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What is causing the volatility and market downturn? 
 
The start of 2022 has not been kind to U.S. equity investors. As of Monday, January 24, 

the Dow Jones, S&P 500, and NASDAQ Composite index were down approximately 7%, 

10%, and 14%, respectively. We believe that this nervousness towards risky assets is 

primarily caused by the uncertainty surrounding the path of the U.S. Federal Reserve's 

rate hike in this period of continued high inflation. It should be remembered that 

markets tend to react negatively in times of uncertainty for fear that the worst-case 

scenario will materialize.  

 

The U.S. central bank has indeed signaled that it is likely to begin raising interest rates 

sooner than expected, but we do not believe there is any reason to be concerned. 

Despite the short-term volatility that a monetary policy tightening will create, this is a 

positive development for the economy as it is a signal that the economy is now strong 

enough to stand on its own two feet and no longer needs the ultra-accommodative 

monetary policy implemented in early 2020. It is important to note that the U.S. Federal 

Reserve is not changing its policy from a neutral to a restrictive stance, but rather 

moving from an ultra-accommodative stance as never seen before, to one that remains 

very accommodative even after the anticipated hikes.  

 
Why the strong market reaction if you say policy remains 
very accommodative?   
 
It's uncertainty and fear that are the main factors. Investors like to have a clear idea of 

what they want so they can position themselves to protect themselves from risk and 

exploit opportunities. We have seen many similar situations in the past where markets 

react badly to the anticipation of a policy change prior to a U.S. Federal Reserve meeting 



 
and sometimes we see a market rebound regardless of the outcome just because the 

uncertainty is no longer there as people are now better informed. 

 

We are also at the beginning of the 2021 fourth quarter earnings season, and the market 

seems to be rewarding or punishing individual companies based on fourth quarter results 

and their 2022 forecasts.  

 

Supply chain issues and high goods costs are also creating uncertainty for some 

companies over the next few quarters, adding to the temporary pressure on prices. 

 

Geopolitical risk is also playing a role in the market turmoil, as renewed tensions 

between Russia and Ukraine, among others, are making headlines. It is always in the 

background and when an important one surfaces, we often see a short-term negative 

reaction. However, recent history shows that these reactions are usually more disruptive 

in the short-run than in the long-run. 

 

What to do in these volatile times?  
 
In the short term, markets tend to react negatively to the idea of the Fed removing this 

kind of stimulus, but that doesn't mean the party is over. It implies that the party won't 

be as entertaining but will still be fun. Many good companies are caught up in the turmoil 

and that creates many good opportunities. For long-term investors like us, it is important 

to stay focused on the fundamentals, keep a long-term view and not let the "short-term 

noise" bother us. Nothing has changed in our opinion and that is why this window is a 

good opportunity to rebalance portfolios and buy back some stocks to lower the average 

entry cost and to be able to bounce back better once this stress is behind us. 

 

The recent strength of the stock market can lead to overconfidence. Some investors are 

beginning to think that they can get ahead of the markets by pulling out and thinking 

about getting back in at the "right time". What happens if they are wrong? 

 
 



 
Value of staying invested (S&P 500), 2021 return profile under various scenarios 

 
Source:  Capital Markets Strategy, Bloomberg, as of December 31, 2021 

Is it riskier to invest in the stock market during a market 
correction?  
 
Most people believe that it is riskier to invest in the stock market after a correction of 

about 10%, as we have experienced in the last few weeks, but the reality is quite 

different. In fact, the riskiest time to invest in the stock market is after a long period 

of strong performance when things seem to be going too well and valuations are high 

and at risk of falling. Inversely, the least risky time to invest is when the market has 

already fallen since valuations are attractive and stocks offer a better potential return 

that will be driven by the stock market rebound. It is important to stay invested in a 

highly diversified portfolio of high-quality stocks and that is exactly what we do! 

 

 
 
 



 

How do stock markets react during the 12 months 
following a correction from the 52-week high (1990-
Present): 

 
Source: Capital Markets Strategy, Bloomberg, as of December 31, 2021 

 



 

 
 

Corrections are quite normal, frequent, and difficult to predict but markets tend to end 

the year in positive territory most of the time. 

 
What are the risks of a recession in 2022? 
  
There are generally warning indicators of a recession - the most common being an 

inverted bond yield curve. Based on our list of indicators below, we currently have only 

one of the typical signs of a recession and we continue to believe that the risk of a 

recession in 2022 remains very low. It is of course inflation that stands out on this chart 

but we must not forget that this inflation was caused by huge stimulus that central banks 

had to use during the pandemic such as interest rates close to zero and the checks that 

were given to households to stimulate consumption which remained very high while the 

supply chain was in difficulty which created a scarcity effect and therefore, a price 

increase. This situation is quite different from inflation at the end of the economic cycle 

when the economy starts to overheat before entering a recession. 



 

 
Source: Capital Markets Strategy, Bloomberg, as of December 31, 2021 

We can also consider the U.S. Conference Board's leading economic index as a good 

economic indicator. The current level suggests that the U.S. economy will be stable in 

2022. Since 1970, a recession and stock market peak have occurred on average six 

months after the leading economic indicators turned negative. 

 

 

 

 

 

 

 

 

 

 

 
 

Source: Capital Markets Strategy, Bloomberg, as of December 31, 2021 



 
 
National Bank Financial - Wealth Management (NBFWM) is a division of National Bank Financial Inc. (NBF) 
and a trademark owned by National Bank of Canada (NBC) and used under license by NBF. NBF is a 
member of the Investment Industry Regulatory Organization of Canada (IIROC) and the Canadian Investor 
Protection Fund (CIPF) and is a wholly owned subsidiary of NBC, which is a public company listed on the 
Toronto Stock Exchange (NA: TSX). 
 
Commissions, trailing commissions, management fees and expenses all may be associated with mutual 
fund investments ("Funds"). Please read the Funds' prospectus before making an investment. Each 
reported rate of return is a historical compound total rate of return that takes into account fluctuations in 
the value of securities and the reinvestment of all distributions and does not take into account purchase 
and redemption commissions, investment fees or optional fees or income tax payable by a bearer, which 
would reduce returns. The Funds’ securities are not insured by the Canada Deposit Insurance Corporation 
or by any other government deposit insurer. The Funds are not guaranteed, their values often fluctuates 
and their past performances is not indicative of their future performance.   
 
The information contained herein comes from sources that we consider reliable; however, we do not 
offer any guarantees about this information and it may be incomplete. The opinions expressed are based 
on our analysis and interpretation of this information and should not be construed as a solicitation or 
offer to purchase or sell the securities mentioned herein. The views expressed here do not necessarily 
reflect those of the FBN.  
The value of the units and the return will vary, and past performance may not be a guarantee of future 
performance. Important information about these funds appears in the prospectuses. The investor should 
be aware of this before making the investment.  
 
The securities or sectors mentioned herethly are not suitable for all types of investors. Please consult your 
investment advisor to see if these securities or sectors are suitable for your investor profile and for 
complete information, including key risk factors, about these securities or sector 


