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Just after 5 a.m. Eastern European time (GMT + 2), Ukraine’s government reported it was facing a
“full-scale attack from multiple directions.” We also have learned of many explosions across the
country, confirmation of downed Russian aircraft, and mass migrations from Kyiv, the Ukrainian
capital.
While the attack had been telegraphed by Russian leadership over the past several weeks, it is still
hard to deny this is likely the most significant military engagement in Europe since the end of World
War II. As such, today’s market update will be both concise and focused, and will largely address
one primary question: “what, as investors, are we to do?”
To answer that question, let us consider the situation through three lenses: 1) history, 2) timing, and 3)
perspective.

Section 1: History
Before my dear reader begins an eye-roll at the mention of a history lesson, let me try to narrow the
scope.
We, as a country, and more specifically as an economy, have experienced pandemics, wars, supply
shortages, consumer crises, supply shocks, and many more events over the past several hundred
years. As Table 1 reminds us, there have been, in fact, no shortages of trials and tribulations for us
collectively to navigate.
Table 1: Standard & Poor’s 500 performance following geopolitical events1
Max
Drawdown
%

1-Year

Year of Event

Drawdown
Length
(Days)

Days to
Recover

COVID-19 Pandemic Selloff

-34%

74%

2020

23

129

1966 Credit Crunch

-22%

32%

1966

172

321

Suez Canal Crisis / USSR invades Hungary

-22%

31%

1956

318

559

1990s Recession/Iraq invades Kuwait/Oil prices rise

-20%

31%

1990

63

152

LTCM Collapse /Russian financial crisis

-19%

39%

1998

31

91

Chinese Stock Market Crash/US Stock Market Selloff

-14%

27%

2015

190

297

Dot-com Bubble

-12%

8%

1999

65

87

Asian Financial Crisis

-11%

22%

1997

14

43

President Eisenhower suffers heart attack

-11%

15%

1955

12

36

Friday 13th / Black Friday /Junk market collapse

-10%

6%

1989

81

166

Fed rate hikes/High VIX levels/Inflation concerns

-10%

5%

2018

9

150

Sterling Devaluation

-10%

13%

1967

116

156

-16%

25%

91

182

Average

Past performance is not indicative of future results

While each event had its own circumstances and storyline, it was also deemed to be a crisis in some
shape or form. And yet…
Each time, regardless of the severity, the event was resolved, the market recovered, and capital
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markets continued to generate long-term returns in excess of inflation. The time it took varied, and
the reasons varied, but inevitably, markets recovered…and often quite quickly.
Is the Russian escalation different? Well, yes, of course it is. But so were the World Trade Center
bombing in 1993, the Cuban Missile Crisis, and the assasination of President John F. Kennedy. Each
event had rampant speculation, analysis, and predictions, and yet, on average, markets found a
way to recover.

Section 2: Timing
Which then brings us to the obvious question of “what if I’m certain?” Said another way, history is
littered with examples of individuals who are “certain” of the outcome. Perhaps we understand the
Russia-Ukraine conflict better than others, or perhaps we are the world’s foremost expert on Russia’s
President Vladimir Putin, or perhaps we just contain a (seemingly frequent) penchant for overconfidence.
The problem is 1) we need to be right, and 2) our timing needs to be perfect.
Chart 1, one of my favorites, essentially shows this dynamic.

Chart 1: The Cost of Market Timing – Annualized Return of the Standard & Poor’s 500 When Missing the
Best Market Days (January 1996- December 2021)2
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Let me explain. Chart 1 shows the annualized return from 1996 through 2021 when missing the best
market days. To make this clearer, over this time period, the Standard & Poor’s 500 returned 10.63% if
2

Source: Bloomberg;

an investor were to remain fully invested for the entire time period. Yet if the investor missed the 15
best days over the ENTIRE 25-year period, the return dropped to 6.04%. That’s the equivalent of
missing just one day every 1.6 years. If that investor were to miss the best 30 days (or a little bit more
than one day per year), then the return drops to 3.1%.
While interesting and fairly staggering, to me, the important question is why?

When markets sell-off, they, by definition, become more volatile. Historically, this means that if they
are moving down a good deal, they are also moving up a good deal. Markets during these periods
are filled with uncertainty, and that uncertainty creates large price moments in both directions.
Therefore, by extension, if we exit the markets when they are moving down a lot, then we are likely to
miss those days they are also moving up a lot.
Over the past 20 years, most of the strongest market up days occurred in 2008, 2011, and 2020, all
years during which, not coincidentally, the largest crises occurred. In fact, generally speaking, the
largest up moves occurred on the days following the largest down moves. This, also not
coincidentally, tends to be precisely the same moments when the pain is greatest for investors, and
they are mostly likely to exit the markets.
All of which is to say, even if one could predict which direction markets will move, and even if one
could avoid taxes and the higher fees (both generally impossible), then that person must also get the
timing right …or the opportunity costs will be enormous.

Section 3: Perspective
For the last section, let us take a moment and use a wider lens.
Capitalism is an imperfect system. It does, however, through capital markets, allocate resources to
those companies that need it for productive purposes remarkably well.
If, for example, we provide a company our hard earned dollars, we expect it to utilize those dollars to
make better products, to create a more thoughtful strategy, and in general to grow our dollars into
more than what we gave it.
Generally speaking, that company is fundamentally doing the same thing today as it was yesterday,
and it is important to remember the Russian invasion has not changed that dynamic.
Similarly, over history, we have faced many crises before (as discussed in section 1). Yet, historically,
over the long term, markets have a way of generating returns despite those many crises. While table
1 demonstrated specific geopolitical events, Chart 2 reminds us of that dynamic by simply focusing
on market sell-offs regardless of the reason.

Chart 2: S&P 500 Historical Returns Following Drawdowns3
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The red bars represent every loss in the S&P 500 since 1929 along with its magnitude. At the far left is
1932 when the S&P lost nearly 90% and at the far right is 2020 when the S&P lost a bit over 33%.
The blue, grey, and yellow bars show subsequent gains in the S&P 500 following those losses.
I see two important takeways:
(1) There wasn’t a single time period over the past 100 years that had a negative one-year, threeyear, or five-year forward return (following the loss), and
(2) Those returns for the subsequent time periods were strongly positive.
Will that happen this time? I have no idea.
Which is sort of the point. The short term is impossible to predict. Crises, pandemics, wars…those
events seem to be part and parcel with the human condition.
Yet we persevere. We evolve. We learn (hopefully) from those events, and we (hopefully) try to make
better decisions the next time.
Markets reflect that dynamic. Markets reflect the idea that the short term is noisy and confusing, but
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over the long term, incentives reward growth and ingenuity, and have done so in remarkable fashion
over the past several hundred years. Try to take the short term in stride and turn your focus to the long
term.
As always, we remain at your service, and we’ll continue watching these events closely. Please let us
or your financial professional know how we can serve you.
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