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We’ve all just experienced, and may continue to experience, the first bear market in the U.S. large cap 
stock market since the financial crisis. For younger investors, this is their first bear market, and even for 
experienced investors, it’s been a while. Handling bear markets can be complex, but maybe not as complex 
as you think. Here are a few ideas that may help reduce your stress and increase your investment success.

Handling a bear market starts before the bear market

You wouldn’t get in your car and start a drive without a destination in mind, yet many investors begin 
to invest without thinking through the ultimate objectives of their portfolio. Sound investment decision 
making is rooted in sound financial planning. That means, before even one dollar goes into the market, 
careful consideration should go into determining the ultimate goal of the portfolio. That may be something 
very specific, like “provide $250,000 per year of income annually, after-taxes, and adjusted for inflation 
throughout retirement.” It also may be something less specific, like “accumulate wealth as efficiently as 
possible to provide financial flexibility for myself and my family in the years to come.” Just because you’re 
not sure what the money will ultimately be spent on doesn’t mean you can’t define investment objectives, 
and having these objectives are critical to preparing for bear markets. If you know what your portfolio’s 
objectives are, you’ll be able to assess how future bear markets may impact your portfolio’s ability to meet 
those objectives, and that will make your decision-making that much clearer.

The best way to determine your portfolio’s objectives is to do so in coordination with a full financial plan, 
which should take into account your ability to save, your cash flow needs, the timing of those needs, 
inflation, and taxes, among other things. Also, it’s critical to consider your risk tolerance. Your plan may 
say that a 100% equity portfolio is appropriate, but you also have to be comfortable psychologically with 
the allocation you choose. Back test your portfolio against prior bear markets, would you have been okay 
with the drawdown in the market, and comfortable to weather the storm, or would you have sold your 
investments and gone to cash? If the answer is the latter, you should consider a less aggressive portfolio.

Your portfolio objectives, financial plan, and risk tolerance will allow you to develop an appropriate asset 
allocation (or mix of different asset classes). Prepare this allocation with the knowledge that, someday, 
bear markets are coming, it’s just a matter of when. Then, prepare yourself psychologically. Get yourself 
acquainted with a few statistics about long-term market performance. Here are a couple of important ones:

1. Throughout history, 100% of bear markets in the U.S. have eventually given way to a bull.

2. Bear markets, on average, happen about once every three and a half years. Each one is unique  
    in its cause and duration, but bear markets themselves are not at all uncommon.

Preparation is key. The first step to handling the next bear market is preparing yourself and your portfolio 
before it arrives.

Keeping Your Cool in Bear MarKets
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Resist the Urge to Market Time

Market timing is essentially the practice of attempting to predict the direction the market is going in 
the short-term and making investment changes based on those predictions. Study after study has been 
conducted proving that even for the industry’s most experienced professionals, this is extremely difficult 
to do successfully with any consistency. Yet, when the bear market comes, many investors feel the urge 
to make drastic changes to their portfolios and carefully laid plans based on the potential direction of 
the market. 

Simply put, this is highly unlikely to work in your favor during a bear market, and you are far more likely 
to prevent your portfolio from participating in a rebound than you are to protect from any downside. 
A good example of this is the chart below, which illustrates the performance of the average investor 
versus several market indexes over the last 20 years. One of the main reasons for the average investor’s 
under performance is the their tendency to make the wrong moves during bear markets, selling their 
investments and holding cash at exactly the wrong time.

In short, from a strategy change standpoint during a bear market, less is more. Its been said that your 
money is like a bar of soap, the more you handle it, the less you have. This rings particularly true in bear 
markets, don’t overthink, and don’t overtrade. There is, however, an exception to this rule, in trading 
that makes a lot of sense during bear markets, rebalancing.

Rebalancing 

Remember that carefully considered asset allocation you came up with, taking into account future 
bear markets? Well, just like the market, that allocation shifts over time. For example, let’s say you had 
a portfolio that starts out with 60% stocks and 40% bonds. Now, assume you’re experiencing a bear 
market, and your stocks have temporarily fallen in value substantially, while your bonds have held up 
pretty well. Consequently, your bonds have become a larger portion of your portfolio than they originally 
were, and your allocation may now look like 55% stocks and 45% bonds.

A market index measures the performance of a “basket” of securities (like stocks or bonds), which is meant to represent a sector of 
a stock market, or of an economy. You cannot invest directly in a market index. Past performance does not guarantee future results.
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It may be time to consider rebalancing the portfolio, bringing it back to its original 60/40 split. Rebalancing 
is not market timing, because you’re not making a short-term bet on which direction the market will go. 
Instead, you’re simply recognizing that all the careful portfolio design and planning you’ve done is as 
relevant now as it was when you did it, and the proper allocation of your portfolio is 60% stocks and 40% 
bonds. With that in mind, its time to restore the portfolio to that proper asset mix.

An added bonus of rebalancing in bear markets is that you’re effectively buying stocks while they’re less 
expensive. Again, this is not market timing, but a natural effect of rebalancing. The fact that stocks have 
lost value makes them a smaller portion of your portfolio and means they are less expensive than they were 
when you set your original asset allocation.

A word of caution. Rebalancing is a strategy that makes sense in the long-term, and within a well-
constructed financial plan and investment strategy. If the bear market is a prolonged one, it might be quite 
some time before the rebalancing pays off, and you should be sure you have enough cash, bonds, and 
other conservative investments to meet your short and even medium-term obligations. If you’re willing to 
rebalance once, you should be willing and able to rebalance again should markets continue to fall.

Opportunities for Financial Planning 

Once the portfolio is squared away, there are a number of planning opportunities that should be visited 
during a bear market. The first three, as summarized below, have to do with the fact that asset values are 
temporarily low:

Roth Conversions: Assets in traditional IRAs or 401(k) plans are subject to income taxes upon withdrawal, 
while assets in Roth IRAs or Roth 401(k)s are generally not. A Roth Conversion involves moving assets from 
a traditional plan to a Roth and paying the required income taxes. A bear market is a particularly good time 
to do this because asset values are temporarily low. Ask your CPA or Financial Advisor to run a projection 
and determine if this makes sense for you.

Gifting: If you’re at the stage of your life where you have enough assets for yourself and are working to 
pass assets down to your future generations, bear markets are an excellent time to consider making gifts 
or accelerating planned gifts. Again, with asset values depressed, you can gift more shares for less tax cost. 
Keep in mind, if you’re a business owner, shares of your business may be a good thing to consider gifting. 
If the business has been temporarily impacted by the bear market, you should be able to obtain a lower 
valuation, thereby allowing you to gift more. Also, gifting nonvoting shares of stock can lead to further 
discounts on the gift, while still leaving you in control.

Tax-Loss Harvesting: Nobody wants to experience investment losses, but if you must experience them, 
you may as well get the tax benefit. Tax-Loss Harvesting is a strategy that allows you to realize (lock in) 
tax losses, which can be used to offset future capital gains, without substantially changing the investment 
makeup of the portfolio or altering your portfolio’s ability to participate in a market rebound. In doing so, 
the 30-day wash sale rule must be considered and avoided. The details of this strategy are beyond the 
scope of this article, but again, consult your CPA or Financial Advisor if they haven’t already brought this up.
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Conclusion

Bear markets happen, they’re a part of investing. To best prepare yourself for the next bear market, 
consider the following steps:

1. Build a sound financial plan to help determine an appropriate asset allocation for you.  
    Your plan should take into account your risk tolerance and your investment objectives.

2. Prepare yourself psychologically that bear markets are in your future.

3. Resist the urge to try to time the market or make sweeping portfolio changes. 

4. Rebalance your portfolio. This is not market timing, and if done consistently, will accelerate  
    your recovery from the bear market. 

5. Use the bear market as an opportunity to revisit your tax and estate planning strategies, such as  
    Roth Conversions, gifting, and Tax-Loss Harvesting. 

6. Review the rest of your financial planning and cash flows. Bear markets are a great time to stress  
    test financial plans.

Bull markets are a lot more comfortable, but there’s no question that keeping your cool in bear markets 
is vital to your long-term investment success. If you have any questions about the strategies presented in 
this article, or anything else related to your financial planning or investment strategy, give us a call. We are 
here to help.
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