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Greg's Glimpse:

Bears: Not Fun, but Not Unprecedented

We don’t need to beat around the bush, this is not fun. Bear markets,
which we officially entered into this past week, are not fun. They are
scary, they are wild, they take time to play out. However, they are the
cousin to the bull market that nobody wants to talk about, and a cousin
who shows up every so often to the family party, more often than many
want to remember.

Each and every moment in financial markets has an element of being
different. No two stock rocket ships-up, or selloffs-down, are the same. 
However, history is a very good guide on what to expect from market
movements and changes in the business cycle. I recently touched on this

in my “Greg’s Glimpse” article for the 3rd Quarter 2021.

Here is what I wrote about stock market volatility: What does history tell
us? Market corrections are normal. Market corrections are healthy. Market
corrections are shorter than the average investor believes. Here are some
great numbers from Capital Group/American Funds on the S&P 500 from
1949-2020:

-5% declines happen on average three times per year, and have an
average length of 43 days, roughly the length of the Nordstrom
Anniversary Sale.
-10% declines happen on average once a year, and have an
average length of 112 days, roughly the length of the college football
season.
-15% declines happen on average once every three and a half
years, and have an average length of 262 days, roughly the length of
the professional basketball season.
-20% declines happen on average once every six years, and
have an average length of 401 days (Peak to Trough), roughly
the length of time you should change the oil in your car.

One of the best statistics I have been sharing with clients these past few
weeks is the 15-year return of the Vanguard S&P 500 (the Vanguard
index that tracks the returns of the S&P 500). Why is the 15-year return
so important? It goes back to June of 2007, before the 2008 financial
crisis. This number encapsulates that period, as reported by
Morningstar.com: 8.39% annualized rate of return through 6/13/2022.
8.39% annualized. That is a pretty good return!

Capital Group/American Funds recently published a story noting that after
hitting lows in August 1939 and September 1974, the S&P 500 index
averaged annual total returns of more than 15% over the next 10 rolling
10-year periods. That also is a pretty good return!

Furthermore, Capital Group/American Funds also noted that the first year
returns after the five biggest market declines since 1929 ranged from
36.16% to 137.06%, and averaged 70.95%. They note that the average
value of an investment more than doubled over the five years after each of
those market lows. Very powerful numbers, and a real lesson in why you
can’t time the markets and staying invested is so important.

One of my favorite stock market quotes is by American economist Paul
Samuelson who joked that the stock market has predicted nine of the past
five recessions. This leads one to ask, what is going right? Well, a lot.

First, the unemployment rate is 3.6%. We all see the “We Are Hiring”
signs as we travel around our cities. This is very powerful. While we all
are spending more on gas and bread due to sustained inflation, it is going
to be hard to have a meaningful slow down and recession in the face of
such tight labor markets. Yes, as we recently saw from Tesla, many
companies may have over-hired in the face of those tight labor markets,
and we will see some adjustments, but 3.6% leaves a lot of wiggle room.

As I also wrote about last year, cash. Americans have cash. CNN noted in
a speech recently that Jamie Dimon, the CEO of JP Morgan Bank,
estimated “that Americans are still sitting on $2 Trillion in pandemic-era
savings…”  The article notes that the savings rate of Americans hit an all-
time high of 33.8% in April of 2020. While it has come down sharply, $2
Trillion is a lot of money to help cushion the blow this economy is sure to
take from inflation and actions by the Federal Reserve.

These moments in the economic cycle and market cycle are not fun. As I
have told many of you recently in meetings, it is very rare to have stocks
and bonds going down together. However, now is why we have always
advocated for, and maintained, very diversified portfolios for our clients. It
is times like these that support why we have encouraged investment in
bonds of higher quality and varying maturities so we can weather market
storms, like the one we are in right now.

Each and every market cycle is a little different, but we will emerge from
this. History shows us we are building the new base for future positive
market returns. We will go through this again, every six years on average,
but this system has faced significant challenges in the past (most recently
the 2008 financial crisis and COVID) and emerged stronger and healthier.
I don’t believe this time will be different. We will weather this storm. We
may be a bit battered, but certainly stronger on the other side.

*****************************************************************************

Content in this material is for general information only and not intended to
provide specific advice or recommendations for any individual. All
performance referenced is historical and is no guarantee of future results.
All indices are unmanaged and may not be invested into directly.

All investing involves risk including loss of principal. No strategy assures
success or protects against loss. There is no guarantee that a diversified
portfolio will enhance overall returns or outperform a non-diversified
portfolio. Diversification does not protect against market risk.

The economic forecasts set forth in this material may not develop as
predicted and there can be no guarantee that strategies promoted will be
successful. 
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