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Market Ethos 
Let’s talk about risk  
It’s been quite a ride. In the past three years, investors in the TSX have 
experienced a 37% drop over a one-month span, a subsequent 109% 
gain over two years, a 16% decline over three months and most recently 
a 10% gain in the past few weeks. These are big swings, some of them 
blindly fast. In 2022 add in inflation as a top issue, eroding how much we 
can buy, coupled with rising recession fears. To top it off, prices across 
asset classes and markets are moving more in tandem than usual, 
reducing diversification benefits. We cannot imagine a more fertile 
backdrop to think about risk.  

 

0

5,000

10,000

15,000

20,000

25,000

0%

20%

40%

60%

80%

100%

120%

'94 '96 '98 '00 '02 '04 '06 '08 '10 '12 '14 '16 '18 '20 '22

TS
X

%
 d

iff
er

en
ce

 b
et

w
ee

n 
3-

ye
ar

 h
ig

h 
&

 L
ow

Past few years has seen the TSX at 11k and 22k, raising the 
risk of behavioral mistakes

3-year variance in high/low
TSX Composite

Source: Bloom berg , Purpose Investm ents

Don’t worry, we are not going down the math road of talking standard 
deviation, semi variance or various moments [although if you want to 
ring us, we do like talking math]. The math is all about trying to quantify 
volatility, but risk incorporates so much more than how much an 
investment may go up or down. In fact, risk is more so in the eye of the 
beholder – the investor. 

Based on the core foundation that taking on higher risk increases the 
return expectation (clearly not with certainty), and that less risk has 
lower return expectations with greater price stability (again, not with 
certainty), all investors sit somewhere on this spectrum. The list of inputs 
is long and ranges from time horizon, wealth, cash flow, investment 
acumen. But sometimes an investor’s capacity for risk is different 
than their tolerance.   

https://surveys.campaignbreeze.com/s/9772617f4a874bcad89db07d66bb905669984b44
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Capacity versus tolerance 
Capacity is a function of the size of an investor’s portfolio, contributions, and the requirements from the portfolio. For 
instance, if a portfolio has a sizeable cushion (e.g. a large portfolio based on planned defunding requirements), the risk 
capacity is higher. Or if an investor still has many years of portfolio contributions ahead based on their savings and 
income, again, the risk capacity is high.  

Conversely, investors who have retired and lack a decent safety cushion have less capacity to take on risk because 
adverse changes in the market to the portfolio's value could jeopardize the portfolio's objectives. Capacity has much 
more to do with financial planning and can be quantified with a good plan. 

On the other hand, risk tolerance is a function of an investor’s behaviour. Low tolerance for risk increases the risk of 
making a behavioural mistake, such as bailing from investments during downturns and causing damage to the long-term 
return potential of the portfolio. Usually for investors with lower risk tolerance, a less volatile portfolio is used. High-risk 
tolerance, especially when markets are moving higher, eliciting the fear of missing out, can lead to performance 
chasing. Ask an investor how they feel about risk after a 50% gain compared to a 50% loss and you may get a different 
answer. Risk tolerance can change substantially with the markets, so it’s important to understand if you have a 
highly variable risk tolerance.  

Perhaps the easiest way to see changing risk tolerance is to look at performance chasing. Investors had no problem 
piling into bonds when the prices were high and yields low. Bonds had performed well, and money poured in when 
yields were next to nothing. Conversely, equity investors felt more comfortable adding money to equities when the S&P 
was above 4,000 but took money out when much lower. The more the price of something goes up, the higher 
people's risk tolerance becomes. Conversely, the lower the price, the higher the perceived risk.  

Fund & ETF flows - evidence investors more often buy high and sell low 
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Investors piled into bonds when yielding next 
to nothing, now they run for exits
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Equity investors are even worse

Source: Bloom berg , ICI , Purpose Investm ents

Note – There are times when tolerance is different than capacity, which can be a dangerous combination. It can lead to 
taking on too much risk given capacity, often in rising markets, and result in a divergence from the longer-term financial 
plan. And since risk tolerance can change, often with the markets, a disconnect can arise quickly. Reverting to focus on 
the long-term plan can help reduce the risk.   
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2022 is a great year … to think about risk  
Most portfolios are down so far this year. While it might not be a great year from a performance perspective, given the 
number of twists and turns, it is a good year to get to know your risk levels.  

The first half bear – The TSX fell 18%, the S&P dropped 24%, and Canadian bonds were off by 14% by mid-June. 
Both bonds and equities are down, clearly not kind for most portfolios. And there were some harrowing single-day drops 
of  3-4%. So, how close during the first half of 2022 did you come to changing your asset mix? That real-life experience 
likely tells you much more about your risk tolerance than any questionnaire or hypothetical scenario. It also likely told 
you something about your risk of making a portfolio mistake.  

• Those who bought or thought about buying to add market exposure clearly have a higher tolerance for risk 
and contrarian behaviour, which is a good investor characteristic.  

• Those who thought about selling or sold to reduce market risk (this likely captures the majority, based on 
market fund/ETF flows at least) have a lower risk tolerance, or at least a risk tolerance that is more sensitive 
to market gyrations.  

Bounce off the bottom – Markets have partially recovered over the past couple of months. Even many of the 
speculative investments that flew the highest in 2021 and fell the most in the first half of 2022 have risen the most 
during this ‘bounce.’ 

• Has this bounce elicited strong feelings of missing out? This would certainly demonstrate a highly variable risk 
tolerance/appetite.  

Please note we are not saying making tactical portfolio changes is wrong when markets are 
volatile. Far from it. But the changes should be supported by a well-researched perspective. 

Avoid making portfolio changes based on your personal changing tolerance or appetite for risk – 
these are most often the wrong decisions. 

Inflation risk – This is a risk that remained dormant for decades and is certainly back. Looking past the current elevated 
headline numbers and the near-term path, the big risk is that inflation comes back down but settles at a higher level, 
say, 3-4% instead of 1-2%. What does that do to your financial plan or capacity for risk?  

It may prove useful to update or scenario test a longer-term financial plan by inputting a higher inflation rate. And if that 
uncovers a great risk, save more or nudge the portfolio a bit more towards investments that can better handle inflation.  

2022 – A year more prone to mistakes 
With the big market moves, both up and down, 2022 is a year in which many investors are at higher risk of making a 
portfolio mistake. And it isn’t over.  

Here are a few guidelines to help you stay the course:  

Create a plan – To understand your capacity for risk and to help tether your risk tolerance when it strays, a long-term 
plan really helps. It enables you to look past near-term gyrations and focus on the longer-term goal. 

Get a second opinion – We are all emotional, and when the value of our money is changing quickly, emotions often 
run higher than normal. This is the time you are most at risk of making a mistake. Getting a second expert opinion really 
helps. Think of it like diversifying your emotions with others to help avoid an emotionally driven portfolio decision. During 
these times, the value of advice often shines brightest.   
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Take a break – Sleep on it. Often your subconscious will process more information and lead to a better decision.  

Be wary of performance chasing – Most believe performance chasing happens only in up markets. Not true. The f irst 
half  of 2022 has been unusual – similar to 1994. The risk now is that investors are lured into strategies that worked well 
in the f irst half but have not worked well in previous years. For instance, CTAs did very well in the first half, certainly 
worth considering but don’t load up on what worked in this unique market environment. It may be a long wait for a 
repeat of the first half of 2022.  

Understanding yourself and how you react (or want to react) to market moves up or down can help you become a better 
investor. Don’t let emotions drive your investment decisions. The truth is great investors often don’t have a crystal ball; 
they simply make fewer mistakes than others.  
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Source: Charts are sourced to Bloomberg L.P., Purpose Investments Inc., and Richardson Wealth unless otherwise noted. 
 
The contents of this publication were researched, written and produced by Purpose Investments Inc. and are used by Richardson Wealth Limited for information purposes only.  
 
*This report is authored by Derek Benedet, CMT a Portfolio Manager at Purpose Investments Inc. Effective September 1, 2021, Derek Benedet has transitioned to Purpose Investments 
Inc. 
 
Disclaimers 
 
Richardson Wealth Limited  

The opinions expressed in this report are the opinions of the author and readers should not assume they reflect the opinions or recommendations of Richardson Wealth Limited or its 
affiliates. Assumptions, opinions and estimates constitute the author's judgment as of the date of this material and are subject to change without notice. We do not warrant the 
completeness or accuracy of this material, and it should not be relied upon as such. Before acting on any recommendation, you should consider whether it is suitable for your particular 
circumstances and, if necessary, seek professional advice. Past performance is not indicative of future results. The comments contained herein are general in nature and are not intended 
to be, nor should be construed to be, legal or tax advice to any particular individual. Accordingly, individuals should consult their own legal or tax advisors for advice with respect to the 
tax consequences to them. 

Richardson Wealth is a trademark of James Richardson & Sons, Limited used under license. 

Purpose Investments Inc.  

Purpose Investments Inc. is a registered securities entity. Commissions, trailing commissions, management fees and expenses all may be associated with investment funds. Please 
read the prospectus before investing. If the securities are purchased or sold on a stock exchange, you may pay more or receive less than the current net asset value. Investment funds 
are not guaranteed, their values change frequently and past performance may not be repeated.  

Forward Looking Statements 

Forward-looking statements are based on current expectations, estimates, forecasts and projections based on beliefs and assumptions made by author. These statements involve risks 
and uncertainties and are not guarantees of future performance or results and no assurance can be given that these estimates and expectations will prove to have been correct, and 
actual outcomes and results may differ materially from what is expressed, implied or projected in such forward-looking statements. Assumptions, opinions and estimates constitute the 
author’s judgment as of the date of this material and are subject to change without notice. Neither Purpose Investments nor Richardson Wealth warrant the completeness or accuracy 
of this material, and it should not be relied upon as such. Before acting on any recommendation, you should consider whether it is suitable for your particular circumstances and, if 
necessary, seek professional advice. Past performance is not indicative of future results. These estimates and expectations involve risks and uncertainties and are not guarantees of 
future performance or results and no assurance can be given that these estimates and expectations will prove to have been correct, and actual outcomes and results may differ materially 
from what is expressed, implied or projected in such forward-looking statements. Unless required by applicable law, it is not undertaken, and specifically disclaimed, that there is any 
intention or obligation to update or revise the forward-looking statements, whether as a result of new information, future events or otherwise.  

Before acting on any recommendation, you should consider whether it is suitable for your particular circumstances and, if necessary, seek professional advice.  

The particulars contained herein were obtained from sources which we believe are reliable but are not guaranteed by us and may be incomplete. This is not an official publication or 
research report of either Richardson Wealth or Purpose Investments, and this is not to be used as a solicitation in any jurisdiction.  

This document is not for public distribution, is for informational purposes only, and is not being delivered to you in the context of an offering of any securities, nor is it a recommendation 
or solicitation to buy, hold or sell any security. 

Richardson Wealth Limited, Member Canadian Investor Protection Fund.  
Richardson Wealth is a trademark of James Richardson & Sons, Limited used under license.  
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