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WHATS HAPPENING IN THE MARKETS

Why staying the course 
through a market correction 
can prove the right call
A growing number of investors are now bracing for a market 
correction, however, history tells us that might not necessarily 
be a bad thing.  

From the euphoria of one all-time high after another, to 
worries and anxiety about a market crash, if the last month 
has taught us anything it is that market sentiment can shift 
incredibly quickly.

Let’s consider. The Federal Reserve has signalled it will soon 
taper its QE program. Treasury yields are rising ahead of 
expectations rates may increase next year. 

Growth in the economy and job market are starting to 
moderate. Political wrangling over spending, taxes and 
the debt ceiling is just heating up. The looming demise of 
China’s property giant Evergrande is sparking fear of financial 
contagion.

In the meantime, stock valuations have remained high, while 
the delta variant runs wild across much of the world.

However, for all the concerns emerging amid this recent 
bout of volatility, it is important to recognise that market 
corrections are relatively common. 

In fact, these sort of occurrences are often what provide a 
foundation for the market to continue its next leg, let alone 
allow astute investors an opportunity to buy stocks trading at 
depressed prices.

Perhaps the most concerning aspect of a market 
correction, rather than the correction itself, is the 
phenomenon where many investors believe they can 
‘time’ the market. That is, thinking you can easily predict 
the start of a market downturn, or when the market has 
found its bottom. 

But this sort of mentality is harmful in many ways. If we 
look at what the stock market has taught us over the 
decades, it quickly becomes apparent that significant 
money can be lost in trying to time the market, rather 
than staying the course through a correction.

Turning back the pages

Since the GFC, the S&P 500 has entered a correction, 
defined as a fall more than 10% from the most-recent 
peak, a total of 11 times. There have also been two 
occasions where the market crashed by more than 20%, 
including of course last year’s monumental wipeout at 
the start of the pandemic.

Yet in every instance, despite underlying concerns and 
fear at the time, the market has recovered its ground. To 
be more accurate, the market has not only recovered its 
ground, it has set a new record following each and every 
occasion.

And while the last 18 months might give us some 
complacency in thinking the market only goes up, this 
is certainly an anomaly. In fact, prior to the current 
disturbance across markets, the largest pull-back this 
year had been just 4%. Only two years on record have 
not seen a drop of at least 5% in the S&P 500 - 1995 and 
2017. Again, however, the market has always trended 
higher.

As a broader point to illustrate this picture, the S&P 500 
went 227 days without a drop of at least 5%, which was 
the seventh-longest streak in history. To say we have 
been overdue a pull-back is certainly an understatement, 
but that doesn’t mean we need to rush to the exits. A 
deeper look back at history, across various timelines, 
provides a telling picture.

Since 1950, there have been 38 instances where the S&P 
500 has slumped by double-digit figures. Across this 
timeframe, the average duration of the correction has 
been just over 6 months. 

MICHAEL SMITH
Head of Research and 
Senior Investment Advisor
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However, this figure is largely skewed by historical 
corrections before high-frequency trading and the like took 
hold. As such, the duration of corrections since the 1980s 
have trended lower, at roughly 5 months. But then, if we 
exclude events like the GFC, this becomes significantly less, 
nearing just a couple months, and all-time highs have often 
followed in the vicinity of 2-6 months thereafter.

It feels appropriate to exclude events such as the GFC, as we 
don’t believe the current circumstances warrant the fear or 
downturn associated with a prolonged downturn, nor for that 
matter, a sharp, dramatic plunge like last year. 

After all, economic growth might be slowing at the moment, 
but there is still growth at hand. Meanwhile, many of the 
other lingering uncertainties are either transitory, or have 
been known about for some time. On the contrary, it is 
generally unknown ‘black swan’ type events or prolonged 
economic downturns that give rise to extended periods of 
depressed prices across the stock market. 

But the good news is that the rebound generally takes on 
strength as time goes by. Across the last 50 years, after the 
market has found a bottom in the midst of a correction, the 
S&P 500 has climbed about 8% from those levels just one 
month later, and an impressive 24% one year later. Returns 
are even greater if we take into account last year’s remarkable 
turnaround throughout the pandemic, although this was 
anything but ‘normal’.

Treating a correction as an opportunity

A correction is ultimately a way for the market to find a 
new equilibrium. That is, testing broader sentiment and 
conviction, while recalibrating valuations to ensure things 
don’t get too heated, especially among smaller-cap stocks, 
volatile sectors and growth names.

Although it may seem intuitive to seek safety at the first sign 
of a market downturn, that ignores the fact that opportunity 
cost can be just as costly as a falling market. Prior to COVID, 
if you missed exposure to the best 20 days performance of 
the S&P 500 across the last 20 years, annualised returns 
would slump from more than 6% to just 0.1% per annum.

All too often we have seen instances where the market 
may be looking shaky, but equities have fought off 
the turmoil to power higher. If the market can still eke 
out another 10% before then beginning to correct, 
the opportunity cost is profound, let alone the tax 
implications to consider.

Even in the event that one can fortuitously time the 
market, there are still a number of scenarios where 
remaining invested can prove beneficial over the long-
term. 

For starters, having a diversified portfolio with exposure 
to different sectors of the economy is vital for this very 
reason. What’s more, certain companies benefitting from 
opportunistic tailwinds or structural changes can also 
ride out a downturn positively.

If you decide to sell, you also need to have the conviction, 
after locking in losses, to re-buy at an opportune time. 
For that to pay off, you may need to have the courage 
to buy in at a time when things appear most troubling, 
which is naturally quite hard when you already sold amid 
conditions that were much ‘rosier’.

At the end of the day, for long-term investors a correction 
should not be viewed as a significant cause for concern, 
even if on paper it can be tricky to confront. 

Knowing that the market often has a habit of recovering 
quickly, and rising over time, a correction can be a great 
buying opportunity to build your wealth, especially 
through stocks that were previously too expensive. 
Thinking long-term, without being distracted by trying to 
time the market, is how fortunes are made. 

Mike Smith
Managing Partner
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International

MICHAEL SMITH
Head of Research and 
Senior Investment Advisor

International Growth Portfolio

With the stock market experiencing its worst month since March 2020, it was 
a difficult period for the Growth Portfolio, with NAV decreasing by 4.2%. In 
contrast, the S&P 500 slumped 4.8%, the Nasdaq tumbled 5.3%, and the Dow 
Jones shed 4.3%.

A number of factors weighed on the performance of the broader stock market, 
with volatility ramping up around mid-month. 

Concerns centred on the prospect of financial contagion arising from 
a property crisis in China, with one of the nation’s largest developers, 
Evergrande, on its knees and missing debt repayments. 

Rising Treasury yields also took their toll as a growing number of Fed officials 
signal that interest rates could begin to lift as soon as next year, with QE 
already set to begin unwinding by the year’s end.

Big tech was hit the hardest of any sector last month, and given our exposure 
to the segment, we saw sizeable losses on some of our high-conviction plays. 
This included a slump in the share prices of names such as Apple (AAPL), 
Adobe (ADBE), Alibaba (BABA), Facebook (FB), Alphabet (GOOGL), Microsoft 
(MSFT) and PayPal (PYPL). Nonetheless, despite their performances, each of 
these stocks remain a cornerstone position in our Portfolio. 

Foreign exchange movements proved beneficial to the Portfolio last month, 
with the USD/AUD rate increasing from 1.3671 to 1.3837 across the course 
of September. Australia’s exposure to plummeting iron ore prices, as well 
as growing expectations for US interest rates to lift next year have been a 
tailwind for the greenback, and it may take some turn of events for this trend 
to reverse.

On the back of the decline in NAV across the Portfolio in September, unrealised 
gains were pared from their recent high. In total, unrealised gains slipped from 
22.8% of closing Portfolio NAV at the end of August to a level of 18.6% at the 
month’s end. 

While we didn’t make any changes to our holdings last month, we may look 
to add to some of the high-conviction tech names if there is further weakness 
ahead. We do believe they will regain ground, even if there could be more 
volatility over the coming weeks, with both September and October being two 
months that are generally among the more difficult periods across the trading 
calendar.

Index
September 

Performance
2021 

Performance

Dow Jones -4.3% 10.6%

NASDAQ -5.3% 14.0%

S&P 500 -4.8% 14.7%

Global Growth 
Portfolio -4.2% 13.2%

Performance:

Top 10 Holdings:

Code
Company 

Name Weighting %

MSFT Microsoft 7.2%

AAPL Apple 6.3%

GOOGL Alphabet 5.6%

COST Costco 5.6%

PG P & G 4.4%

TGT Target 4.1%

ISRG Intuitive 4.1%

BRKB Berkshire 3.7%

V Visa 3.7%

HD Home Depot 3.7%

George Wong
Senior Financial Advisor
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Hub 24 - Conservative

Conservative Portfolio

The Conservative Portfolio recorded a decline in NAV of 0.9% last month, 
which although disappointing, was significantly ahead of the fall in the ASX 
200, which decreased by 2.7%. In addition, the result was also ahead of our 
Balanced and Growth Portfolios, which were hit harder by the sell-off in 
growth-oriented assets.

As was the case with our other Portfolios, sagging share prices for BHP 
(BHP), down 11.6%, and Rio Tinto (RIO), down 10.6%, both hit NAV. However, 
our exposure in this segment was capped by the fact the Conservative 
Portfolio does not have exposure to Fortescue Metals Group (FMG). 

Gold prices stumbled throughout the month and that meant we took a hit 
on Newcrest Mining (NCM), which lost 8.5%. As expectations mount for US 
interest rates to begin increasing from as early as next year, the gold sector 
has been facing some pressure. However, at a relative level, shares in NCM 
have been trading at levels last seen a few years back, when the price of gold 
was significantly lower. This gives us some optimism that the market will, in 
time, re-rate the stock higher as the fundamentals become clearer.

As far as winners, it was the major banks in Commonwealth Bank (CBA) and 
Macquarie Group (MQG) that held up well and contributed strongly towards 
preserving the drop in NAV, while fund managers in KKR Credit Fund (KKC) 
and Ophir High Conviction Fund (OPH) also delivered a standout month amid 
the market-wide sell-off.

Unlike our Balanced and Growth Portfolios, the Conservative Portfolio was 
the only Portfolio that we made changes to last month. Given the defensive 
tilt of the Portfolio, we increased our exposure to the Clearbridge RARE 
Infrastructure Income managed fund, giving us a more targeted focus to 
generate income while limiting our downside. We also took up a position 
in the VanEck MSCI International Quality ETF (QUAL), which affords us 
exposure to international equities on the back of the sell-off.

To fund our purchases, we exited our stake in Endeavour (EDV), which was 
a legacy holding from the Woolworths divestment, and we also sold out of 
ASX (ASX), which we feel has limited upside. In addition, we cut our positions 
in CSL (CSL) and Transurban (TCL), with the replacements offering broader 
geographic exposure across similar themes.

One of the key benefits of the Conservative Portfolio is the ability to mitigate 
losses when markets turn volatile. Should October follow suit, we expect 
some protection, but we are also pleased with our current weightings for the 
purpose of long-term income generation.

Performance:

Top 10 Holdings:

Index
September 

Performance
2021 

Performance

ASX 200 -2.7% 11.7%

ALLORDS -2.5% 11.7%

Conservative 
Portfolio -0.9% 6.8%

Code
Company 

Name Weighting %

NABPD NAB Note 7.4%

MQGPD Mac Note 7.4%

CBAPD CBA Note 6.9%

CBAPH CBA Note 6.9%

FUND Clearbridge 
Rare Infra 4.9%

CBA Comm Bank 4.9%

KKC KKR Credit 4.6%

HM1 Hearts & M 4.4%

FUND Pimco Global 
Bond 4.5%

FUND PIMCO Global  
Credit 3.5%

MICHAEL SMITH
Head of Research and 
Senior Investment Advisor

George Wong
Senior Financial Advisor
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Hub 24 - Balanced

Balanced Portfolio

While the ASX 200 slumped 2.7% last month, NAV of the Balanced Portfolio 
was down by just 1.6%, indicating that we were able to mitigate losses thanks 
to some of our exposure to funds and income received throughout the month.

Although we managed to outperform the benchmark index, we were 
disappointed to see our iron ore stocks continue to drag on the Portfolio. For 
the second month in a row, BHP (BHP), Fortescue Metals Group (FMG) and 
Rio Tinto (RIO) recorded sharp losses, which came on the back of iron ore 
prices entering freefall. 

With China looking to curb steel production, demand for iron ore has fallen 
dramatically, leading to prices at one stage slumping to around US$90 per 
tonne before recovering some ground. Just a few months ago the price of iron 
ore topped US$230 per tonne, indicating the extent with which momentum 
has shifted.

Elsewhere, reliable names in Woolworths (WOW), Xero (XRO) and CSL 
(CSL) had a forgettable month, and they were certainly part of the reason for 
weakness across the ASX in September, with each posting high single-digit 
losses for the month.

Our exposure to big banks such as Commonwealth Bank (CBA) and 
Macquarie Bank (MQG) proved to be one area of strength, even though 
their gains were rather modest. Nonetheless, the defensive tilt of these 
shares helped outperform the broader market, and it comes on the back of 
speculation that interest rates may be rising at a global level sooner than 
expected.

KKR Credit (KKC), L1 Long Short Fund (LSF) and Ophir High Conviction 
Fund (OPH) delivered encouraging gains for the Portfolio, up 4.6%, 7% and 
6.1% respectively. Growth here was one of the key factors that allowed us to 
outperform the broader market.

As we foreshadowed in our last report, we believe the Portfolio is now more 
representative of our target allocations across sectors and assets. That 
means we made no changes to the Portfolio throughout September.

We remain on guard for further market volatility in October, however, we 
expect the quality names in our Portfolio to hold up well. The diverse nature 
of our holdings also provides some protection, notwithstanding we are 
mindful of any further downside in our iron ore names.

Performance:

Top 10 Holdings:

Index
September 

Performance
2021 

Performance

ASX 200 -2.7% 11.7%

ALLORDS -2.5% 11.7%

Balanced 
Portfolio -1.6% 4.0%

Code
Company 

Name Weighting %

MQGPC Mac Note 4.9%

CBA Comm Bank 4.9%

KKC KKR credit 4.9%

HYGG Hyperion 4.9%

BHP BHP Group 4.3%

FANG FANG ETF 4.3%

WOW Woollies 3.9%

CBAPH CBA Note 3.9%

NABPD NAB Note 3.5%

WBCPJ WBC Note 3.5%
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Hub 24 - Growth

Growth Portfolio

NAV for the Growth Portfolio fell by 2.3% last month, still ahead of the 
benchmark ASX index, which ended the month 2.7% lower.

Given our higher weighting to growth assets, as well as the iron ore miners, 
losses in the Growth Portfolio were greater than those in the Balanced 
Portfolio, despite otherwise sharing many of the same positions.

Nonetheless, that meant BHP (BHP), Fortescue Metals Group (FMG) and Rio 
Tinto (RIO) had the most profound impact on NAV. Although disappointing, 
the result is one we are prepared to accept because we believe the underlying 
performance of these businesses will continue to remain strong, even with 
iron ore prices at half of their peak from just a few months ago.

Each of these miners operate with incredibly low costs, while the scale of 
their operations position them well to generate large profits and continue 
paying reliable yields. The Growth Portfolio may not specifically seek income 
as an objective, but we do believe these major names can grow as they 
diversify their operations over time, yet all the while still deliver good returns 
via dividends.

Positions in the likes of Wesfarmers (WES), Sezzle (SZL), People 
Infrastructure (PPE), Goodman Group (GMG), Evolution Mining (EVN) and 
Afterpay (APT) didn’t have the impact we would have hoped last month, and 
being slightly ‘overweight’ among these names weighed on the Portfolio.

At the same time, being ‘underweight’ in terms of exposure to the funds 
that delivered encouraging gains for the Balanced Portfolio also hurt us. This 
included the KKR Credit Fund (KKC), L1 Long Short Fund (LSF) and Ophir 
High Conviction Fund (OPH), which saw mid-to-high single-digit growth 
across September. 

As was the case with the Conservative and Balanced Portfolios, 
Commonwealth Bank (CBA) and Macquarie Bank (MQG) were our most 
promising contributors, up 4.2% and 9.2% respectively. This was a strong 
result given the broader performance of the stock market, both home and 
abroad, however, financials have been one of the more resilient sectors amid 
recent market turbulence.

As growth stocks have been leading the sell-off in equity markets in recent 
weeks, we will be witnessing how these names hold up throughout October. 
We anticipate volatility to persist, but given our view for a strong finish to the 
year, we do not have any particular worries about our holdings at this point in 
time.

Performance:

Top 10 Holdings:

Index
September 

Performance
2021 

Performance

ASX 200 -2.7% 11.7%

ALLORDS -2.5% 11.7%

Growth 
Portfolio -2.3% 3.7%

Code
Company 

Name Weighting %

MQGPC Mac Note 5.2%

FANG FANG ETF 4.8%

CBA Comm Bank 4.8%

HYGG Hyperion 4.8%

HM1 Hearts & M 4.8%

BHP BHP Group 3.8%

XRO Xero 3.6%

CSL CSL Limited 3.5%

CBAPE CBA Note 3.2%

MQG Mac Bank 3.2%
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