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In the crystal ball of history

With the bear market in its fourteenth month, and the equity market up 21% from its November 20

low, everybody wants to know: Have we reached a bottom? How long could the current bear market
persist? To provide a historical perspective we decided to take a look at comparably long bear markets,
particularly those that were accompanied by financial crises: The bear market of the Great Depression and
Japan’s bear market in the first three years following the burst of its equity and real estate bubbles.

These two episodes are especially relevant because both reflect market- and economic downturns
Nora Omarova, . . . . .. . . .
Senior Quantitative Analyst  that coincided with a deep financial crisis. Academic studies have shown that economic slowdowns or
contractions are particularly deep and prolonged when preceded by or coinciding with a banking crisis.’
In terms of pricing in both a severe recession and unprecedented countercyclical measures on the part
of the government, these two episodes could provide some useful benchmarks for market performance
going forward.

To put these recessions in perspective the relevant stock market

Figure 1: The current bear market has priced in deeper indices — the S&P 500 Index, the Composite S&P of Robert
than usual recession in October 2008. Shiller and the NIKKEI 225 Index — have been rebased to equal
Peak =100 100 at the peak that preceded the equity market slump. The
pattern evident in Figure 1 suggests that for 12 months following

1973-74 its peak in October 2007 the current bear market has closely
tracked the usual pattern of major recession-triggered bear
markets. Since October 2008, however, when financial stress
became acute, the market has priced in a deeper and longer
recession.

The chart in Figure 2 shows that in the past two months
(October and November 2008) the equity market has aligned
itself with the pattern similar to the Great Depression bear
market. By comparison, following its peak in December 1989
the NIKKEI 225 did not display a comparably deep decline 12
to 14 months later (it actually had a bear market rally at that

Figure 2: The market has followed the Great Depression point). Following the burst of its stock market bubble and a slide
pattern for two previous months. in land- and housing prices, Japan managed to engineer a “soft

Peak =100 landing” — the economy did not contract (although there was
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120 virtually no real growth for three years).
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where between 770 (Great Depression experience) and 1050
(Japan's experience) in the next two to three months. If the
U.S. market were to follow Japan'’s trend, its mild economic
slowdown following the bursting of its bubble implies a
35-40% market decline from the peak. Japan’s prolonged
economic slump, however, suggests that a flat market could
persist for another 6-12 months, followed by a further 20%
decline if there is no significant turnaround in the economy at
the end of that period.

The U.S. bear markets of 1973-74 (23 months long) and
2000-03 (30 months long) had peak-to-trough declines of
approximately 40% — exactly where the current market is

now from its peak. These markets, however, went through
prolonged consolidation phases at the bottom before entering

a sustained rally. On the other hand, both the Great Depression
and Japanese bear markets had rallies between their twelfth and
eighteenth months before declining further.

Given the uncertainty about how long the current recession
will last, the market might be entering a consolidation phase at
the bottom and trade sideways for a while. Whether this would
be another intermediary bottom before the market declines
further, or a final consolidation before the market takes off will
depend on how much impact the coming government stimulus
package and unprecedented recent monetary easing will have
on the real economy.

We believe, however, that financial stress in credit markets will
continue to dampen equity market performance. That stress

has yet to subside: Since November 20, for example, Citigroup’s
high yield spread index has widened by another 120 basis points
to 1800. We are tactically positioned to take advantage of a
bear rally, if one materializes, but remain cautious until there is
sufficient evidence that financial stress is subsiding.

Figure 3: Historically, the stock market does not rally

while credit spreads are widening.
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The NIKKEI 225 Index is a stock market index for the Tokyo Stock
Exchange (TSE). It is a price-weighted average (the unit is Yen), and the
components are reviewed once a year.

The Standard & Poor’s 500 Index is an unmanaged capitalization-
weighted index of 500 stocks designed to measure performance of the
broad domestic economy through changes in the aggregate market
value of 500 stocks representing all major industries.

Investors cannot invest directly in an index.

This commentary has been prepared by ING Investment
Management for informational purposes. Nothing contained
herein should be construed as (i) an offer to sell or solicitation
of an offer to buy any security or (ii) a recommendation as
to the advisability of investing in, purchasing or selling
any security. Any opinions expressed herein reflect our
judgment and are subject to change. Certain of the
statements contained herein are statements of future
expectations and other forward-looking statements that
are based on management’s current views and assumptions
and involve known and unknown risks and uncertainties
that could cause actual results, performance or events to
differ materially from those expressed or implied in such
statements. Actual results, performance or events may
differ materially from those in such statements due to,
without limitation, (1) general economic conditions, (2)
performance of financial markets, (3) interest rate levels,
(4) increasing levels of loan defaults (5) changes in laws and
regulations and (6) changes in the policies of governments
and/or regulatory authorities.
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For More Information

You should consider the investment objectives, risks,
and charges and expenses of the variable insurance
product and its underlying investment options or
mutual funds offered through a retirement plan,
carefully before investing. The prospectuses/prospectus
summaries/information booklets containing this and
other information, can be obtained by contacting

your local representative. Please read the information
carefully before investing.

Variable annuities and group annuities are long-term
investments designed for retirement purposes. If
withdrawals are taken prior to age 59 %2, an IRS 10%
premature distribution penalty tax may apply. Money
taken from the annuity will be taxed as ordinary income
in the year the money is distributed. An annuity does
not provide any additional tax deferral benefit, as

tax deferral is provided by the plan. Annuities may be
subject to additional fees and expenses to which other
tax-qualified funding vehicles may not be subject.
However, an annuity does provide other features and
benefits, such as lifetime income payments and death
benefits, which may be valuable to you.

Variable investments, of any kind, are not guaranteed
and are subject to investment risk including the
possible loss of principal. The investment return and
principal value of the security will fluctuate so that
when redeemed, it may be worth more or less than the
original investment. In addition, there is no guarantee
that any variable investment option will meet its stated
objective.

All guarantees are based on the financial strength and
claims paying ability of the issuing insurance company,
who is solely responsible for all obligations under its
policies.

Insurance products, annuities and retirement plan
funding issued by (third party administrative services
may also be provided by) ING Life Insurance and
Annuity Company (Windsor, CT). Securities are
distributed by ING Financial Advisers, LLC (member
SIPC), Windsor, CT or through other broker/dealers
with which it has selling agreements. Annuities may
also be issued by ReliaStar Life Insurance Company
(Minneapolis, MN), ING USA Annuity and Life Insurance
Company (Des Moines, IA) and ReliaStar Life Insurance
Company of New York (Woodbury, NY). Variable
annuities issued by ReliaStar Life Insurance Company
are distributed by ING Financial Advisers, LLC. Variable
annuities issued by ING USA Annuity and Life Insurance
Company and ReliaStar Life Insurance Company of New
York are distributed by Directed Services, LLC. Only
ING Life Insurance and Annuity Company and ReliaStar
Life Insurance Company of New York are admitted and
issue products in the state of New York. All companies
are members of the ING family of companies.

ING Investment Management Co. is a sub-adviser
for many of ING Funds’ funds. Both ING Investment
Management Co. and ING Funds Distributor, LLC are
wholly-owned subsidiaries of ING Groep N.V.

This market review has been prepared by ING
Investment Management Co. for informational
purposes. Any opinions expressed herein reflect their
judgment and are subject to change. This material is
used with written permission from ING Investment
Management. Any unauthorized use of this material is
not allowed.
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