
Compounder Fund Investors' Letter: War and
Investing

Dear investors,

To say that the first two months of 2022 have been eventful is an understatement. January
saw a big decline in the stock prices of many high-growth companies in the US market and
elsewhere. Compounder Fund’s holdings were not spared. This prompted Jeremy and me to
send a letter titled “Solidarity” on 27 January, outside of our regular quarterly letter-cadence,
to explain the situation to all of you.

The January declines have largely continued throughout February thus far. Falling stock
prices are painful to experience. But something far more horrifying has happened. Earlier
this week, Russia started military attacks on Ukraine. The foreign minister of Ukraine said
that Russia has launched a “full-scale invasion” of the country. Russia’s aggression -
unconscionable in my view - has shattered the relative peace that the world has enjoyed
over the past few decades. Given the gravity of the situation, Jeremy and I think it is
appropriate to write to all of you again outside our normal schedule.

The bottom-line is this: We are not making any changes to our investment approach
because of the armed conflict between Russia and Ukraine. Before I expand on our
bottom-line, I want to first acknowledge how fortunate Jeremy and I are to be able to discuss
relatively mundane matters such as investing while the people of Ukraine are fighting for
their lives and their independence. It is a good reminder for all of us to be thankful for what
we have in life. If any of you have family or friends living in Ukraine right now, Jeremy and I
sincerely wish that they will remain safe and sound throughout the entire ordeal.

Without downplaying the tragedy of war, I want to now expand on our bottom-line. There are
four things I want to share. First, there’s a useful framework for thinking about investing in
stocks during war scares that can be found in the classic investing book, Common Stocks
and Uncommon Profits, that was first published in the late 1950s in the USA. The book is
written by Phillip Fisher, who’s an excellent investor in his own right, but is perhaps most
famous for being an influential figure in Warren Buffett’s own evolution as an investor. Buffett

1

https://compounderfund.com/wp-content/uploads/2022/01/2022-01-24-Compounder-Fund-Investors-Letter_-Solidarity.pdf
https://www.wsj.com/articles/ukraine-shifts-to-war-footing-tells-citizens-to-leave-russia-11645616181
https://www.amazon.com/Common-Stocks-Uncommon-Profits-Writings/dp/0471445509
https://www.amazon.com/Common-Stocks-Uncommon-Profits-Writings/dp/0471445509


has said that his investing style is 85% Graham and 15% Fisher. Here’s what Fisher wrote
(emphases are mine):

Common stocks are usually of greatest interest to people with imagination. Our
imagination is staggered by the utter horror of modern war. The result is that every
time the international stresses of our world produce either a war scare or an actual
war, common stocks reflect it. This is a psychological phenomenon which makes
little sense financially.

Any decent human being becomes appalled at the slaughter and suffering caused by
the mass killings of war. In today’s atomic age, there is added a deep personal fear
for the safety of those closest to us and for ourselves. This worry, fear, and distaste
for what lies ahead can often distort any appraisal of purely economic factors.
The fears of mass destruction of property, almost confiscatory higher taxes, and
government interference with business dominate what thinking we try to do on
financial matters. People operating in such a mental climate are inclined to
overlook some even more fundamental economic influences.

The results are always the same. Through the entire twentieth century, with a
single exception, every time major war has broken out anywhere in the world
or whenever American forces have become involved in any fighting whatever,
the American stock market has always plunged sharply downward. This one
exception was the outbreak of World War II in September 1939. At that time, after an
abortive rally on thoughts of fat war contracts to a neutral nation, the market soon
was following the typical downward course, a course which some months later
resembled panic as news of German victories began piling up. Nevertheless, at the
conclusion of all actual fighting - regardless of whether it was World War I,
World War II, or Korea - most stocks were selling at levels vastly higher than
prevailed before there was any thought of war at all. Furthermore, at least ten
times in the last twenty-two years, news has come of other international crises
which gave threat of major war. In every instance, stocks dipped sharply on the
fear of war and rebounded sharply as the war scare subsided.

What do investors overlook that causes them to dump stocks both on the fear of war
and on the arrival of war itself, even though by the end of the war stocks have always
gone much higher than lower? They forget that stock prices are quotations
expressed in money. Modern war always causes governments to spend far more
than they can possibly collect from their taxpayers while the war is being waged. This
causes a vast increase in the amount of money, so that each individual unit of money,
such as a dollar, becomes worth less than it was before. It takes lots more dollars to
buy the same number of shares in stock. This, of course, is the classic form of
inflation.

In other words, war is always bearish on money. To sell stock at the threatened
or actual outbreak of hostilities so as to get into cash is extreme financial
lunacy. Actually just the opposite should be done. If an investor has about decided to
buy a particular common stock and the arrival of a full-blown war scare starts
knocking down the price, he should ignore the scare psychology of the moment and
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definitely begin buying. This is the time when having surplus cash for investment
becomes least, not most, desirable. However, here a problem presents itself. How
fast should he buy? How far down will the stock go? As long as the downward
influence is a war scare and not war, there is no way of knowing. If actual hostilities
break out, the price would undoubtedly go still lower, perhaps a lot lower. Therefore,
the thing to do is to buy but buy slowly and at a scale-down on just a threat of war. If
war occurs, then increase the tempo of buying significantly. Just be sure to buy into
companies either with products or services the demand for which will continue
in wartime, or which can convert their facilities to wartime operations. The great
majority of companies can so qualify under today’s conditions of total war and
manufacturing flexibility.

Do stocks actually become more valuable in war time, or is it just money which
declines in value? That depends on circumstances. By the grace of God, our country
has never been defeated in any war in which it has engaged. In war, particularly
modern war, the money of the defeated side is likely to become completely or
almost worthless, any common stocks would lose most of their value. Certainly,
if the United States were to be defeated by Communist Russia, both our money and
our stocks would become valueless. It would then make little difference what
investors might have done.

On the other hand, if a war is won or stalemated, what happens to the real
value of stocks will vary with the individual war and the individual stock. In
World War I, when the enormous prewar savings of England and France were
pouring into this country, most stocks probably increased their real worth even more
than might have been the case if the same years had been a period of peace. This,
however, was a one-time condition that will not be repeated. Expressed in constant
dollars - that is, in real value - American stocks in both World War II and the Korean
period undoubtedly did fare less well than if the same period had been one of peace.
Aside from the crushing taxes, there was too great a diversion of effort from the more
profitable peace-time lines to abnormally narrow-margin defense work. If the
magnificent research effort spent on these narrow-margin defense projects could
have been channelled to normal peace-time lines, stockholders’ profits would have
been far greater - assuming, of course, that there would still have been a free
america in which any profits could have been enjoyed at all. The reason for buying
stocks on war or fear of war is not that war, in itself, is ever again likely to be
profitable to American stockholders. It is just that money becomes even less
desirable, so that stock prices, which are expressed in units of money, always go up.

Second, since the publication of Fisher’s book, more data has emerged to show that US
stocks are indeed resilient even in the face of war. Table 1 below, from LPL Research,
shows this dynamic.
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Table 1

The third thing I want to share involves the performance of stocks in countries that have lost
wars. In Fisher’s text, he mentioned that stocks in the defeated side would lose most of their
value. But this is not always true in the long run. In the “Optimsm (as always!)” section in
Compounder Fund’s 2021 first-quarter letter, I shared how German stocks crashed in the
1910s and 1940s after losing World War I and World War II, respectively. But from 1900 to
1960, despite losing two wars, German stocks still produced positive returns. This example
from Germany highlights the incredible resilience that stocks can show even in the face of
extreme adversity.

Fourth - and most importantly - Compounder Fund’s portfolio companies have little to no
geographic or economic exposure to Russia and Ukraine. This means that their businesses
are largely going to operate as per normal in the days, weeks, months, and years ahead, no
matter what happens in Ukraine. This also means that any stock price declines, if they occur,
are mostly a result of sentiment changes rather than any material deterioration in actual
business fundamentals. Although stock price declines are far from a pleasant experience,
we’re not concerned because our investing approach, as you are familiar with, is one that’s
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based on a stock’s long-term business fundamentals. Over the long run, stock prices and
business growth tend to converge.

As I bring this letter to a close, I want to share some sage investing advice, applicable for the
current context, that Buffett once gave. In his 1994 Berkshire Hathaway shareholders’ letter,
Buffett wrote:

“We will continue to ignore political and economic forecasts, which are an expensive
distraction for many investors and businessmen.  Thirty years ago, no one could
have foreseen the huge expansion of the Vietnam War, wage and price controls, two
oil shocks, the resignation of a president, the dissolution of the Soviet Union, a
one-day drop in the Dow of 508 points, or treasury bill yields fluctuating between
2.8% and 17.4%.

But, surprise - none of these blockbuster events made the slightest dent in Ben
Graham's investment principles. Nor did they render unsound the negotiated
purchases of fine businesses at sensible prices. Imagine the cost to us, then, if we
had let a fear of unknowns cause us to defer or alter the deployment of capital.”

War between countries is a painful tragedy, not just for the citizens involved, but for humanity
as a whole. But war should not stop us from investing for the long run.

Excelsior,
Chong Ser Jing
Co-founder and Portfolio Manager, Compounder Fund
25 February 2022

P.S: You can expect to see Compounder Fund’s 2022 first-quarter investors’ letter in
mid-April 2022.
P.P.S: You can find all of our past investors’ letters here.
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Disclaimer
The Information published herein is intended for “Accredited Investors” and/or “Institutional Investors”
only as defined in the Singapore Securities & Futures Act (Cap. 289) of Singapore ("SFA"). This
Information is provided for informational and discussion purposes only and is not, and may not be
relied on in any manner (legal, tax or investment advice) as an offer to sell or a solicitation of an offer
to buy or subscribe to any funds managed by Galilee Investment Management Pte. Ltd. ("Galilee").
An offering of interests in the Fund will only be made pursuant to a confidential offering memorandum
or similar written material and the Fund’s subscription documents (collectively referred to as the
“Material”), which will be furnished to accredited or institutional investors (and their employees and
agents) on a confidential basis at their request for their consideration in connection with such offering.
None of the information or analyses presented is intended to form the basis for any investment
decision, and no specific recommendations are intended. No reliance may be placed for any purpose
on the Information provided or the accuracy or completeness thereof and no responsibility can be
accepted by Galilee, and/or any of their respective affiliated entities to anyone for any action taken on
the basis of such information. Whilst Galilee shall use reasonable efforts to obtain information from
sources which we believe to be reliable and up to date, Galilee gives no warranty as to the accuracy,
completeness or reliability of any information, opinions or forecasts contained in the Information. No
responsibility or liability can be accepted for any errors or omissions or for any loss resulting from the
use of the Information. Past performance of the managers and the funds, and any forecasts on the
economy, stock or bond market, or economic trends that are targeted by the funds, are not indicative
of future performance. Investment in the Fund will involve significant risks, including loss of the entire
investment. The Fund will be illiquid, as there is no secondary market for interests in the Fund and
none is expected to develop. There will be restrictions on transferring interests in the Fund.
Investments may be leveraged and the investment performance may be volatile. Whilst Galilee shall
use reasonable efforts to obtain information from sources which we believe to be reliable and up to
date, Galilee gives no warranty as to the accuracy, completeness or reliability of any information,
opinions or forecasts contained in the Information. No responsibility or liability can be accepted for any
errors or omissions or for any loss resulting from the use of the Information. Galilee may update,
revise, delete or modify the content and information herein without notice. The material should only be
considered current as of the time of initial publication or as otherwise stated in the Material without
regard to the date on which you may access the Material. These exclusions of liability do not apply to
the extent that such exclusions are invalid or ineffective under any law or regulation applicable to
Galilee. Before deciding to invest in the Fund, prospective investors should read the Material and pay
particular attention to the risk factors contained in the Material. Investors should have the financial
ability and willingness to accept the risk characteristics of the Fund’s investments, including any risk
factor, forward looking statements as set out in the Material. Holdings are subject to change at any
time.

No Commercial Exploitation: The copyright and other intellectual property rights in the Information
are owned by Galilee. Any use of the Material for any purpose is accordingly prohibited except as
stated below. You may not reproduce, transmit, modify, store, archive or in any other way use for any
public or commercial purpose any of the Information without the prior written permission of Galilee.
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