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Geopolitical Developments Drive Volatility Higher

Global stock markets are down between -5% and -10% this morning (9 Mar 2020) as a full-blown oil price war broke
out between Saudi Arabia and Russia. While there are reasons to be pessimistic, we believe that this could represent
a buying opportunity in global equities. For one thing, as we indicated in our year-end Market Outlook (December
2019), a pickup in volatility was to be expected, even though we certainly did not anticipate an oil price correction in
addition to a virus outbreak. However, these developments have led to policy reactions which we believe could help
stem the decline in equity markets.

First, the inter-meeting interest rate cut by the Fed last week will increase liquidity in the markets. This is especially
true when you juxtapose it against the strong jobs report from last Friday. Until the virus outbreak derailed global
economies, the US was on a path to one of the strongest job markets ever. Since the emergency rate cut, the Fed has
also increased the size of this week's overnight and term repurchase operations. Also, the Trump administration is
drafting measures to minimize the economic fallout from the coronavirus and to help slow the spread of it in the US.
These could include aid to individuals who are infected as well as companies and individuals affected by lost
business.

Third, while the market has reacted negatively to the fallout between Russia and Saudi Arabia, lower oil prices are
actually good for consumer spending. In our view, the recent violent drawdown in stock prices has presented market
participants with the opportunity to buy Quality stocks at a discount to their underlying fundamental value, which is
the philosophy at the core of our approach to investing. Of particular interest to us at this time is the divergence from
fundamentals of the prices of certain stocks in the travel business. These stocks have sold off considerably due to a
fear that consumers may reduce their travel in an attempt to avoid exposure to the Coronavirus thereby damaging
the profitability of companies in the travel industry as well as travel-related companies like airlines, hotels,
restaurants, casinos and airports. We believe there will be other opportunities in consumer related fields as it
becomes more clear what consumers will and will not spend money on in the face of the threat from a deadly virus.

Lastly, the US dollar has depreciated in anticipation of further monetary stimulus from the Federal Reserve. In our
third quarter Market Outlook, we discussed the impact of the US dollar on global equity markets. We would argue
that the direction of the US dollar can have a significant impact on the relative performance of global equity markets.
As presented in Exhibit 1, the US Dollar appreciated 12.3% and 9.3% in 2014 and 2015, respectively thus causing the
USD return to underperform significantly relative to the local currency return. By contrast in 2017, the USD
depreciated 10% against a basket of currencies. Thus, US dollar depreciation can actually lead to outperformance of
international and emerging equity market returns.

Exhibit 1. Global Equity Returns: Local Currency versus US Dollar

Clearly, none of these policies, nor the decline in oil prices, nor the direction of the US dollar will reduce the fear of a
pandemic. However, once the coronavirus is contained in some manner, as has been the case in China, global equity
markets could be set up for a reversal driven by monetary and fiscal stimulus as well as lower oil prices.
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Local Currency US Dollar US Dollar Local Currency US Dollar

2019 21.7 22.0 31.6 18.1 18.4

2018 -11 .0 -13.8 -4.5 -10.1 -14.6

2017 15.2 25.0 21.9 30.6 37 .3

2016 5.3 1.0 11.6 9.7 11 .2

2015 5.3 -0.8 1.3 -5.8 -14.9

2014 5.9 -4.9 13.4 5.2 -2.2
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