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What to make of inflation, bear markets, and volatility 

Tylar Lunke: 
Hello everybody, and welcome to a real time update from RBC Wealth Management. We're recording 
this on Wednesday, May 25th, 2022. My name is Tylar Lunke and I lead the Managed Portfolio Strategies 
team, and I'm joined today by Janet Engels, head of the Portfolio Advisory Group, and we just want to 
say thank you to everybody for joining today. Our goal over the next 10 minutes or so is to provide some 
perspective on the markets given we're now in bear market territory, including a bit on what do past 
bear markets tell us, what are we hearing from clients, and close with thoughts about how to respond in 
times like these. So Janet, welcome. Thanks for your time and perspective today. Let's just get going 
here. The equity markets have continued their slide, and as the headlines tell us, we're now in bear 
market territory. So what does this mean and what can we learn from the past? 

Janet Engels: 
Well, thanks Tylar. It's a privilege to be on this call once again. So let's look at the S&P 500. As you 
mentioned, the headlines are talking about this bear market correction, and that is defined as a pullback 
or a drawdown of 20% from a market high. Now, for the S&P 500, that widely quoted index, we did 
touch on that level intraday on Friday, the highs were in January of this year. But I think it's more 
important to point out to clients that if we look not just at the index, but if we look at the median 
performance of stocks in the index and other indices, let's use the Nasdaq Composite, many of those 
have already been in bear market territory, meaning a decline of greater than 20%. 

So what do we know about bear markets? Just like bull markets, they are all a bit different. From long 
lasting bear markets, and I can think back to the 1970s, and we can certainly think about the bursting of 
the .com bubble that brought in a rather long duration bear market, to other bear markets that have 
been short in duration. So think about Black Monday, the crash of 1987. But actually more recently, 
think about the bear market, so a drawdown of over 20% that we experienced, with the pandemic in the 
beginning part of 2020. But I'd like to bring everyone's attention to where we came from. 

So if we think of those lows back in March of 2020, to the recent highs, and again, just looking at the 
S&P 500 as an example, the market was up over 110%. That is a very strong move from a bottom. In 
fact, we doubled in 353 days, one of the quickest doubling in markets in history, and this was the 
strongest rally since the 1960s in that duration period of time. So what can I say? This. Pullbacks should 
be expected. Pullbacks are the normal course of any market activity, and this one has in fact pulled back 
more than 20%. 
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Tylar Lunke: 
Thank you for that longer-term perspective. It helps add some context when we're talking about 
different markets that we've experienced. So, well naturally with moves like this, it does lead to anxiety 
for clients. You've been on the road a bit recently talking with some of our clients, and simply what's on 
their minds, what are they asking you these days? 

Janet Engels: 
Sure. I did have the privilege of meeting with a number of clients last week, and that is always terrific, to 
get a real time view of what, as you mentioned, are on people's minds. So here are the topics. Volatility 
in the market, inflation, geopolitics, the performance of tech stocks in general. But I have to note one 
thing. There wasn't a single specific question or anxiety suggesting that the U.S. economy was already in 
recession, and I think that was very important to me. So maybe we could just look at a couple of those 
different topics and some of our vantage points. 

So first of all, volatility was at the top of everyone's mind, and I'm not surprised by that because this has 
been a difficult beginning part of the year where investors, both equity and fixed income investors, and 
we can measure volatility in a number of different ways. But I'm going to look at it from the perspective 
of a down day in the market, meaning a decline of more than 1% in a day, and if we look at the last four 
and a half months, we have already exceeded the entire year of down days of 1% or greater for 2021. So 
this experience of feeling like the market is more volatile is absolutely spot on because it has been a 
much more volatile year for the market overall. So that's number one. 

From a geopolitical standpoint, I think there's just a level of anxiety, concern, about the conflict between 
Russia and Ukraine, and then it comes out in the way of what is really taking place with commodity 
prices, and here we're really speaking specifically about what's happening with energy prices overall, not 
only here in the United States, but from a global standpoint, and the importance in terms of wheat 
production. We also know those figures of sunflower oil production, Ukraine pre-conflict, accounted for 
nearly 50% of sunflower oil production in the world. So this escalating, or what is this movement up 
higher in food prices and energy prices are all feeding back in to that geopolitical concern, and then we 
could also talk about really supply chain and the lockdowns in China and the impact that is having. 

But what I would say that the biggest topic overall was inflation, and the inflation, again, the headline 
numbers of higher food and energy prices, how long will they last? And I think the key is we have to 
understand that they will stay uncomfortably high in our view for some time. But trying to separate 
those headline inflation from core inflation and acknowledging that we are beginning to see that shift in 
terms of the purchase of goods, which fueled inflation because of supply chain disruptions and the 
demand for goods, to now more experience or service-related inflation. Now where we're starting to 
see that clearly in the numbers, whether we see declines in used car prices, used truck prices, we're also 
seeing it in terms of even handheld devices. 
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We are beginning to see prices come down from a core perspective on goods. We are starting to see 
some move up in inflation on the services side. One notable number, I think of everyone who's taking a 
vacation or planning a vacation, airfares were up almost 18% on a month-over-month basis, up over 
30% on a year-over-year basis. So that's been on everyone's mind. I think it's important to share our 
view. Our view is that inflation, from a core perspective, has maybe peaked or is close to peaking. But 
again, keeping in mind that the numbers will still feel uncomfortably high for investors as we go through 
the year. 

Tylar Lunke: 
So volatility and inflation, two of the bigger things that clients are thinking about these days. Thanks for 
walking through those comments. Now that you've provided context on clients' questions, as well as the 
bear markets, let's speak a little bit more practically. What's our advice for clients from here? 

Janet Engels: 
So Tylar, great way to end. We have to acknowledge, as I said in the beginning, that this has been a 
difficult year for investors. Not only have we seen a drawdown in equity markets, but fixed income 
investors have had one of their most difficult starts to the year as we've seen a backup in rates. We are 
not market timers at RBC. We believe that history demonstrates that time in the market is the more 
important thing for investors to focus on. Drawdowns are the normal course of any market cycle. Things 
are moving very, very quickly, and I think you remember, in the beginning of the year we coined the 
phrase shifting gears to describe 2022. We just simply did not realize how quickly those gears would be 
shifting, and that has added to volatility and anxiety and some turbulence in the market overall. So what 
is our view? 

Recession is not our base case, and that's important, but we do acknowledge that the economy is in a 
slow down mode. But a recession is not our base case. Tylar, I can't tell you if we've reached a bottom in 
the market. At this point, no one has that crystal ball that I'm aware of. But I can point to a number of 
different indicators that would suggest that we are indeed closer to the bottom. Just a couple of them. 
Sentiment is very weak, and that is typically a contrary indicator. So when sentiment is very weak, it 
tends to be bullish for the market. We can look at the performance of markets after inflation peaks. So if 
we're right, and inflation has peaked and we look at over the next 12 months markets have actually 
increased on nearly 20%, our view continues to be that this is a growth scare, and that means that the 
economy is weakened but we don't go into a recession, and when we look at environments around 
growth scares, the performance of stocks over the next 12 months or so has been a gain of better than 
20%. 

So I'm not sure that we're quite at the bottom. We think we are closer to the bottom than we were 
before. For investors, it's important to keep a longer-term perspective, and quite frankly, look for 
opportunities. 
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Tylar Lunke: 
Always a good reminder, that longer-term perspective, and also time in the market versus timing the 
market. So thank you Janet for the perspective today, and we do want everybody to know we'll continue 
to provide updates as well as special reports as volatility persists. But some of the most recent content is 
linked from the audio player for this recording. In addition, keep an eye out for articles published within 
the global insight suite, as well as from across RBC, and of course as a reminder, if you have questions 
about your investments we would encourage you to stay in touch with your RBC financial advisor. Thank 
you all for your time today. Take care and have a great day. 

Disclaimer: 
This audio file is provided by RBC Wealth Management for informational purposes only. In Canada, RBC 
Wealth Management is the brand name that refers to RBC Dominion Securities, Inc., and applicable 
affiliates. In the United States, RBC Wealth Management is a division of RBC Capital Markets, LLC. In the 
United Kingdom and Channel Islands, RBC's Wealth Management International Division in these 
jurisdictions is comprised of an international network of RBC companies and includes RBC Europe 
Limited and RBC Investment Solutions CI Limited. In Asia, RBC Wealth Management is the global brand 
name to describe the wealth management business of the Royal Bank of Canada and its affiliates and 
branches, including Royal Bank of Canada Singapore branch, Royal Bank of Canada Hong Kong branch, 
and RBC Investment Services Asia Limited. 

The comments contained in this audio file are general in nature, do not have regard to the particular 
circumstances or needs of any specific person, and do not constitute legal, investment, trust, estate, 
accounting, or tax advice. They are based on information believed to be accurate and complete, but we 
cannot guarantee its accuracy or completeness. Unless otherwise qualified, any opinions, estimates, and 
projections in this audio file are those of the speakers as of the release date, are subject to change 
without notice, and may not reflect those of RBC Wealth Management. This audio file may not reflect all 
available information. The investments or services contained in this audio file may not be suitable for 
you, and it is recommended you consult with your investment advisor if you are in doubt about the 
suitability of such investments or services. In Canada, to obtain additional disclaimers concerning this 
audio file, please speak with your investment advisor. 

 


	What to make of inflation, bear markets, and volatility
	Tylar Lunke:
	Janet Engels:
	Tylar Lunke:
	Janet Engels:
	Tylar Lunke:
	Janet Engels:
	Tylar Lunke:
	Disclaimer:





Checkpoint Passed Warned Failed


Basic Requirements


PDF Syntax 40 0 0


Fonts 6 0 0


Content 34 538 0 0


Embedded Files 0 0 0


Natural Language 17 248 0 0


Logical Structure


Structure Elements 44 0 0


Structure Tree 56 0 0


Role Mapping 146 0 0


Alternative Descriptions 112 0 0


Metadata and Settings


Metadata 6 0 0


Document settings 6 0 0


PAC Test Report


152 KB428EN-US


SizePagesTagsLanguage


CM_2022.05.25_PAG_BearMarkets.pdf


Filename


Title


PAC Version StandardDate/Time


2022-05-25 10:09 3.0.7.0 PDF/UA


The PDF/UA requirements checked by PAC are fulfilled.


Check


PDF Document


Result


PAC is a free checking tool of the foundation «Access for all»: www.access-for-all.ch


PDF Accessibility Checker (PAC) evaluates the accessibility of PDF files according to ISO-/DIN-Standard 
14289-1 (PDF/UA) by using the Matterhorn Protocol. It checks 107 criteria that can be checked 
automatically.


Copyright © 2017 Foundation «Access for all»



https://www.iso.org/standard/64599.html

https://www.pdfa.org/publication/the-matterhorn-protocol-1-02/

http://www.access-for-all.ch

https://www.iso.org/standard/64599.html



		PAC Test Report

		Check

		PDF Document

		Result









