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Equities & War
The United States economy has been at war or on the side-line of the World Wars for about one-fifth of the time
since 1885 (almost a 30-year period). Interestingly, stock markets in the US do equally well in nominal returns
during war and peace time. Inflation, however, averages 6% during war and 2% during peace time, giving a much
lower real return during periods of war.
Also interesting, is that market volatility has, on average, been greater during peace time than during war, despite
that in theory one would expect war to have a profound influence on equity prices. Government’s tremendous
need for resources, together with high taxes required to fund wars and increased government borrowing,
compete with investor’s demand for equities during these times.
Whole industries are sometimes nationalised for the war effort. When losing a war becomes a possibility, stocks
often decline sharply as the victorious impose sanctions on the defeated. In the case of the economies of Germany
and Japan, both were restored to health quickly following World War II and resulted in a booming stock market.
The World Wars
Market volatility in the US during World War I greatly exceeded that during World War II. The market rose nearly
100% during the early stages of the first war, then again fell 40% when the US joined the war and finally rallied
when it ended in 1918. In contrast, the market never deviated more than 32% from pre-war levels during the 6year period of World War II.
With the outbreak of World War I, investors scrambled from equities to gold and cash, and all the major European
stock exchanges closed. European panic spread quickly to the US, and the Dow Jones closed down 7% on 30 July
1914 with the market closing down for an indefinite period thereafter. It reopened 4 months later on 12 December
of the same year. By the time it opened, prices were rising rapidly and finished the first day 5% higher than the
closing prices 4 months earlier. The rally increased, and 1915 recorded the best single-year increase of 82% for
the Dow Jones Industrial Index.
With the outbreak of World War II (when Great Britain declared war on Germany on 3 September 1939), the rise
in the Tokyo Exchange was so rapid that the market had to close early. The Dow Jones was up 7% and even
European indexes opened firmer despite being on the foreground of the battlefield. Enthusiasm, however, faded
quickly and by the time the Japanese attacked Pearl Harbour on 7 December 1941, the Dow Jones was down 25%
from its 1939 levels. It continued to fall until April 1942, and when the tide turned towards the Allies, the market
eventually began to climb.
By the time Germany surrendered in May 1945 the Dow Jones was 20% higher than its pre-war level.
Conclusion
The relevance and lesson for the SA investor is that fewer than one in four causes of major market movements
are associated with a major news, political or economic event. Markets are unpredictable, and so are its
movements.
Those who sold in panic at the outbreak of World War I missed out on the greatest year in the market. Then again,
the buying surge that occurred at the outbreak of World War II was misplaced because the government was
determined to place a cap on profits, which resulted in a very subdued market performance.
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Wars, political events and even recessions are minor factors compared to world economic growth and political
stability. These two factors have been proven as the main drivers of equity market returns and are what we require
for a solid investment portfolio with enhanced returns and reduced risk.
Kind regards,

Nico Wegner B.Econ
Wealth Manager
Reference/s: Stocks for the long run (3rd edition), Jeremy J. Siegel

_______________________________________________________________________________________________________________________________________
Data and illustrations compiled by Seed Investment Consultants (Pty) Ltd. Seed is a licensed Financial Services Provider (2346).
For more information please visit our website on www.seedinvestments.co.za.

Seed Weekly
24 October 2019

Equities & War
DISCLAIMER
Seed Investment Consultants is an Authorised Financial Services Provider in terms of the Financial Advisory and Intermediary Services Act (Act No. 37 of 2002). The laws of
the Republic of South Africa shall govern any claim relating to or arising from the contents of this document. This document may not be amended, reproduced, distributed
or published without the prior consent of Seed Investment Consultants.
No guarantee is provided as to the values of any financial product mentioned in this document. All illustrations, forecasts, information and opinions provided within this
document are of a general nature and are not intended to address the circumstances of any particular individual or entity. This document does not constitute a solicitation,
invitation or investment recommendation. While we endeavour to provide accurate and timely information, all illustrations, forecasts or hypothetical data are not guaranteed
and are provided for illustrative purposes only. We make no representation or warranty, expressed or implied with respect to the correctness, accuracy or completeness of
the illustrations, forecasts, information or opinions. No party should act upon such information or opinion without obtaining the appropriate professional and specialised
financial, legal and tax advice based upon a thorough examination of their particular situation. Seed Investment Consultants will not be held liable for any direct or
consequential loss or damage suffered by any party as a result of that party acting on or failing to act on the basis of information or opinion provided by or omitted from this
document.
The value of financial products can increase as well as decrease over time depending on the value of the underlying securities and market conditions. Changes in exchange
rates may have an adverse effect on the value price or income of any product.
Past performance is not necessarily a guide to future performance. Performance has been calculated using net NAV to NAV numbers with income reinvested. The performance
for each period shown reflects the return for investors who have been fully invested for that period. Individual investor performance may differ as a result of initial fees, the
actual investment date, the date of reinvestments and dividend withholding tax. Full performance calculations are available from the manager upon request.
Prescient Management Company and the Trustee are registered and approved under the Collective Investment Schemes Control Act (No.45 of 2002). Collective Investment
Schemes in Securities (CIS) should be considered as medium to long-term investments. There is no guarantee in respect of capital or returns in a portfolio. CIS’s are traded at
the ruling price and can engage in scrip lending and borrowing. The CIS may borrow up to 10% of the market value of the portfolio to bridge insufficient liquidity. A CIS may
be closed to new investors in order for it to be managed more efficiently in accordance with its mandate. CIS prices are calculated on a net asset basis, which is the total value
of all the assets in the portfolio including any income accruals and less any permissible deductions (brokerage, STT, VAT, auditor’s fees, bank charges, trustee and custodian
fees and the annual management fee) from the portfolio divided by the number of participatory interests (units) in issue. Forward pricing is used. In the event that specific
CIS in securities are mentioned please refer to the relevant Minimum Disclosure Document in order to obtain all the necessary information in regard to that unit trust. In rare
instances redemption transactions may be subject to a redemption fee. The applicable Prospectus and Key Investor Information Document will be made available upon request.
Please note that there are stipulated cut-off times for all documents, notifications of deposit, investment, redemption and switch applications. These cut-off times are product
or fund specific and the applicable guidelines have been stipulated on the relevant supporting or transaction documents, application forms and Minimum Disclosure
Documents. Where all required and supporting documentation is not received before the stated cut off time no service provider shall not be obliged to transact at the net
asset value price as agreed to. Prices are published daily and are available on the Prescient website at www.prescient.co.za.
Investors should at all times remain aware of the risks involved in the buying or selling of any financial product. Where foreign securities are included in a portfolio there may
be potential constraints on liquidity and the repatriation of funds, macroeconomic risks, political risks, foreign exchange risks, tax risks, settlement risks, and potential
limitations on the availability of market information. The investor hereby acknowledges the inherent risk associated with any selected investments and that there are no
guarantees (Paragraph 6(2)(f) of BN92). The Manager retains full legal responsibility for any third-party named portfolio (Paragraph 6(1)(g) of BN92).
For any additional information please visit our website on www.seedinvestments.co.za.

GLOSSARY OF TERMS
Annualised Return

Annualised return shows longer term performance rescaled to a 1 year period. Annualised return is the average return per year over the
period. Actual annual figures are available to the investor on request.

Annualised Volatility

The deviation of the calendar month return stream, since launch, relative to its own average.

Highest and Lowest
Annual Return

The

Maximum Drawdown

The maximum calendar month peak to trough loss, since launch, suffered by the Fund.

NAV

The net asset value (NAV) represents the assets of a Fund less its liabilities.

Positive Months

The percentage of calendar months, since launch, where the Fund has delivered a positive return.

Return Horizon

Minimum investment period to have a reasonable probability of receiving the benchmark return.

Risk Horizon

Minimum investment period to have a reasonable probability of receiving a positive nominal return.

Total Expense Ratio (TER)

The Fund's Total Expense Ratio (TER) reflects the percentage of the average NAV of the Fund that was incurred as charges, levies and fees
related to the management of the Fund. A higher TER does not necessarily imply a poor return, nor does a low TER imply a good return.
The current TER cannot be regarded as an indication of future TERs.
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