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What to Expect in a Bear Market

Investors have a few useful tools for
understanding bear markets. Experience is one
of them — if you’ve lived through many different
bear markets, you have likely seen the
downdrafts, recessions, volatility, and a general
sense of confusion (and sometimes panic) in the
media about what’s happening.!

But it should also be true that you’ve seen — and
hopefully participated in — the even stronger
bull market that has historically followed. From
1929 to 2021, there were 26 bear markets,
which probably seems like a big number. But
it’s also true that there have been 27 bull
markets over the same period, and they were all
bigger than the bear that preceded them. From
1929 to 2021, the average bear market resulted
in a -36% decline for stocks, while the average
bull market resulted in +114% of gains.?

Experience is key, but knowing what type of
bear market we’re in can also help investors
understand what to expect. There are three main
types of bear markets:

e Structural — these bear markets are
caused by severe dislocations, typically
in financial markets, and are often

associated with ‘bubbles.” The 2008
Global Financial Crisis is an example of
a structural bear, which often takes
several years to fully recover from.

e Cyclical —these bear markets are more
closely tied to the business cycle, and
often coincide with a peak in profit
margins, rising interest rates, elevated
inflation, and/or deceleration in
economic growth.

e Event-Driven — event-driven bear
markets are triggered by an extraneous,
almost always unexpected shock. The
Covid-19 pandemic is a perfect example
of an event-driven bear market, as
investors quickly anticipate immediate
and elevated risks to earnings and
growth.

In terms of magnitude and duration, structural
bear markets tend to be the most painful. Post-
World War Il, structural bears averaged about -
50% declines over approximately two years,
which lines up reasonably closely with what we
saw in the 2008 Financial Crisis.

Cyclical and event-driven bear markets, on the
other hand, average about -30% declines over
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generally shorter periods. Since World War 11,
cyclical bears have lasted on average a little
over a year, while event-driven bears have
usually spanned about six months.

In my view, we’re currently in month 10 of a
cyclical bear market.

The stock market appears to be pricing in the
impact of higher interest rates and inflation on
future earnings, which has led to multiple
contractions even as earnings have, to date, held
up reasonably well. | see stocks anticipating that
higher rates, inflation, and a higher likelihood of
recession will result in peaking profit margins
and corporate earnings, which help explain the
greater than -20% declines year-to-date.

There are some silver linings to this assessment,
however. The first is that the market’s current
declines are in the range of what we’d expect to
see in a cyclical bear market, which could
indicate that anticipated weakness in corporate
earnings and economic growth is largely priced-
into stocks at this stage.

The second takeaway is that cyclical bear
markets tend not to have the same systemic
problems we see in structural bears, the latter of
which usually feature tight credit markets and
too much leverage in the private sector. In my
view, we have virtually the opposite today —
U.S. household and corporate balance sheets are
strong, jobs are plentiful, and while credit
spreads have risen of late, investment-grade
corporations still have relatively easy access to
capital markets. Banks are also very well
capitalized.

While these positive fundamentals do not
necessarily ensure the U.S. will avoid recession,
I think they do provide a buffer against a mild
recession turning into something more severe,
which | also think means avoiding the types of
declines we might expect from a structural bear
market.
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Bottom Line for Investors

Over the past 80+ years, the S&P 500 has
generated approximately +11% in annualized
returns. Most investors would be very pleased
with this level of return over the span of their
investment lives. This is why it is very
important to always remember: this +11%
annualized return includes all of the bear
markets over the last 80 years.

To be sure, this doesn’t mean investors should
set and forget portfolios — there are many ways
to control risk and volatility while pursuing
alpha over time. But it does underscore the
benefit of understanding how bull and bear
markets have worked over time, which in the
current environment should reaffirm how
essential it is to participate fully in the rebound
when it happens. And if my assessment that this
is a cyclical bear market is correct, it shouldn’t
be long.
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Weekly Market Update

Important Market News We Think Worth Considering

IN FOCUS THIS WEEK

Easing of U.S. factory activity
Purchasing tickets for holiday

travel

Weaker data in the U.S. labor
market

Positive developments in the
inflation fight

U.S. Factory Activity Eases in
September

In Zacks’s view, we’re at a point in the cycle
where “bad news is good news,” since weak
economic data could signal a coming peak for
the Federal Reserve’s rate hike campaign.
Manufacturing data for September gave one
such sign, as growth in the sector slowed to its
lowest pace in two years. The Institute for
Supply Management reported last week that
U.S. factory activity fell to 50.9 in September
from 52.8 in August, which is the lowest level
since May 2020 — when the economy was
effectively shut down due to Covid-19. New
orders, exports, and employment (hiring) all fell
in the month as well, which may reflect some
success in the Fed’s efforts to reduce demand in
the economy. Less activity and weaker demand
have helped ease price pressures, with the ISM’s
prices index falling to June 2020 levels. The Fed
assuredly takes note of this type of data when
making policy decisions, which directionally
should be seen as a positive.*

When is the Best Time to Purchase
Tickets for Holiday Travel?

According to analysts and fare-trackers, “now.”
Airline and travel prices are already elevated
due to soaring post-pandemic demand, the rising

price of jet fuel, and other inflationary forces.
But these price pressures have been boosted
even further by airlines’ efforts to manage
schedules and capacity, which is to say,
reducing the number of flights in an effort to
better serve customers (and perhaps charge
higher prices). Prices for travel over
Thanksgiving and Christmas are already
substantially higher than they were last year. For
domestic travel during the week of
Thanksgiving, the average airfare costs $468,
which is 48% higher than Thanksgiving 2021.
For Christmas, the figure is even higher, at $574
or 52% higher than last year. Prices tend to
fluctuate, but travelers should remember that
average prices go up as you get closer to your
travel date. That leaves little wiggle room for
this year’s holiday season.?

Weaker Data in the U.S. Labor Market
Could be Good for Inflation and the Fed

One of the thorns in the Fed’s side in 2022 has
been persistent job growth and abundant job
openings in the U.S. economy, which has
resulted in above-average wage gains (which is
inflationary). The Fed has indicated that higher
levels of unemployment may be necessary to
ease these pressures, but there is one alternative
that may be more conducive to a ‘soft economic
landing’—fewer job openings. In an optimistic
scenario, the Fed could theoretically achieve
ease wage pressures by reducing the number of
job openings instead of slowing the economy to
the point of triggering layoffs. At present, there
are 10.1 million job openings in the U.S.
compared to just over 6 million unemployed
Americans looking for work, which marks an
“improvement” in August when there were 11.2
million jobs available. This decline came as job
growth in August eased from 526,000 in July to
315,000, which while still very strong at least
marks a softening in labor market activity.
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Should these trends continue, wage pressures
could ease which could in turn take some
pressure off the Fed.®

More Positive Developments in the
Inflation Fight

Another factor working in the Fed’s favor is the
strong U.S. dollar. The ICE U.S. Dollar Index,
which tracks the performance of the dollar
against a basket of foreign currencies, has
surged over +15% year-to-date through
September 30. The dollar has notably reached
parity with the euro for the first time since 2002
and has also risen to multidecade highs against
the British pound and Japanese yen. Since a
strong U.S. dollar lowers the price of imported
goods and services while also curbing demand
for U.S. exports (and thus potentially slowing
economic growth), it can help ease price
pressures. There are also less-discussed positive
developments in the inflation picture. Rents are
falling month-over-month in many major
markets, commodities are at a seven-month low
and trading far from peaks, retail inventories are
soaring, container freight rates are falling
sharply, and the U.S. ISM Manufacturing Prices
Paid Index is currently at 51.70—down -36.33%
from a year ago.*
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DISCLOSURE

Past performance is no guarantee of future results. Inherent in any investment is the
potential for loss.

Zacks Investment Management, Inc. is a wholly-owned subsidiary of Zacks Investment Research. Zacks
Investment Management is an independent Registered Investment Advisory firm and acts as an investment
manager for individuals and institutions. Zacks Investment Research is a provider of earnings data and other
financial data to institutions and to individuals.

This material is being provided for informational purposes only and nothing herein constitutes investment, legal,
accounting or tax advice, or a recommendation to buy, sell or hold a security. Do not act or rely upon the
information and advice given in this publication without seeking the services of competent and professional legal,
tax, or accounting counsel. Publication and distribution of this article is not intended to create, and the information
contained herein does not constitute, an attorney-client relationship. No recommendation or advice is being given
as to whether any investment or strategy is suitable for a particular investor. It should not be assumed that any
investments in securities, companies, sectors or markets identified and described were or will be profitable. All
information is current as of the date of herein and is subject to change without notice. Any views or opinions
expressed may not reflect those of the firm as a whole.

Any projections, targets, or estimates in this report are forward looking statements and are based on the firm’s
research, analysis, and assumptions. Due to rapidly changing market conditions and the complexity of investment
decisions, supplemental information and other sources may be required to make informed investment decisions
based on your individual investment objectives and suitability specifications. All expressions of opinions are
subject to change without notice. Clients should seek financial advice regarding the appropriateness of investing
in any security or investment strategy discussed in this presentation.

Certain economic and market information contained herein has been obtained from published sources prepared
by other parties. Zacks Investment Management does not assume any responsibility for the accuracy or
completeness of such information. Further, no third party has assumed responsibility for independently verifying
the information contained herein and accordingly no such persons make any representations with respect to the
accuracy, completeness or reasonableness of the information provided herein. Unless otherwise indicated,
market analysis and conclusions are based upon opinions or assumptions that Zacks Investment Management
considers to be reasonable. Any investment inherently involves a high degree of risk, beyond any specific risks
discussed herein.

The S&P 500 Index is a well-known, unmanaged index of the prices of 500 large-company common stocks,
mainly blue-chip stocks, selected by Standard & Poor’s. The S&P 500 Index assumes reinvestment of dividends
but does not reflect advisory fees. The volatility of the benchmark may be materially different from the individual
performance obtained by a specific investor. An investor cannot invest directly in an index.
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The MSCI ACWI captures large and mid-cap representation across 23 Developed Markets (DM) and 27 Emerging
Markets (EM) countries. With 2,986 constituents, the index covers approximately 85% of the global investable
equity opportunity set. An investor cannot invest directly in an index. The volatility of the benchmark may be
materially different from the individual performance obtained by a specific investor.

The MSCI UK All Cap Index captures large, mid, small and micro-cap representation of the UK market. With 819
constituents, the index is comprehensive, covering approximately 99% of the UK equity universe. An investor
cannot invest directly in an index. The volatility of the benchmark may be materially different from the individual
performance obtained by a specific investor.

The Russell 1000 Value Index is a well-known, unmanaged index of the prices of 1000 large-company value
common stocks selected by Russell. The Russell 1000 Value Index assumes reinvestment of dividends but does
not reflect advisory fees. An investor cannot directly invest in an index. The volatility of the benchmark may be
materially different from the individual performance obtained by a specific investor.

The Russell 1000 Growth Index is a well-known, unmanaged index of the prices of 1000 large-company growth
common stocks selected by Russell. The Russell 1000 Growth Index assumes reinvestment of dividends but
does not reflect advisory fees. An investor cannot invest directly in an index. The volatility of the benchmark may
be materially different from the individual performance obtained by a specific investor.

The Russell 2000 Index is a well-known, unmanaged index of the prices of 2000 small-cap company common
stocks, selected by Russell. The Russell 2000 Index assumes reinvestment of dividends but does not reflect
advisory fees. An investor cannot invest directly in an index. The volatility of the benchmark may be materially
different from the individual performance obtained by a specific investor.

The ICE U.S. Dollar Index measures the value of the U.S. Dollar against a basket of currencies of the top six
trading partners of the United States, as measured in 1973: the Euro zone, Japan, the United Kingdom, Canada,
Sweden, and Switzerland. An investor cannot directly invest in an index. The volatility of the benchmark may be
materially different from the individual performance obtained by a specific investor.
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