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Market volatility continues
Where do we go from here?
In March following the first U.S. Federal Reserve (“Fed”) interest rate increase since
2018, we wrote here that “the only certainty we have about the near term is more
uncertainty ahead.” Back then, the odds of a recession in developed markets in the
year ahead seemed quite low. Today, the odds are higher but not for certain either.
Financial markets have been correcting year-to-date as they anticipate tightening
of financial conditions by central banks, which are determined to fight inflation.
Inflation remains high, but the markets have reacted positively to the April U.S.
inflation reading.

The April inflation reading showed that inflation eased slightly in April to an
8.3% annual rate, down from 8.5% in March. While one month of data may not
make a trend, some of the components of the Consumer Price Index (CPI) like
used car prices and energy costs have come down over the last few months,
and may make their way into lower CPI readings in the near term. As each
month passes, and we lap the ever-higher inflation data from 2021, the year
over year comparisons should get easier, and inflation readings may naturally
decline based purely on math. Home prices may come under pressure this year
as mortgage rates rise and dampen some demand, but this may take time to
show up in the inflation data – perhaps not until late 2022. The good news is the
April inflation data has shown improvement as it was the first time year over
year inflation declined in eight months as energy prices moderated. However,
the Fed is still on course to raise interest rates over the coming months, and to
also step up the pace of reducing its holdings of bonds (known as “quantitative
tightening”). The Fed wants to get the U.S. economy back on track to its 2%
inflation target, which is no easy task. As a result, we expect the uncertainty of
a recession and further market weakness brought on by tightening of monetary
policy will continue to be an overhang on financial markets over the near term.
Despite the market’s positive initial reaction to the U.S. inflation numbers, we
believe that inflation may remain elevated over the near and medium term.
There are a number of “puts and takes” to the inflation story as we’ve written
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about previously. But ultimately inflation is likely to remain
slightly above the most long-term trend given an aging
population, faster productivity growth and maturing emerging
markets. These inflation tailwinds may be offset by higher
inflation caused by infrastructure spending to fight climate
change, and the impact of deglobalization or onshoring of

production back to developed markets over time.
Financial markets have had a rough start to the year,
which understates the degree of unrealized losses for
some investors. In Table 1, we provide the year-to-date
performance measured in local currency for various asset
classes, sorted by worst to least worst.

Table 1: Year-to-date performance in local currency of major indices
Index name

YTD Change % in local currency (Dec 31/21 to May 9/22)

Asset name

Bitcoin/USD Spot Exchange Rate
SGP/T5X Venture Composite
Russell 2000

Bitcoin in USD
Canadian Small-Cops

MSCI World

Global Equities

MSCI AC Asia Pacific

Asia Equities
U.S. Equities
European Equities

SGP 500

MSCI Europe Net Total Return

Bloomberg Canada Aggregate
Bloomberg U.S. Aggregate
Bloomberg Global Aggregate
SGP/TSX Composite
Gold/USD Spot Exchange Rote

YTD Change (%)

-32.1%
-23.9%
-22.2%

u.s. Small Cop Equities

-17.3%

US Investment Grade Bonds (Unhedged)

Global Investment Grade Bonds (Hedged)
Canadian Equities
Gold in USD

USD

CAD
USD

-16.4%

USD
USD
USD

-10.8%

CAD

-16.5%

Canadian Investment Grade Bonds (Unhedged)

Local currency

-12.4%

EUR

-10.1%
-8.2%
-6.2%

CAD

0.9%

USD

USD
USD

Source: RBC PH&N Investment Counsel, Bloomberg. Data from Dec. 31, 2021 to May 9, 2022 measured in local currency, before fees, transaction costs and taxes. Note that
you cannot invest directly in an index, and past performance is no guarantee of future performance. For a description of each index in the above table please refer to the
disclosure section of this note.

Financial markets do not like uncertainty, and today the
only certainty we have is further uncertainty, whether that
pertains to the economy, markets or the war. Certainly the
performance data provided in Table 1 speaks to how much
investors do not like uncertainty. In terms of the economy,
the uncertainty is whether the economy will go through a
recession or not, and what type of recession we may have.
Will it be relatively short or long? How much will growth
have to slow to stave off inflation?
Recessions are feared by investors as they are usually, but
not always, accompanied by market corrections, or worse
yet, bear markets. A bear market is defined one where
prices fall 20% or more from recent highs amid widespread
pessimism and poor sentiment. We say “not always” as
not all U.S. bear markets in history have led to a recession
(e.g. May 1946-May 1947, December 1961-June 1962, February
1966-October 1966 and August 1987-December 1987).

Market corrections versus bear
markets – what’s the difference?
Generally speaking there are two scenarios of market
declines that are a concern for investors as the Fed shifts
its monetary policy from easing to tightening:

1. Market corrections between -10% and -20%: Historically
these occur every two years, but have been noticeably
less in the last decade so they are unfamiliar to more
recent investors. Market corrections of this magnitude
are usually shorter in duration.
2. Bear markets which are defined as a price decline of
at least -20%: These occur about every 5-6 years and
are often longer in duration than normal course market
reactions.

If we are entering a bear market –
how bad can it get for stocks?
Before we review some scenarios, it’s important to note
that not all markets are in a bear market today. The
scenarios going forward for stocks and bonds include
stabilization, price appreciation or further weakness
are closely tied to the path of inflation. Here are some
potential drivers of further weakness ahead, which we
continue to monitor very closely:
• Inflation continues to remain elevated and may even rise
over the near term
Continued on page 3
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• Bond yields continue to rise reflecting the risk of higher
inflation
• Central banks tighten monetary policy at a faster pace
than investors expect
• An unforeseen shock to the economy/markets such as
an escalation of the war in Ukraine, a resurgence of
COVID-19, and/or an “unknown-unknown” risk (a risk we
don’t know that we don’t know).
Ultimately if inflation continues to decline over the next
few months, both stocks and bonds may regain some of the
unrealized losses year to date. However, given there are
multiple puts and takes to the inflation story over the near-

term, it is difficult to gauge with any degree of confidence
that we’ll be able to conclude that inflation concerns are
completely in the rear-view mirror.
To follow on with the scenario that inflation continues
to remain elevated which may lead to further unrealized
losses for stocks, in Table 2 we provide some perspective
on past market corrections and bear markets for the S&P
500 Index. Note that the analysis here pertains to past
performance of U.S. equities while at the time of writing
we have a slightly more favourable view on Canadian
equities given the heavy commodity and financial
services exposure in Canada compared to the U.S. The
actual outcome for Canadian equities may differ from the
outcome for U.S. equities under each scenario.

Table 2: S&P 500 Index market corrections (1950-2022)
All market corrections of at least
down 10%

All bear markets of at least down
20%

Average % unrealized loss

-20%

-36%

Median % unrealized loss

-15%

-34%

Max % unrealized loss

-57%

Avg. number of days to reach bottom

195

391

Avg. number of days to reach previous peak

319

774

Average 1-year % return from bottom

31%

44%

Median 1-year % return from bottom

31%

36%

Min 1-year % return from bottom

5%

21%

Source: RBC PH&N Investment Counsel, YCharts data. Data series is time-weighted, in U.S. dollars, from June 12, 1950 to present, before taxes, transactions fees and taxes.
You cannot invest directly in an index and past performance is no guarantee of future performance.

While past performance is no guarantee of future
performance, previous corrections and bear markets
provide some potential “goalposts”:

• Most of the strongest days in the last 20 years have
occurred during a bear market, so the best way to
weather a market drawdown is to stay invested.

• The median unrealized loss during all correction periods
from 1950-2022 was -15%, and -34% for bear markets.

• Although they are feared by some investors, bear
markets can be short-lived, averaging 2.1 years but
have been as short as a few months to recover back to
previous highs (so don’t try and time the market).

• During past correction periods it took on average 319
days for investors to break even if they purchased at
the peak just before the correction began, and when it
comes to bear markets the average break-even period is
twice as long at 774 days or just over two years.
• Stocks have increased in value 78% of the time over the
last 100 years, and bear markets have only been present
about 20% of that time.

In the above we’ve shown the potential downside risk to
a market correction or bear market scenario, but it’s also
helpful to understand the potential upside during these
periods. In the charts below we provide the one-year and
three-year returns for Canadian and U.S. stocks following
the start of the past bear markets.
Continued on page 4
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Chart 1: Forward one-year and three-year S&P 500 Index

Source: RBC PH&N Investment Counsel, Bloomberg. All amounts are in local currency, before transaction costs, fees and taxes. Forward one-year and three-year returns are
non-annualized returns one-year and three-year respectively from the start of the bear market as provided below (mm/yyyy). Past performance is no guarantee of future
performance and you cannot invest directly in an index. S&P 500 bear market events: Great COVID Crisis (03/2020), Financial Crisis ’08 (07/2008), Tech Bubble (03/2001),
U.S. Government Debt Downgrade (10/2011).

Chart 2: Forward one-year and three-year S&P/TSX Composite Index

Source: RBC PH&N Investment Counsel, Bloomberg. All amounts are in local currency, before transaction costs, fees and taxes. Forward one-year and three-year returns
are non-annualized returns one-year and three-year respectively from the start of the bear market as provided below (mm/yyyy). Past performance is no guarantee of
future performance and you cannot invest directly in an index. S&P/TSX Composite bear market events: Great Covid Crisis (03/2020), RMB Devaluation (01/2016), U.S.
Government Debt Downgrade (10/2011), Financial Crisis ’08 (09/2008), Tech Bubble (11/2000), Long-Term Capital Management Fund Crisis (LTCM) (08/1998), Bear Market
’90 (10/1990).

There are a few interesting observations from these
two charts:
• Outside of the bear markets of 2002 and 2008, the
forward one-year and three-year, the returns to those
investors who stayed invested from the start of the bear
market have all been positive.
• The median one-year forward return across all periods of

markets down at least 10% or more, was 18.1% for the S&P
500 and 1.9% for the S&P/TSX. And the median three-year
returns for the S&P 500 were 14% and 30% for the
S&P/TSX.
• In order to realize these gains, investors had to remain
invested from the start of the correction or bear market
period, for the one-year or three-year period.
Continued on page 5

Page 5 of 7

Market volatility
Continued from page 4

To that last point about remaining invested, it’s important
to remember that provided you did not need the liquidity,
that selling into market downturns in the hope of avoiding
further unrealized losses may not be a sustainable
investment strategy. This market timing strategy that so
many investors have tried over the years is one reason
why the average investor underperforms the market
index. Waiting for greener pastures as it were isn’t an easy
strategy to implement.
Corrections and bear markets don’t make it any easier
to pull the trigger to buy stocks or bonds when they are
declining in value. You would assume it becomes easier to
buy stocks when they’re falling but cash is a comfortable
place to be during a correction as most investors fear
of losing (unrealized) capital leads them to continue to
wait for the “opportune” time to invest (i.e. the absolute
bottom). During the correction you may keep telling
yourself you’ll buy when stocks or bonds fall a little further
or the dust settles, but each time they fall further you
change course and wait to buy a little further down. Most
investors don’t end up getting back into the market after
sitting on the sidelines in cash as they tend to anchor to a
certain price or index level in their mind.
And waiting is the hardest part. Let’s assume that you sold
out of U.S. stocks at the bottom on Monday, March 23, 2020,
and waited for the market to move lower before “getting
back in.” Since then, the S&P 500 Index is up approximately
78% despite the correction year-to-date. An investor who
“anchored themselves” to the price they sold on March
23, 2020, will have to wait for a 44% correction in the S&P
500 Index to get back to the price they sold at. One can
never be certain if that’s going to happen, it very well
could, but it would certainly be a deeper bear market than
we have seen in quite some time. Instead, we advise you
to make your investment decisions based on the present,
and more importantly the future, not the past. Anchoring
to previous market levels is a good way to compound
previous mistakes.
Finally, remember that if you’re considering selling out
of stocks and bonds and moving to cash that this market
timing requires you have two correct decisions. You have
to correctly guess the timing of the sell and the subsequent
buy back into stocks and bonds. We know that having just
one correct call about the markets in terms of magnitude
and direction is difficult, let alone two correct calls.

Conclusion – expect more volatility
ahead, but this too shall pass
As always, we continue to follow a long-term approach
to portfolio management and remain consistent with our
view that diversification, dollar cost averaging, time in
the market (versus timing the market) and systematic
rebalancing of the portfolio are keys to long-term
successful investing. While some would have termed

this “boring” over the last several years, these principles
remain tried and true.
We expect further volatility ahead as global central banks
continue to withdraw liquidity support for financial markets
borne out of the pandemic, especially now that the
economy has shifted gears to mid/late cycle. That being
said, volatility works both ways – both to the downside and
to the upside. If inflation does indeed continue to decline
on a sequential basis, we would expect stocks and bonds
to react accordingly in anticipation of less tightening of
monetary conditions.
Asset mix: In terms of portfolio positioning, we are not
recommending any wholesale changes to portfolios.
We’ve tactically been moving the recommended weight for
both equities and fixed income closer to strategic asset
allocation targets. That is to say the weight in equities has
come down over the last few months while the weight in
bonds has increased. Given the wide range of scenarios
seem to be highly influenced on the path of inflation, the
conviction level at this point to make meaningful changes
remains low.
Fixed income: We continue to recommend reducing
duration to lessen exposure to rising interest rate risk,
while being selective with credit exposure as credit spreads
have widened but the quality of high-yield bonds today
is different from previous cycles. We also recommend
diversifying Canadian bond exposure by adding global
bonds for additional yield.
Equities: We continue to prefer exposure to higherquality companies, low-volatility portfolio solutions and
prefer Canadian equities given exposure to commodities
and financial services, which are well positioned in this
environment. Furthermore, the relative valuation spread
between U.S. and Canadian equities today is quite
attractive relative to history, making the case for additional
weight in Canada.
Gold: We often get asked for our position on gold and
how it fits into a portfolio. Over the year to date period as
shown in Table 1, gold has done its job as a hedge against
a volatile markets driven by macro events. While gold
prices may be challenged going forward due to rising real
interest rates, the geopolitical stress and unrealized losses
in bonds/stocks may stabilize the overall price for gold. We
tend to think of gold as an inflation hedge which provides
a degree of portfolio insurance. Similar to other insurance
policies, the cost to insure your portfolio with gold comes
at a cost (i.e. an insurance premium). The cost includes
the opportunity cost of not being invested in something
else that pays you a dividend or income, and does not
incur storage costs (i.e. equities). Gold has outperformed
equities during multi-year equity sell-offs, while relatively
short-lived bear markets in equities have not justified the
opportunity cost of holding gold.
Continued on page 6
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Alternative investments: We recently published a special
report, “The role of alternative investments in your
portfolio,” where we highlighted the evolution and growth
in popularity amongst institutional investors and private
investors into alternative investments over the last decade.
Increasing allocations to alternative investments like real
estate, private debt, private equity and hedge funds may

be one way to enhance potential returns, expand the
investable universe into a much larger market compared
to public markets, and to diversify risk from public
market investments. Please reach out to your Investment
Counsellor for a copy of our special report or if you wish
to discuss specific alternative investments which can be a
source of portfolio diversification through market cycles.

Please reach out to your Investment Counsellor with any questions or concerns that you may have.

Required Disclosures
Consumer Price Index (CPI): The Consumer Price Index for All Urban Consumers: All Items (CPIAUCSL) is a price index of a basket of goods
and services paid by urban consumers. Percent changes in the price index measure the inflation rate between any two time periods. The most
common inflation metric is the percent change from one year ago. It can also represent the buying habits of urban consumers. This particular
index includes roughly 88 percent of the total population, accounting for wage earners, clerical workers, technical workers, self-employed, shortterm workers, unemployed, retirees, and those not in the labor force.
The CPIs are based on prices for food, clothing, shelter, and fuels; transportation fares; service fees (e.g., water and sewer service); and sales
taxes. Prices are collected monthly from about 4,000 housing units and approximately 26,000 retail establishments across 87 urban areas. To
calculate the index, price changes are averaged with weights representing their importance in the spending of the particular group. The index
measures price changes (as a percent change) from a predetermined reference date. In addition to the original unadjusted index distributed,
the Bureau of Labor Statistics also releases a seasonally adjusted index. The unadjusted series reflects all factors that may influence a change
in prices. However, it can be very useful to look at the seasonally adjusted CPI, which removes the effects of seasonal changes, such as weather,
school year, production cycles, and holidays.
The CPI can be used to recognize periods of inflation and deflation. Significant increases in the CPI within a short time frame might indicate a
period of inflation, and significant decreases in CPI within a short time frame might indicate a period of deflation. However, because the CPI
includes volatile food and oil prices, it might not be a reliable measure of inflationary and deflationary periods. For a more accurate detection,
the core CPI (CPILFESL) is often used. When using the CPI, please note that it is not applicable to all consumers and should not be used to
determine relative living costs. Additionally, the CPI is a statistical measure vulnerable to sampling error since it is based on a sample of prices
and not the complete average.
S&P 500 Index: The S&P 500 Index includes 500 companies across many sectors of the U.S. economy. The index is weighted by market
capitalization so bigger companies make up a larger proportion of the index than smaller companies. The index is designed to measure
performance of the broad US economy through changes in the aggregate market value of the largest US companies.
S&P Small Cap Index: The S&P 600 is an index of small-cap stocks managed by Standard and Poor’s. It tracks a broad range of small-sized
companies that meet specific liquidity and stability requirements. This is determined by specific metrics such as public float, market
capitalization, and financial viability among a few other factors.
Canada S&P/TSX Composite: Comprises the majority of market capitalization for Canadian-based, Toronto Stock Exchange listed companies.
It is a benchmark used to measure the price performance of the broad, Canadian, senior equity market. It was formerly known as the TSE 300
Composite Index.
S&P/TSX Venture Composite: The S&P/TSX Venture Composite Index is a stock market index intended as a broad market indicator for the TSX
Venture Exchange, which lists Canadian companies that do not meet the criteria to be listed on the Toronto Stock Exchange. The index includes
about 500 companies, weighted by market capitalization.
Russell 2000 Index: The Russell 2000 Index is a small-cap stock market index that makes up the smallest 2,000 stocks in the Russell 3000 Index. It
was started by the Frank Russell Company in 1984. The index is maintained by FTSE Russell, a subsidiary of the London Stock Exchange Group.
MSCI AC Asia Pacific: The MSCI AC Asia Pacific Index captures large and mid-cap representation across 5 Developed Markets countries and 8
Emerging Markets countries in the Asia Pacific region. With 1,547 constituents, the index covers approximately 85% of the free float-adjusted
market capitalization in each country.
MSCI World Index: The index measures the performance of the large and mid-cap segments of world equity securities. It is free float-adjusted
market-capitalization weighted.
MSCI Europe Index (Eur): The MSCI Europe Index captures large and mid-cap representation across 15 Developed Markets (DM) countries
in Europe. With 429 constituents, the index covers approximately 85% of the free float-adjusted market capitalization across the European
Developed Markets equity universe.

Continued on page 7

Page 7 of 7

Required Disclosures
Continued from page 7
Bloomberg Canada Aggregate Index: The Bloomberg Canada Aggregate Index measures the investment grade, Canadian dollar-denominated,
fixed rate, taxable bond market. The index includes treasuries, government-related, and corporate issuers. The Canada Aggregate Index is a
component of the multi-currency Global Aggregate and Multiverse Indices. The index inception date is October 1, 2002.
The Bloomberg US Aggregate Bond Index is a broad-based flagship benchmark that measures the investment grade, US dollar-denominated,
fixed-rate taxable bond market. The index includes Treasuries, government-related and corporate securities, MBS (agency fixed-rate passthroughs), ABS and CMBS (agency and non-agency).
The Bloomberg Aggregate Bond Index is widely considered to be one of the best total bond market indices. The index includes government
Treasury securities, corporate bonds, mortgage-backed securities (MBS), asset-backed securities (ABS), and munis to simulate the universe of
bonds in the market.
S&P GSCI Gold Spot: The S&P GSCI Gold Index, a sub-index of the S&P GSCI, provides investors with a reliable and publicly available benchmark
tracking the COMEX gold future. The index is designed to be tradable, readily accessible to market participants, and cost efficient to implement.
Past performance is not indicative of future results. This document has been prepared for use by RBC Phillips, Hager & North Investment
Counsel Inc. (RBC PH&N IC). The information in this document is based on data that we believe is accurate, but we do not represent that it is
accurate or complete and it should not be relied upon as such. All opinions and estimates contained in this document constitute RBC PH&N IC
and RBC Global Asset Management (RBC GAM) judgment as of the date of this report, are subject to change without notice and are provided in
good faith but without legal responsibility. This report is not an offer to sell or a solicitation of an offer to buy any securities. Persons, opinions
or publications quoted do not necessarily represent the corporate opinion of RBC PH&N IC. This information is not investment advice and should
only be used in conjunction with a discussion with your RBC PH&N IC Investment Counsellor. This will ensure that your own circumstances
have been considered properly and that action is taken on the latest information available. Neither RBC PH&N IC, nor any of its affiliates, nor
any other person accepts any liability whatsoever for any direct or consequential loss arising from any use of this report or the information
contained herein. This document is for information purposes only and should not be construed as offering tax or legal advice. Individuals should
consult with qualified tax and legal advisors before taking any action based upon the information contained in this document.
RBC GAM is the asset management division of Royal Bank of Canada. Information provided by RBC GAM constitutes its opinion as of the
date indicated only, and is not intended as specific investment, financial or other advice and such information should not be relied upon
for providing such advice. RBC GAM takes reasonable steps to provide up-to-date, accurate and reliable information, and believes the
information to be so when provided. Interest rates, market conditions, tax rulings and other investment factors are subject to rapid change
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