
permitted by law, PIAS accepts no liability for any losses or damages (including direct, special, indirect, consequential, incidental or loss 
of profits) if any kind arising from or in connection with any reliance and/or use of the information (including any error, omission or 
misstatement, negligent or otherwise) or further communication, even if PIAS has been advised of the possibility thereof.  

Please seek advice from a Financial Adviser Representative or consult a professional regarding the suitability of the investment product, 
taking into account your specific investment objectives, financial situation or particular needs, before making a commitment to purchase 
the investment product. In the event that you choose not to seek advice from a Financial Adviser Representative or a professional, you 
should consider whether the product in question is suitable for you.  

This newsletter may contain product advertisements which have not been reviewed by the Monetary Authority of Singapore. 

Co. Reg. No. 200106346Z | Financial Advisory Licence No. FA000008-4 

Head Office 
6 Shenton Way, OUE Downtown 2, #09-08, Singapore 068809 

T: +65 6372 5700 
F: +65 6372 5950 
E: enquiry@pias.asia 
W: www.proinvest.com.sg

For more information, you may contact: 
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