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 Surviving A Market Downturn 

Fears surrounding the Corona Virus (COVID-19) and its potential impact on the global economy sent markets tumbling over 
the last few weeks. Investors are rightly concerned, having watched investment values declining. The return of volatility to 
the markets can be nerve wrecking, and it is not always obvious if and how one should react. 
 
At Seed, we try to make going through volatile periods bearable for our clients. It is necessary to keep a cool head and trust 
the risk management processes in place. Some situations require action and others do not. Extensive work done before hand, 
and continuous assessment of investment cases, enable us to act appropriately given the situation. A key aspect of our 
philosophy, which is useful in these situations, is having a long term focus. 
 
 

Long Term Focus 
 
It is normal for market volatility to spike as depicted by the CBOE Volatility Index (blue line) in Chart 1 (below). It is worth 
noting that volatility involves both positive and negative price movements. In the long run, despite spikes in volatility, the 
equity market depicted by the S&P 500 in this case, shows a long term growth trend (grey area in chart). 
 
 
Chart 1: S&P 500 Growth and the CBOE Volatility Index (VIX) 
 

 
Source: Morningstar Direct (March 2020) 
 

 
Downturns Occur But Markets Go Up In The Long Run  
 
Being in the midst of the longest bull market run in history, it is easy to forget that markets decline at some point in time. 
Since 1980, the local market has experienced a correction (decline of 10% or more) 24 times. Furthermore, the local market 
has gone through bear periods (decline of 20% or more) 9 times.  
 
However, over this period, the market has been expansionary 87% of the time, as opposed to being in a bear market. The 
market averaged a -34% per period (cumulative) the 9 bear markets. Despite the bear periods, the market delivered a healthy 
16% per annum (a whopping 41,456% cumulative return) over the whole period. Again, this speaks to markets offering more 
gains than losses over time. 
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What to Do, Then? 
 
Given the current market conditions, it is important to be cognisant of the following: 
 

• Have Realistic Expectations – Given heightened investment risks, return expectations should be tapered in the short to 
medium term. It is not clear when things will get better, which they will. It could even get worse before getting better. 
What is clear, is that risks are high and thus, it is sensible to expect lower returns. 
 

• Stay Invested – A long term focus is key. Missing recovery periods by being out of the market can severely dent investor 
returns. Chart 2 (below) illustrates how missing the best days on the market dramatically changes investor returns. 
Switching in and out of strategies has also been shown to have similar detrimental consequences. 

 
 
Chart 2: FTSE / JSE All Share Index Annualised Return On Missing The Best Days (Over The Last 20 Years) 
 

 
 
Source: Morningstar Direct (4 March 2020). Daily returns from 5 March 2000 to 4 March 2020 used in Rand 
 
 

• Diversification Is Key – In cases where risk tolerance is low, diversification can help to minimise portfolio losses during 
the tough periods. Understanding diversification benefits is the reason we build multi-asset class portfolios. Other asset 
classes also help with ammunition to take up opportunities that can present themselves in the markets. 

 

• Have A Plan and Stick To It – It is important to have a plan and to stick to it. Market stress comes with noise, and it is 
easy to self-doubt and lose belief in one’s strategy. There is a temptation to act even when not required to. Blocking 
out the noise, sticking to a well-planned strategy and not acting on emotion is the formula for good long term returns. 

 
At Seed, we have structured investment process which enables us to avoid acting out of emotion. We focus on the long term, 
consistently looking for opportunities while keeping risk management central to our process. All this is in an effort to help 
our clients sleep better at night, particularly in times like these. 
 
Chart 3 (below) depicts our philosophy and process in action. The Seed Global Fund is constructed on these principles, and 
has delivered top quartile performance, relative to similarly managed funds across the globe - since inception. 
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Chart 3: Top Quartile Seed Global Fund Growth Relative to Morningstar Peer Group (Returns in USD, net-of-fees) 

 

 
 
Source: Morningstar Direct (29 February 2020). The Fund was launched on 19 December 2016 

 
Our team is available to provide you with more information on the Seed Global Fund, or to answer any questions that you 
may have. Please do not hesitate to contact our offices on +27 21 914 4966 or via email on info@seedinvestments.co.za. 
 
 
Kind regards, 
 

 

Tawanda Mushore CFA, FRM 

Manager Research 
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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. 
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