For the week ending February 7th, 2020

Geopolitical Events & Fear
Welcome back to the Pathfinder Investment Outlook. We are now in our 10th year writing for Pathfinder. We have been
writing this note in various formats since 2007 (13 full years!). By now, you have received our year-end mandate reports.
Regular readers will note that we did not make any mention of the geopolitical events that have been taking headlines in
the regular and the financial press (presidential impeachment, middle east crisis, pandemic risk). While we definitely paid
attention, we do not let these narratives drive our investment process. Over the years, we have learned that the fear that
comes from these extreme events is usually over exaggerated in financial markets. Nevertheless, we do have a number of
clients that reached out to discuss this with our Portfolio Managers and Investment Counsellors, so we thought it prudent
to make note of it in our first Investment Outlook of the year. Please see the table and discussion points below:
•

•

•

Figure 1 presents a table complied by LPL
Research. It is a list of geopolitical events in
chronological order along with the market impact
the day that it happened. The interesting data is
the drawdown and the subsequent days to
recovery.
The aggregate statistics are interesting, but we
also like to consider the extremes (i.e. maximum
drawdown is essentially between -11 to -20%).
On average, after an “event”, there is a 5% drop
in the market that lasts just under a month and
subsequently recovers in about 6 weeks. In the
worst case, the event would trigger a bear market
that lasts between 6 months to 1 year.

“This means that” we do not spend much energy trying to
manage our portfolios for this type of risk. The opportunity
cost from mistiming the events could be very large. Instead,
we use the panic to look for opportunities to add to our
good quality companies. Over the past couple of weeks, we
have built and analyzed a large data set of all of these types
of geopolitical events. In the coming weeks we look
forward sharing our results and conclusions.
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