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First of all, our thoughts go out to all of those people who have been
impacted by the recent events in Ukraine, and the humanitarian crisis
unfolding there. In this special edition of Counsel Views, we look at how
this tragedy may affect the markets, and how investors should respond.
Despite the grim headlines, it’s important to remember that equity and
bond market corrections are to be expected. Furthermore, as we’ve
discussed in the past, there are always reasons – whether it’s rising
inflation, a global pandemic or the Russian invasion of Ukraine – for
investors to think they should sell their investments and sit in cash to wait
it out. Empirical evidence looking at previous crises informs our view that
such market-timing strategies can have material opportunity costs as
markets tend to move on from a crisis over any reasonable time period.

Situation remains fluid, increases the uncertainty
It is difficult to keep up with the events as they unfold on the ground
in Ukraine and in political negotiations. The spectre of a much wider
conflict with Russia/NATO remains a possibility, and is a headwind
for markets in the short term as investors do not like uncertainty.
There have already been numerous sanctions imposed on Russia, its
banking system and Russian businesses. Announcements related to
pulling out of Russia by global investors and corporations continue
to mount, putting more pressure on Russian officials and various
spheres of influence. Just how long Russia can continue to operate a
viable banking system and maintain control over the economy given
US$630 billion in foreign reserves remains uncertain as well. Of course,
the supply of gas to Europe does provide Russia with a great deal of
leverage over NATO countries.
Since Russia launched a full-scale invasion of Ukraine on Feb. 24, the
S&P 500 Index has broken down to fresh lows, and the NASDAQ has fallen
over 20% from its November peak, entering official bear market status.
Commodities, and oil in particular, have been standouts in the market
year-to-date, along with short-dated bonds and Canadian equities.
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History lessons
While past performance is never a guarantee
of future performance, how have financial
markets historically responded to acts of war?
Surprisingly, the number of days that the U.S. equity
market has been down as a result of acts of war has
been quite short. In the 28 past bouts of geopoliticalrelated selloffs going back to World War II, the S&P
500 took three weeks to find a bottom and another
three to bounce back after a median drop of 5.7%.
Over a shorter time period, we looked at all periods
where economic growth was threatened after the
2008 Great Financial Crisis to gauge risks, as well
as the 2018 China trade war which also had both
political and economic ramifications. What we found

was that drawdowns (i.e. from prior peak to trough
levels) have tended to be in the 14-20% range and
2-9 months in duration, but recovery off the lows has
happened pretty consistently in 4-5 months. Over
6-12 months, the returns have been powerful on a
percentage basis.
Looking at five of the more recent wars and how the
stock market has reacted around the first incidents
in these wars, we can see for the most part that
markets remained volatile at the beginning, usually
selling off as news hit, but from there generally
recovering losses after a reasonable length of time.

Chart 1: S&P 500 Index performance pre/post periods of war and conflict
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Sources: RBC PH&N Investment Counsel, Bloomberg. Stocks represented by the S&P 500 Index. Please see disclosures for full details of
indexes used. Data is time-weighted rates of return, gross of dividends, priced in U.S. dollars, before fees, transaction costs and taxes.
You cannot invest directly in an index and past performance is no guarantee of future performance.
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What could be different
this time?

Of course, we always caution about stating things are
different this time, as they rarely are. Admittedly we
would point to a war being fought in real-time on the
ground through the use of mobile devices. The global
proliferation of social media has allowed the entire
world a lens into what is happening on the ground,
and so far there’s been a united and robust response
from NATO allies.
On the economic side, what is perhaps a little
different this time is that heading into the conflict
we’ve seen a more coordinated global central
bank tightening than we have in recent times.
The posturing of global central banks towards
a tightening phase is driven by rising and more
persistent inflation. As of the time of writing, all
indications are for the U.S. Federal Reserve to
continue on its path to tightening monetary policy
via interest rate hikes beginning at the March 15-16
meetings. All eyes will be on language and forward
guidance on future rate increases and the pace of
quantitative tightening over the next few weeks
and months in light of any potential impact on
global growth and inflation arising from the Russian
invasion of Ukraine.

In terms of the impact this conflict may have on
global growth, Russia is about 1.7% of global GDP so
its own economic woes may not translate directly
into declining global growth. Europe would be most
vulnerable economically given the reliance on
Russian natural gas, in terms of supply but also price
(i.e. inflation). Financial conditions have tightened
somewhat since the conflict began, although they were
already tightening since the beginning of the year as a
result of global central bank policies.
Commodity prices have been on the rise, and have
continued to rise following the invasion of Ukraine.
We believe that they could rise further which may lead
to sustained levels of higher inflation than previously
thought. The world has been in a low-grade energy
crunch since early 2021 and the Russia-Ukraine
war could make the crunch much worse if the West
decides to shut Russia out of global energy markets.
This supply-shock scenario to global energy and
commodities markets also raises the risk of inflation
sticking around for longer. This potential surge/
sustained energy cost will complicate things for global
central bank efforts to tame inflation.
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There are always
reasons to sell
We’ve updated one of our favourite charts to account
for the latest decline in the S&P 500 Index with prices
as of Feb. 28. It’s not that we’re lazy in our analysis
by regularly including this chart in our written
commentaries, but rather it’s that we believe it speaks
volumes about how volatility isn’t always a risk for
investors. Often times we receive questions along the
lines of “Is now a good time to invest?” or “Did I already
miss the market rally?” The chart below is a timeless
one in the sense that there will always be reasons to
sell, move money out of the market and sit in cash, or
to wait on the sidelines and not invest. These market-

timing strategies are fraught with behavioural biases
and can lead to very poor outcomes for investors over
a market cycle. The empirical data tells us that any
reasonable time period in the equity market has tilted
the odds in your favour of positive inflation-adjusted
returns. Keep in mind that by the time you’ve seen or
heard of the negative headlines, the market has usually
discounted the potentially bad news and reflected
the short-term outlook into prices. It’s a very difficult
strategy to implement with any success over a market
cycle, so instead, we focus on time in the market, not
timing the market.

Chart 2: There are always reasons to sell: S&P 500 Index (Mar. 2009 - Feb. 2022)

Sources: FactSet, RBC PH&N Investment Counsel. S&P 500 daily price data from March, 2009 through February, 2022, in U.S. dollars,
before transaction costs, commissions and taxes. Note that past performance is not indicative of future returns and you cannot invest
directly in an index. For index description please refer to the disclosures section of the article. Headline callouts within the chart have
been sourced from Bloomberg, Wall Street Journal, CNBC, NY Times, and other public news sources.
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We’ll continue to update you as the situation in Ukraine unfolds. If you have any questions about this
article, please contact your Investment Counsellor.
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