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To say the financial system is complex, is to put it mildly. It consists of a network of participants the world over, each with 

an almost unique goal or function. Let’s be conservative and say there are millions of cogs in this machine. On top of that we 

have the sheer variety of products involved. So if this machine has millions of cogs that move/create/settle millions of 

different products, it becomes something otherworldly. 

This is the modern financial system we see working today. It grows ever more complex over time. Today, it costs almost 

nothing to develop a program that performs trades, thus adding participants. Most financial products are cheap to produce 

– it is intangible after all. Because it’s relatively costless to increase both the participants and the products of the modern 

financial machine, the system is likely to become harder to define in the years to come. This is not necessarily a bad thing. It 

is quite elegant that a pension fund in Japan can help fund infrastructure development in South America.  

For a piece of machinery to be this complex, one would expect it to break down every now and again.  

At face value, we have this highly complicated system. But just beneath the surface we find emotional beings pulling at the 

levers. To be fair, most people aren’t slaves to their emotions when it comes to engaging with the financial system. We are 

critical thinkers after all. But we do have our faults. If a Japanese pensioner reads about the South American government 

defaulting on its debt obligations, it is quite normal for him to experience stress, and to reach out to the manager of the 

pension fund. No doubt the fund manager also experiences stress. However, it’s disingenuous to say (like many articles do) 

that stress overwhelms our ability to make rational decisions. It’s an over-simplification of a complex mental process. To 

state that we resort to our emotions when faced with a stressful situation, simply isn’t true.  

Stress is extensively studied, and has been for years. It is easy to identify but hard to define. It’s contextual and complex. 

Stress does impact your brain, but it is nuanced.  

One of the main problems the financial machine faces is human unpredictability. Stress compounds this unpredictability 

because it is so contextual.  

Cortisol, also known as the ‘stress hormone’, is produced by the body in response to stress. However, as with everything else 

involving the brain, it’s not that simple. Increased levels of cortisol in the brain may have a positive impact on our decision-

making abilities, but only to an extent. When over-produced, it can have a detrimental impact on our cognitive abilities.  

A study conducted with traders and their measured cortisol levels, showed that acute increases in cortisol as a result of 

stress, increased the traders’ performance. But only up to a point. When faced with uncertainty, the traders were able to ‘cope’ 

well if said uncertainty was within the normal range. When faced with severe stress, their performance notably declined as 

their cortisol levels spiked. Chronic stress caused elevated levels of cortisol for a prolonged period, and had a uniformly 

negative impact on the traders’ performance.  

When faced with chronic stress, we create an allostatic load (allostasis). Simply put, allostasis is the brain’s way of deciding 

that an elevated level of cortisol (or any other chemical) is normal, thus stopping counteractive measures. It is well-

documented that cortisol impacts our pre-frontal cortex and working memory functions. In severe cases, it alters our 

sociability. The brain’s pre-frontal cortex is vital in complex decision-making processes. Our working memory is our ability to 

keep multiple things ‘in mind’ when making a call, for example.  

Unfortunately, most people are constantly stressed – even when times are good. In a global pandemic such as this, where 

the economy is affected and everyone is in lockdown, it’s unsurprising to find people more stressed than ever. As a result, 

we have an allostatic load of cortisol that diminishes our use of the pre-frontal cortex. Not removed, but diminished. We end 

up relying on our amygdala a little more, in order to make complex decisions during times of uncertainty. The amygdala does 

add some level of emotionality to our decisions. This adds a bit of unpredictability in our decision-making, which is impossible 

to model in any reliable way. 
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The financial system doesn’t like uncertainty. Well, maybe ‘like’ is not the right word. Participants in the financial system 

demand an ever-greater payoff for increasing levels of uncertainty, or risk. In the study mentioned above, it was posited that 

a prolonged increase in cortisol levels inhibit the traders’ ability to accurately frame risk and reward. As a result, traders shied 

away from risk/uncertainty without a much larger payoff than normal. This is a self-reinforcing cycle. Realising losses 

increases stress, thus reducing your risk appetite, which leads to more selling. On a larger scale, this leads to reduced 

financial security prices, which leads to losses, which leads to more stress, etc. It’s a bad situation with a ripple effect. 

As we know, the best way to reduce stress and cortisol levels is through healthy diet and exercise. Social interaction with 

friends and family is also beneficial. With the world currently in lockdown it has become harder to exercise, and most people 

haven’t seen their loved ones in person for weeks. As mentioned, chronic stress can lead to changes in our sociability. This 

means that people under constant stress might not want to engage with others, even though it’s exactly what they need to 

improve their mental health. Although many of us are staying in contact via video calls, it just isn’t the same as the real thing. 

Given these circumstances, it’s understandable that our stress levels are higher than would be during a ‘normal’ financial 

crash. 

The global economy wasn’t exactly in great shape at the end of 2019. Growth was observed in only a few sectors and 

countries. Although the stock market surged in the 2019 calendar year, it should be mentioned that a mere small subset of 

companies underpinned this growth. If US companies were excluded from the world index, it’s interesting to note that we 

would have been worse off for eight of the last ten years. Similarly, if investments were made in the S&P 500 equally weighed 

index vs the S&P 500 index (weighted by market cap), the investor would have lost out on over 10% growth over the past 

three years. This is a clear picture of unbalanced and lopsided growth – almost completely driven by large tech companies 

listed in the US. Add to this the record-low interest rates across the developed world, plus historically high debt levels, and 

we have the recipe for a crisis.  

Debt is the usual suspect in a recession or stock market crash. Debt is also critical to the functioning economy. As with 

everything else, a healthy balance is needed. On the back of record-low interest rates, most governments and companies 

levered up their balance sheets, becoming much more susceptible to a shock than would normally be the case in a bull 

market. Working with debt is like using a rope: It can be used in a multitude of productive ways, but you can also end up with 

a noose around your neck if not careful.  

Due to the pandemic, people are abnormally stressed. The economy is highly sensitive to shock, debt levels are high, and 

there is no clear path out of this crisis. It seems almost rational for the market to react the way it did in the first quarter. Due 

to stress, problems became harder to solve, than they would under normal circumstances. Stress also contributed to risk 

aversion and slightly more emotional decision making.   

However, things are looking up. Since March we’ve witnessed a remarkable recovery. Even though the lockdown hasn’t eased 

up much, and we don’t know when life will return to normal (whatever that may be going forward), the market has welcomed 

relief from the developed world, mostly from the US Federal Reserve. A staggering stimulus package was announced, 

providing the Federal Reserve with almost limitless support to the US economy through this crisis. This was in part due to 

the speed with which it was announced. My theory is that this is just about the only tool they have left in their kit, so the 

debate didn’t include as many facets as in the past. In past crises it took months for the US government and monetary 

authorities to provide a life raft for the economy.  

Much of the initial stress has subsided, and people are generally more positive. The market is very receptive of additional 

money as it improves liquidity – this being one of the main concerns early on in the crisis. In short, it seems there is some 

level of confidence in central agencies to provide support in these unprecedented times.  

No one expects the economy to be on hold for two months, only for things to return to ‘business as usual’ thereafter. It is 

likely that the world will undergo fundamental changes because of this crisis, and we are far from being in the clear.  
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As it stands however, we find ourselves in a unique situation. The path ahead is unclear. It’s fair to assume that uncertainty 

and constraints placed on individuals could lead to volatility in the market, as well as stop-start economic growth.  

For now, it’s best to focus on what we can control. We need to take care of ourselves, and be aware that our mental state 

may impact our decisions as we are under severe stress. We need to make an effort to ‘audit’ our wellbeing. The stresses 

placed on us as a collective has, and will, impact us in unknown ways. To be self-aware is the first step. Speak to people you 

trust, and avoid making high-stakes decisions under pressure if you are not feeling like ‘yourself’. Together, we will get through 

this. 

 
 
Kind regards, 
 

 

Stefan Keeve CFA, CFP® 

Wealth Manager 
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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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