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Market Perspectives 
April 11.2022 

 

The first quarter has been difficult for investors. There hasn’t been just one theme that 
has contributed to the weak performance to start the year but many. The S&P 500 ended the 
quarter at -4.95% and the MSCI Europe and MSCI EAFE also struggled, with returns of -7.93% 
and -6.61% respectively. Canadian equities are standing alone in positive territory as the 
S&P/TSX ended with a gain of 3.14% mainly on the back of stronger oil and commodity 
prices. Discussions to begin the year surrounded ‘the pace in which global central banks’ 
would increase interest rates, which transitioned into the impact of the Russia-Ukraine war on 
risk assets and now has moved on to ‘whether the odds of a recession have increased’ 
spurred by the very brief inversion of the U.S. Treasury 10 – 2 year interest rate curve.  

 

Q1 Equity Market Indexes 

 

 



                                                                                                                    
2 

Putting things into broader perspective, Q1 of 2022 was the first negative quarter since Q1 
2020. Historically, we typically don’t experience weak starts to the year, but the onslaught of 
headwinds to kick off the year have undoubtedly put pressure on markets. The silver lining to 
the quarter was the strong finish as the back half of March provided, to some extent, a relief 
rally to equity investors. 

 

As the year progresses, I remain in the camp that continues to believe that the Fed will raise 
interest rates less than the 6,7,8 times that’s currently being priced in and that Russia-Ukraine 
tensions will eventually ease, leading to a pivot in the negative narrative that has unfolded 
since the start of the year. Over the next few months, the geopolitical premium built into oil 
prices today will likely begin to decline, but supply-and-demand dynamics will continue to 
support oil prices above US$90 a barrel as global economies continue to fully reopen 
leading into the summer and production remains limited.   

 

A change toward a less hawkish sentiment coupled with a good (although weaker) 
fundamental backdrop provides a positive path forward for equity returns. The key to success 
in investing is to stay focused on what matters and understand the environment so that you 
can adjust to the changes if necessary. 

 

 

 

Do Your Job 

 

One of the greatest tacticians and head coaches in the NFL, Bill Belichick, has been famously 
known to subscribe to the ‘do your job’ mantra. I tell you this because in an investment 
portfolio, every asset class has a job to do. For bonds, it's to provide stability and income.  

 

Historically, bonds in general have done a good job. According to data from Schwab, since 
1981, the Bloomberg Barclay's U.S. Aggregate index has only ended a year with a negative 
total return four times. This year, all major bond indices are in the red. Investors with a 
diversified, balanced portfolio may be wondering why the bond market is down and 
questioning whether fixed income is doing its job. 
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So why is the bond market down? There are multiple narratives at play in the markets, but the 
primary reason bonds are down is because the Federal Reserve is going to be raising rates. 
This is putting pressure on long duration, high quality fixed income in particular government 
and high-quality corporate credit. These are most sensitive to income rate changes.  

 

 

 

Where Do We Go From Here? 

 

Have you ever wondered why your car windshield is significantly bigger than your rear-view 
mirror? The answer is simple - it’s much more important to see where you are going. 

 

As we wrap up the first quarter, we need to remain focused on the road ahead and continue 
to let the fundamentals, not emotion, be our guide. Below I have included some great visual 
charts from our capital markets team chartbook as we assess the economic environment 
today and moving forward: 
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Typical Signs of a U.S. Recession are not Present 
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Global Economic Activity Remains Stable 

 

Economic activity likely peaked in the summer of 2021 and will face headwinds due to supply 
chains challenges over the coming months but overall, the global manufacturing 
environment remains in a resilient position. 
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For investors, all eyes should continue to be on the U.S. Federal Reserve  

 

The stock market continues to prove to be a forward-looking mechanism. Although the 
tensions in Ukraine continue today, the spike in volatility that was caused by this disruption 
has seemed to dissipate. Moving forward, I believe investors and the markets should be more 
focused on the path central banks take in terms of interest rates and monetary policy. Since 
the start of the year, there has been a material shift in market expectations regarding the path 
of Fed rate hikes.  

 

On March 16th the federal reserve increased interest rates from 0.25% to 0.50%. It’s now 
expected to increase its overnight rate in subsequent meetings depending on the economic 
data. The announcement was the widely expected first step of the Fed’s climb up the interest-
rate mountain as they seem to be more focused on getting inflation under control. 

 

We have been through this before. Since 1970, there has been 9 U.S Federal reserve tightening 
cycles. When analyzing them individually, the pace of each differs, the relative level of interest 
rates is different, the geopolitical backdrop is different, inflation levels differ, and so on … but 
there are also similarities: 

 

• The path is not set in stone. There’s one guarantee, that there’s no guarantee. 

• Policy mistakes typically happen on the climb down. 
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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.  

 

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.  

• As a forward-looking mechanism, I believe equity markets have priced in the bulk of 
bad news when it comes to interest rate hikes. From a valuation standpoint, equities 
are trading at much more reasonable multiples (valuation) today than they were 12-18 
months ago. 

• 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… Historically, markets have continued to advance 
higher in every single scenario. Good, quality businesses will never go out of favour.  

 

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

 

Market corrections are inevitable, economic cycles move in patterns, this we know. While 
uncertainty creates market volatility, we need to remain mindful 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 for certain 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. If we stay focused on 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 

 


