April 17, 2022

Global equity markets started 2022 off with a volatile first quarter. Returns across the world were
mixed with the S&P/TSX Composite Total Return Index (TSX) rising 3.8% in the quarter ahead of the
S&P 500 Total Return Index (S&P 500) which declined by 4.6%. Similarly much of Europe, Asia, and the
Emerging Markets finished in negative territory, with the MSCI World Index Price Return down 6.5%
and the MSCI Emerging Markets down 8.3%.
At the time of this letter, the world is six weeks into the War in Ukraine. The severe and horrendous
humanitarian impacts of the war are unquestionable. Below, we take a look at how the war, and those
conflicts of years past, impact your portfolio.

Geopolitical Events and the Market

During tumultuous times, markets across the world grapple with the near constant stream of bleak
headlines reporting the atrocities like those taking place in Ukraine. With considerable uncertainty
present, volatility is heightened as the market reacts, interprets and extrapolates new information
moment to moment. However, despite the horrific human toll, the market impact of the war in Ukraine
remains comparatively contained to a few areas we note below.
This response is not unusual. Dangerous, mass conflicts of the past have demonstrated that these
conflicts are not significant drivers of market movements over the medium to long term. The resulting
impact to equity valuations has historically been comparatively short lived.
Ryan Detrick, chief market strategist at LPL Financial, looked at
22 major nonfinancial shocks from 1941 onwards to paint a
picture of the market reactions to geopolitical events as noted
in Exhibit 1 below. While each event was unique, and many
involved considerable human consequences, the market
managed to shake off the various impacts relatively quickly.

Dangerous, mass
conflicts of the past have
not been significant
drivers of market
movements over the
medium to long term

Exhibit 1: S&P 500 Response to Geopolitical Events
Geopolitical Event
Attack on Pearl Harbor
Iraq invades Kuwait
N.Korea invades S.Korea
Tet Offensive
Munich Olympics
Gulf of Tonkin incident
Saudi Armco drone strike
North Korea missile crisis
Terrorist attacks on U.S.
Madrid bombing
Bombing of Syria
Cuban missile crisis
Boston Marathon bombing
Yom Kippur War
Iranian general killed in airstrike
London subway bombing
Hungarian Uprising
Suez Crisis
U.S. pulls out of Afghanistan
Six-Day War
Kennedy assassination

Year
1941
1990
1950
1968
1972
1964
2019
2017
2001
2004
2017
1962
2013
1973
2020
2005
1956
1956
2021
1967
1963

Change in S&P
500 at trough
-19.8%
-16.7%
-12.9%
-6.0%
-4.3%
-2.2%
-4.0%
-1.5%
-11.6%
-2.9%
-1.2%
-6.6%
-3.0%
-0.6%
-0.7%
0.0%
-0.8%
-1.5%
-0.1%
-1.5%
-2.8%

Days to
Recovery
307
189
82
65
57
41
41
36
31
20
18
18
15
6
5
4
4
4
3
2
1

Source: LPI Research, S&P Dow Jones Indices, CFRA

As noted above, the many turbulent global events of the past, are often not considerable drivers of
market movements. What drives equity returns over the long term are the underlying revenue and
profit generated by companies. This is captured in part by the gross domestic product (GDP) reflecting
a country’s output. Global geopolitical events, typically, tend to not have a significant impact on a
country’s GDP and thus equity markets as a whole.
There are two primary channels where the current war in Ukraine is impacting the global economy: one
is the impact to global commodity prices as a result of economic sanctions imposed and the second is
the disruption of supply chains for these commodities.

War and the Impact to Supply Chains

The pandemic brought into sharp focus the pressure points in the global supply chains. From
microchip shortages to backlogged shipping containers, the world became aware of the reliance on a
smoothly operating global supply chain and the challenges of maintaining just-in-time inventory when
things faltered.
The war in Ukraine similarly disrupts global production and transportation of goods, and adds to the
emphasis on domesticating supply chains. This de-globalization can add to the long term structural
inflation that is being seen around the world.

War and the Impact to Commodities

From sunflower seeds to potash and natural gas, the supply of many commodities is impacted not only
by disruptions to the physical production but also to the impacts of various economic sanctions.

This jump in commodity

Ukraine is a major global producer of agriculture
prices has helped to spur
commodities, including barley, corn and canola; as well
already-elevated inflation
contributing other resources such as iron ore and uranium
to the global supply. Russia is the second largest exporter of natural gas and crude oil in the world. In a
ranking of top global producers of the major 25 commodities, including energy, precious and base
metals, agriculture and other, Russia sits in the top ten global producers and exporters of every one.
This jump in commodity prices has helped to spur already-elevated inflation levels. The benchmark of
global oil prices, Brent crude, has surged more than 30% in the past month and hit the highest level
since 2008. BMO Capital Markets calculates that for every $10 rise in crude oil, the U.S. Consumer Price
Index will tend to increase by about 0.4% directly. The indirect influence of higher energy prices drives
up input and transportation costs for businesses.
Inflation was already high before the Crisis in Ukraine. This was a result of the disruption the pandemic
had on global supply chains, the pent up demand both from consumers and companies building
inventory reserves, and historically accommodative interest rates. The resulting pressure on supply
chains and commodities has increased the already high levels of inflation.

The Commodity Heavy Canadian Economy

As a result of commodity prices surging, companies closely tied to resource extraction and production
have similarly seem a substantial lift during the quarter. Resources, which include energy and materials
such as gold, metals and mining, make up a significant component of the Canadian market place.
Nearly 30% of the TSX is made up of resource companies. This resource heavy weighting is even more
apparent in the Canadian Small-Cap space with just over half, 51%, of the S&P TSX Small-Cap (TSX
Small-Cap) Index made up of resource companies.
The significant outperformance over the last quarter of the resource half of the TSX Small-Cap index is
noted below. By contrast, the remaining 49% of the index, comprised of non-resource names, saw
across the board underperformance.

Appendix 2: TSX Small Cap Q1 2022 Performance
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For many who have read our letters in quarters past, we take a long term approach to all of our
investing decisions. One of those key decisions includes an aversion to owning resource companies.
As noted above, with resources making up such a significant part of the Canadian investing landscape,
this is an arguably unique approach for a Canadian money manager. However, our view towards
resources remains consistent since inception of the firm: despite many opportunities for short term
wins, we do not feel they make a good long term return of capital. Historical results have demonstrated
this, as noted in Appendix 3. As we have stressed before, it is the long-term results that we are after.

Appendix 3: Growth of $1: TSX, Gold, and Oil Since 1985
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Elevated inflation levels are expected to persist as disrupted supply chains, whether from the COVID-19
Pandemic or the War in Ukraine, take time to resolve, demand eases, and higher interest rates filter
through the economy. As we spoke in more detail in our previous quarterly letter, both elevated
inflation and higher interest rates present a headwind for equities.

“Progress happens too

During periods of dangerous geopolitical events, we are
slowly for people to notice,
reminded of Morgan Housel, an author on the psychology of
while setbacks happen too
investment, who said “progress happens too slowly for people
to notice, while setbacks happen too fast for people to ignore.” fast for people to ignore.”
Amidst the chaos and unpredictability of global events, human progress, innovation, and potential
persists. Companies operate, management teams focus, technology advances, and the work force
adapts. We have seen this through the past ups and downs of world events and will continue to do so.
In the face of current wars and pandemics, geopolitical and other global macroeconomic events, and
those yet to come, our philosophy remains consistent. We believe in a disciplined, long-term approach to
investing. As we enter a rate tightening cycle, heightened volatility is anticipated as growth concerns
weigh on investor sentiment. We remain focused on high-quality, well-managed companies with solid free
cash flow and strong balance sheets, that can navigate what lies ahead and endure economic volatility.
Sincerely,
The Seymour Team

