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How do you incorporate unprecedented events such as
geopolitics and climate change into models?

Speaker Participants

Frances Donald
Frances Donald, Global Chief Economist and Strategist,
Manulife Investment Management

Eric Menzer
Head of Advisory Solutions, Multi-Asset Solutions Team
(MAST), Manulife Investment Management

Leslie Brophy
Assistant Vice President, Head of Investment and Head of
Sales, Manulife Private Wealth

Sean Lasko
Senior Investment Counsellor, Manulife Private Wealth

Presentation

people actually start shifting out of proteins like meat
proteins towards things like peanut butter. So, you do see
some of that moving. But we know that these events that
you're all describing, they all have one underlying
characteristic, and the magnitude will change based on
the scenario we correct, but they're all inflationary. They'll
increase prices and lower growth.

So this is why, in general, when we look at these
environments, we have to question if all of these new
events that are coming forward increase prices, but
they're not related to interest rates, how does the
relationship between interest rates and inflation change?
And a lot of the way we used to do a lot of long-term
capital markets assumptions is we would basically apply
this very strong relationship between if inflation goes up,
interest rates go up. But now we question that
relationship exactly because of these things.

Now, the magnitude of which, we could go for lunch and |
could walk you through the umpteen scenarios that we go
through, but there is a mechanical way in which we do
this, and then there's a layer of subjectivity. But what we
never do is try to predict what the geopolitical event will
be. We just look at a variety of things.

Frances Donald
Global Chief Economist and Strategist, Manulife
Investment Management

No, we don't try to forecast geopolitical events. What we
do is we listen to the best geopolitical experts and then
we apply probabilities based on those geopolitical experts
that come in. We use a lot of scenario analysis. So, we
construct scenarios and then we apply them as shocks to
our portfolio. And what's sometimes surprising, and we
do this too in our quarterly process, sometimes you think
something would be massively important and it turns out
not to be, at least not in a more than 12-month scenario.

ESG, | do have a paper on the Manulife website called
Applyin% or Using the ESG Lens with Macro. And we've
done a lot of work in this area to try to get a sense of
what is the delta. So, what we came to see by applying all
these shocks, we look at all of the experts in this area, we
applg them to our models, and what we know is that when
you have increased severity and frequency of weather
events, it's inflationary. We've all seen with our eyes what
wildfires have done in this country. It destroyed supply. It
burnt down buildings. It meant we had less to be
productive with. That's inflationary. It means we're
working with less in general.

Flooding is, and a lot of weather events is pushing up
food prices. That's not something interest rates can deal
with, but it impacts households and consumers. Because
when oil prices and food prices rise, we don't eat less or
drive less. | mean, you sometimes see shifts. For
example, one of my favorite leading indicators of a
recession is peanut butter sales. Because we see that
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Eric Menzer
Head of Advisor
Team (MAST),

In terms of like the 80-20 rule, 80 percent of the of what
we think the risks are versus the other 20, which is out
there, the most important thing is, is as you're crafting or
developing, constructing a portfolio, is to go through
stress testing. So | highly encourage every ody, if you
haven't done it broadly speaking, understand how your
portfolio can react under different scenarios in a different
environment.

Solutions, Multi-Asset Solutions
anulife Investment Management

So we have various types of tools that we use to put our
clients’ portfolios through it and say, okay, what happens
in a GFC, what happens in a tech bubble, what happens in
various scenarios, so we can understand, yeah, one, we're
going to put some probabilities to the likelihood of
directionally of those events potentially happen, but we
want to know what that tail risk is going to be. Should
there be a shock, what does that — how is that going to
impact? And frankly, when you're having conversations
with clients, can you withstand that shock? Do you have
the willingness and ability to take the risk to handle that
shock if it comes to pass?

But I think, you know, knowledge is power and | would
say, you know, having a broad spectrum of kind of shock
or scenario testing on the portfolio is very important.

Sean Lasko
Senior Investment Counsellor, Manulife Private
Wealth
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And part of the reason, to go off what Eric just said, why
we include real assets and a large portion of our clients’
portfolios for when we go through those difficult time
periods. So last year when we had a bear market in the
United States, Eric is the Lead Portfolio Manager for the
Manulife Real Asset Fund, and | believe that was up 10
percent last year.

Eric Menzer
Head of Advisory Solutions, Multi-Asset Solutions
Team (MAST), Manulife Investment Management

10-75.

Sean Lasko
Senior Investment Counsellor, Manulife Private
Wealth

10-75. So, it helps soften the blow.

Eric Menzer
Head of Advisory Solutions, Multi-Asset Solutions
Team (MAST), Manulife Investment Management

Don't short me 75 basis points.

Frances Donald
Global Chief Economist and Strategist, Manulife
Investment Management

Yeah.

Sean Lasko
Senior Investment Counsellor, Manulife Private
Wealth

Now this year is a little bit different. We have stock
markets in the black, but we have real assets essentially
flat on the year. And, you know, | don't want to say that's
exactly what we want to happen, but when we build
portfolios, we want to have assets that are non-
correlated, that move in different directions at different
times, and that's exactly the type of approach that Eric's
\I/?Veallﬁr\]sset Fund brings to the table at Manulife Private
ealth.

Leslie Brophy
Assistant Vice President, Head of Investment and
Head of Sales, Manulife Private Wealth

And you speak to one of the key tenets of investment

management, portfolio management anyway, which is
asset allocation. You want to make sure that you're not
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putting all your money into one specific asset class or in
one specific country either.

Intended for Canadian Advisors and Accredited Investors.
Manulife Private Wealth's services are limited to Canadian
Accredited Investors. Information is as of September 21st,
2023, unless otherwise noted. This video 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 ang 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.

The information in this video, 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 video
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



Manulife Private Wealth

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. 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 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 Manulife Investment Management Limited,
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.
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