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While writing this commentary, I learned that Russia initiated 
an official attack against the Ukraine. After Putin announced 
a special military operation through a televised address, ex-
plosions and gunfire were heard in Kyiv. The assault is being 
mounted by air, land, and sea, and it represents one of the 
largest attacks on a European state since World War Two. This 
is obviously a very sad situation and a difficult one given the 
hardships we have already suffered from fighting the global 
pandemic over the last 2 years. In terms of the impact, these 
types of regional conflicts have not had a significant impact 
on the global economy. People will continue to travel and busi-
nesses will carry on assuming this remains a regional conflict. 
Remarkably, these types of conflicts tend to have short-lived 
impacts on the stock market as we’ll discuss later in this piece. 

After a very strong year in 2021, global stock markets have start-
ed this year on a very weak note. Both the MSCI World Index 
and the S&P 500 have declined by more than 10% from their 
highs. While this is disappointing for investors, stock market 
corrections have been a normal occurrence throughout histo-
ry. In fact, over the last 30 years, the average annual peak to 
trough decline for the S&P 500 has been approximately 15%. 
In addition, it’s very typical for the stock market to eventually 
go through a period of consolidation after emerging from a 
recession.

From Pandemic to War

Looking back at previous market cycles can provide some con-
text in this regard. In both 2003 and 2009, the S&P 500 generat-
ed substantial gains as the economy exited the recession. And 
this is exactly what happened in the economic recovery follow-
ing the COVID-induced recession of 2020. The economic recov-
ery has not only been one of the fastest on record, but it has 
also been one of the strongest recoveries from a stock market 
perspective. Both the MSCI World Index and the S&P 500 more 
than doubled in value from their March 2020 lows. And this 
happened in a span of less than 2 years, which is remarkable 
when you consider that average annual stock market returns 
have been in the high-single digit percentage range over the 
last 100 years. 

Throughout history, the stock market has typically generat-
ed outsized gains in the aftermath of a recession. This is what 
happened in the last 2 recessions that occurred in 2001-02 and 
2008-09. However, after large snapback rallies, the S&P 500 
moved to a choppier phase in 2004 and 2010 as the market 
consolidated its gains as seen in the charts below.  



We believe the current market weakness that we have expe-
rienced thus far in 2022 is reminiscent of what happened in 
the last 2 downturns and almost every downturn that preced-
ed those. The good news is that despite the choppiness that 
ensued in both 2004 and 2010, the bull market in both time 
periods still had several years remaining.  
 
Returning to the situation in the Ukraine, stock markets tend 
to overreact to geopolitical events. After the Iraqi invasion of 
Kuwait in 1990, for example, the S&P 500 initially fell by 17% but 
later regained its previous high within about six months. While 
any military conflict is always a concern, the reality is that un-
less this develops into a much larger conflict, it is unlikely to 
be a long-term issue for the stock market. As seen in the chart 
below, geopolitical conflicts tend to have short-lived impacts 
on the stock market.  

In terms of our actions, we are diligently looking for opportuni-
ties in the current market selloff and we believe it will prove to 
be a good buying opportunity for long-term focused investors 
such as ourselves. The level of bearishness in the stock market 
has increased significantly as per the surveys from the Amer-
ican Association of Individual Investors. This sentiment survey 
measures the percentage of individual investors who are bull-
ish, bearish, and neutral on the stock market in the short term. 
As seen in the chart below, the current level of bearishness now 
rivals the levels reached during the Great Financial Crisis (2008) 
and the height of the COVID Pandemic (2020). Both of these 
periods proved to be good buying opportunities.

Source: LPL Research, S&P Dow Jones Indices, CFRA, 01/06/20
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From a contrarian perspective, we view this development as a bullish signal. When the AAII Bull/Bear Ratio has reached these 
depressed levels in the past, it has historically created an attractive buying opportunity. This doesn’t mean that the stock market 
can’t fall further in the near-term, but it does send a strong signal to us that we should be hunting for bargains. 

Looking forward, we believe that stock market gains will moderate from the robust levels of the last 2 years and we expect there 
will be more volatility in the near term. Given the current level of uncertainty, forthcoming interest rate hikes, and the fact that 
we are moving later in the economic cycle, we believe that quality will become increasingly important. Companies with strong 
balance sheets that can generate substantial free cash flow throughout the economic cycle should be rewarded in the current 
environment, even if their stock prices have retraced some of last year’s strong gains in the year to date period. Investing in high 
quality companies is right in our wheelhouse so we are confident that our portfolios are well positioned for today’s stock market 
environment with the passage of time.


