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Market Perspectives 

March 8.2022 

 

The start of 2022 has been incredibly exhausting for investors. While Canada is level 
on the year solely in part to sky rocketing oil prices, global markets are down across the 
board. The S&P 500 and Dow Index have entered correction territory (down -10% from peak) 
while the Nasdaq, Russell 2000 and European indexes have entered or are getting near bear 
market territory. Investors who have been nervous about a potential policy mistake by the 
U.S. Federal Reserve have to now deal with the ongoing tensions between Russia and 
Ukraine. Over the past decade, only 2016 and 2020 saw a drop of more than 10% in the S&P 
500 in the first quarter. Historically, we typically don’t experience weak starts to the year, but 
the most recent turn of events has put additional pressure on markets.  
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What do we do about it?  

 

In short, nothing. In periods of heightened volatility, it is never prudent to do a complete 
overhaul of your asset allocation that has been carefully designed considering your risk 
tolerance coupled with your investment time horizon. In terms of the current geopolitical 
risks, if we let history be our guide, it would show that the impact of geopolitical military 
activities on markets are reasonably short lived. In 2014, when the Russian Federation 
annexed Crimea, the S&P 500 Price Index fell nearly 6% leading into the event, only to 
recover its losses a few months later.  

 

 
 

Stock markets typically take geopolitical events in stride. History would suggest the 
geopolitical risk premium built into commodities and the negative market sentiment over the 
past few months will likely be short term. Uncertainty is the name of the game; risk premiums 
are rising – equity markets are see-sawing on the volatile situation. Bond yields are stable, 
providing some risk protection to balanced investors. And other safe-haven assets like the 
U.S. dollar and gold are also rallying.  

 

In times like these it’s important we rely on the weight of history to guide us and temper any 
knee-jerk reactions. Although memories are short, capital markets have faced these situations 
many times in the past decades, and they eventually recover. See below: 
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For investors, all eyes should be on the U.S. Federal Reserve  

Investors will refocus on central bank policy once the tensions between Russia and Ukraine 
dissipate, or as other market situations arise. Since the start of the year, there has been a 
material shift in market expectations regarding the path of Fed rate hikes. It’s now expected 
to increase its overnight rate at least six times in 2022, from the expectation of three to start 
the year. Markets were weak leading into this event on fears of the U.S. Federal Reserve 
making a policy mistake causing a recession.  

 

Over the past week, the odds of the Fed hiking 50 basis points at their next meeting later 
next week have plummeted, with the markets pricing in only a 25-basis-point increase. The 
market has recognized that the Fed needs to understand the implications of the Russian-
Ukraine conflict on oil prices and global economic activity. The Fed is likely to be more 
cautious now than what it may have been a week or so ago. As the year progresses, we 
continue to believe that the Fed will raise interest rates less than what the market expects 
leading to a pivot in the narrative that unfolded in January and February. A change toward 
less hawkish sentiment coupled with a good fundamental backdrop provides a positive path 
forward for returns.  
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You’ll most likely feel the longer-term impacts when filling up your car  

 

Oil prices (measured by WTI) have increased approximately 65% since the beginning of 
December on concerns of a disruption in Russian energy supplies. While oil prices are likely 
to remain at these levels until tensions decrease, it’s likely a low probability event that Russian 
energy exports be cut off entirely from global consumers. In a worst-case scenario, oil prices 
would spike even more, impacting the global economy.  

 

Russia has a strong economic interest in continuing to sell its energy. Its government budget 
is supported by oil revenue, which makes up nearly 40% of its exports. On the flip side, 
Europe depends on Russian energy. Germany and Italy’s share of gas supply from Russia is 
almost 50%, according to the European Union Agency for the Cooperation of Energy 
Regulators. Both sides lose, increasing the odds of it not happening.  

 

Over the next few months, the geopolitical premium built into oil prices today will likely go 
away but supply-and-demand dynamics will continue to support oil prices above US$100/bbl 
as global economies continue to fully reopen leading into the summer.  

 

 

Keep in Mind – Corrections are Normal 

Markets have been through 30+ pullbacks since 2009 – we have recovered through every 
single one. 10% corrections happen often, in fact 50% of the time. 20% corrections happen 
20% of the time.  
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In 2021, the S&P 500 returned 26.89% (in USD) on the calendar year while never exceeding a 
drop the entire year of 5% (see chart above). Although a drop from the high of only 5% is 
extremely uncommon consider that if an investor missed the 10 best trading days of the year 
by trying to time the market that return would get dwindled down to 9.09% 

 

2020 provides a better example as the S&P 500 had a very sharp and concentrated selloff. 
The S&P 500 returned 16.26% (in USD) on the calendar year while experiencing an intra-year 
correction of 34% as the COVID pandemic sent a risk off environment across the board. In 
hindsight, this selloff lasted 25 trading days (Feb 19 – Mar 23) but who would have guessed 
on the close of March 23rd, 2020 that we reached the bottom? If an investor missed the 10 
best trading days of 2020 by trying to time the market their return would be negative -42.2%. 
Those best 10 days were between March 2nd to April 8th. In comparison, 7 of the worst 10 
days on the year were during that selloff. Reality is, it doesn’t matter how you spin it; an 
investor would have been in a materially worst place by trying to time the market during this 
period of incredible uncertainty.  

 

You can do this experiment with any calendar year and get similar results all pointing to the 
fact that timing the market never works. Reality is the best days in the market most commonly 
occur in time periods with the largest down days. You cannot time equity markets rather 
thoughtful long-term investors reap rewards by the “time they spend in the market.” In the 
big picture; news headlines, short-term volatility and market fluctuations serve nothing short 
of little detours on the way to long term success. History has proved that there’s always some 
element of background noise in the world trying to distract us: 
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Final Thoughts 

 

• We are not “market timers” rather we understand long term success involves “time in 
the market”. As thoughtful long-term investors it’s important in these moments we 
take a breath and put these issues into perspective.  

• In terms of monetary policy and interest rates - this transitory period where rates are 
moving up should be put into context that we are coming off the floor (essentially 0).  
We are moving from an ultra-accommodative monetary policy to a less 
accommodative monetary policy - still “Accommodative”. 

• This too shall pass. We have been through periods of geopolitical issues, increasing 
interest rates, inflation, trade wars… Good news is markets have historically continued 
to chug higher in every single scenario. The market is a forward-looking mechanism 
and good, quality businesses will never go out of favour.  

 

‘We’ll get to our destination but there will be pit stops along the way’ 

 

Throughout the pandemic and as we navigate through this challenging period we find 
ourselves in today, I have consistently advocated that the best way to proceed for putting 
money to work is implementing a dollar-cost averaging strategy. Nobody knows with 
certainty what the market will look like tomorrow, next week or next month. While market 
volatility creates uncertainty, we need to take these pit stops in stride and focus on the road 
ahead to make sure we arrive at our destination. 

What we do know is that markets are resilient, downturns don’t last forever and the longer we 
extend the time horizon out - the higher the probability a dollar invested today is worth more 
in the future. 

Nobody likes market corrections but trust if we stay committed to our long-term goals, 
process, and fundamentals - together we will go far. Thanks for the continued trust to help 
you navigate the complexity of financial markets.  

 

Regards, 

 

Aaron Pedlar 
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