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Market Comment
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Looking at market returns for May can give a false impression that it was a quiet month.  Markets 
were relatively flat, the TSX -0.2%, S&P500 0.0%, and Canadian bonds returned 0.0% (based on 
the return of the iShares Canadian Universe Bond Index ETF).  These numbers hide the action 
throughout the month, where markets continued their fall before staging a vicious rally back of 
7.5% on the TSX and 9.1% on the S&P500.  The bull market in energy continues to be one of the 
only places for investors to hide from the bear markets in other assets.  The price of WTI Light 
Crude Oil was up 9.5% in May.

Inflation continues to be of paramount importance for asset prices, as it is currently the primary 
(or perhaps the only) driver of central bank policy.  Central banks like the Bank of Canada and the 
Federal Reserve have repeatedly stated that inflation is too high and will hike interest rates until it 
comes down.  Should we see a peak and decline in inflation, this could compel central banks to 
back off from the interest rate hikes, which should be positive for stocks and bonds.



Since reaching a high of about 3.1% in 
early May, the US 10 Year Treasury 
yield declined to about 2.75%.  This 
follows the rapid move higher in yields 
from earlier this year when bonds 
adjusted to higher inflation and rate 
hikes from the Federal Reserve.

If this marks the end of the uptrend in 
yields, it has broad implications for the 
economy and financial assets.  It 
suggests that bond markets expect 
inflation to cool off and the Federal 
Reserve hiking cycle to be relatively 
brief. Investors may be purchasing 
Treasurys as insurance against a further 
correction in stocks.
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Bond Yields



As measured by Personal 
Consumption Expenditures, 
inflation has declined for two 
straight months.  If this continues, 
peaking inflation would be hugely 
important for the economy, as it will 
take pressure off consumers and 
businesses and may encourage 
central banks to back off of hiking 
interest rates.  Interestingly, this 
measure and US 10 Year yields have 
both declined recently.
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Inflation - USA
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After spiking following government 
stimulus during the pandemic, the 
Personal Saving Rate has fallen to the 
lowest level since the Global Financial 
Crisis.  This suggests that consumers 
now need savings to help fund living 
expenses which are increasing due to 
inflation.
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Personal Saving Rate -
USA
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While the savings rate declines, 
consumer debt has nearly increased back 
to the level it was pre-Covid. A 
deterioration in the consumer’s finances 
is a significant risk for the economy as a 
whole.
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Consumer Debt - USA
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If a recession does arrive, what kind of 
returns can we expect from stocks?  Dating 
back to World War II, the median 
drawdown of the S&P500 during recessions 
has been about -24%, but with a wide 
range of outcomes.

The current drawdown on the S&P500 is 
about   -21%.  Because stock markets are 
forward-looking, they tend to begin their 
decline before the recession officially 
begins and bottom before the recession 
officially ends.  If we do have a recession, 
it’s possible the worst of the correction in 
stock markets could already be over.
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Recession Drawdowns



Stocks are a volatile asset class.  It’s 
common for them to have double-digit 
losses during a given calendar year and 
then recover throughout the remainder 
of the year, sometimes posting a 
positive return for the year despite a 
significant drawdown.
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Intra-Year Drawdowns

Data as of May 18, 2022



Stock returns to begin 2022 have been 
among the worst starts to a year in history.  
The top 5 worst starts to a year dating 
back to 1928 (excluding 2022, which is 
incomplete) all had a significant bounce 
for the remainder of the year.
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YTD Returns vs. Rest of Year 



Market volatility can be stressful and 
make it tempting to sell and take risk 
off the table.  However, this comes 
with an opportunity cost in the form of 
missing out on future returns.

The chart shows the return an investor 
would have received from investing in 
the S&P500 from January 3, 2000, to 
December 31, 2019, which was 6.06% 
annualized.  If this hypothetical 
investor had missed just the ten best 
days over this 20-year period, that 
return would drop to just 2.44% 
annualized.  
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The Value of Remaining Invested

It is not possible to invest directly in an index.
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