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Covid-19 and Risk Management

The far-reaching effects of the Covid-19 pandemic exposes the huge risks the global economy is under. The extent to which the economy
will be impacted remains uncertain, but the global financial system is clearly under strain given record levels of market volatility, growing
concern around credit losses, record fiscal and monetary support, measures which may present additional risks to the financial system.

Even if this situation is dealt with, we are likely to face even bigger challenges in the future. The Bank for International Settlements early in
the year released a study on climate change and the impact on financial stability, dubbed “green swan”risks. These are financially disruptive
events on an extreme level which potentially might be behind the next systemic financial crisis. There is a possibility that with current
events, we may already be heading towards a crisis, and as such, it is important to be risk aware.

The South African fund management industry has not been spared in this crisis, experiencing extreme volatility and huge drawdowns so
far this year. Chart 1 (below) shows the year-to-date (YTD) performance dispersion of funds across the industry in their respective peer
groups up to 30 April 2020. There is huge difference in performance from the best to worst performing funds. Across the categories, from
low risk interest-bearing short-term funds, to multi-asset and equity funds, it has generally been a struggle for the average fund so far this
year. Only in the offshore category where the depreciating Rand offset losses, have we seen better performance from most funds, but even
there, some funds have delivered hugely negative returns.

Chart 1: Dispersion in YTD Fund Performance per ASISA category (Dots show outlier performance)
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Source: Seed Investments, Morningstar Direct (Performance in Rand, net-of-fees, up to 30 April 2020)

With significant risks, health-wise and to the global economy and financial system, below is a list of some lessons from this crisis. What
makes the current situation interesting is the level of uncertainty. It is clear that decision-making under uncertainty is complex, and requires
specific skills.
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Pandemic Lessons

e A multiplicative pandemic requires overreacting early, rather than overreacting late, at a bigger cost.

e Individual action of excessive risk avoidance can be more effective than government-imposed action.

e Multiplicative pandemic statistics cannot be compared to non-multiplicative statistics e.g. the “flu killed more people” or hunger and
suicide will kill more people. It is only true at a point in time but ignores silent risks in exponential growth. The last big pandemic (the
Spanish ‘flu of 1918-1919) had several waves, with the second one the deadliest.

e The absence of evidence does not mean the evidence of absence. Take a conservative view until evidence is available.

e The economic perspective cannot be ignored. Primary is stopping the initial spread of infection (flattening the curve) and then having
the ability to douse the flames whenever they flare up, when things return to normal, be it a new normal.

e Cautious optimism is necessary. We have previously celebrated an HIV vaccine, but none is available yet. Even for the SARS virus.
Assuming there will be a vaccine is a risk.

General Risk Lessons in Uncertain Times

e You cannot time insurance. Either you have it, or you do not when disaster strikes.

e You cannot ignore silent risks. It is like driving without a seatbelt because there is no evidence of an accident yet.

e Risk is different from uncertainty. Risk can be quantified and as such, remedy can be sought. Uncertainty is more difficult to work with,
as you only have a range of potentially extreme outcomes.

e Decision making in uncertainty requires minimising the cost of an error rather than what is considered most “likely” to work. Errors are
possible if not probable due to lack of knowledge or data. Focus on the downside.

e Pandemics follow a statistical fat-tailed non-normal distribution where the probability of extreme outcomes is high. Few could have
imagined where the world currently finds itself. As such, these are to be taken seriously.

e Confirmation bias is a key risk as we look for the narratives that agrees with our thinking. Seek understanding and critically analyse
information.

e Most of all, be careful what you feed your mind. It is healthy to take a step back because negativity can be overwhelming.

Conclusion

In times of uncertainty, it is important to be more critical in analysis, carefully managing downside risk, aware that some risks are hidden.
While the right government policy is essential, what is vital is action at an individual level. Ultimately, how well we come out of this pandemic
situation is dependent on risk avoidance by individuals. Above what government can and should do, society’s ingenuity and resolve are
more important. If positive energy and skill prevail in mapping out a way forward, then there will be light at the end of the tunnel.

Kind regards,

Tawanda Mushore CFA, FRM

Head of 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.

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.


file://///seed-srv1/company/Marketing/Reports/Seed%20Weekly/(2)%20Article%20Content/2018/180124%20Diversification%20by%20Mike%20Browne/www.seedinvestments.co.za
http://www.prescient.co.za/
http://www.seedinvestments.co.za/

