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Stocks Enter a Bear Market – Here’s What Investors Should 
Do Next

U.S. stocks entered a technical bear market this 

week, with the S&P 500 index declining more 

than -20% from its January peak. The downdraft 

has been led by technology shares, which 

disproportionately impact the broad index’s 

returns since technology is the largest sector by 

market capitalization. As of this writing, tech 

shares are down over -30% from their peak.1 

 

It’s also true, however, that technology shares 

remain over +20% higher than they were pre-

pandemic, which signals the market is simply 

repricing some of the exorbitant gains posted in 

the second half of 2020 and throughout 2021. 

Remember, too, that U.S. stocks soared more 

than +100% from the Covid-19 bear market 

lows, which means this current retracement of -

20%—while unpleasant and unwelcomed—does 

not make equity investors any worse off than 

they were two years ago. In fact, U.S. household 

net worth is still hovering around all-time highs, 

thanks in large part to +20% gains in home 

equity over the past year.2 

 

 

 

My advice to investors now is not to get drawn  

into the fear narratives that always accompany 

sharp stock market declines. In my four-plus 

decade career, every bear market I’ve seen has 

been accompanied by a sense of dread that the 

U.S. economy now faces an existential problem 

that will persist for many years. This time 

around the problem is inflation, which many 

believe can only get worse. There is also a 

seemingly widely-held belief that the U.S. 

economy is already in freefall, which has driven 

pessimism to extremes. 

 

Case in point: last week’s University of 

Michigan Consumer Sentiment Survey found 

that Americans are more dissatisfied with the 

economy today than they were in the depths of 

the 2008 Global Financial Crisis. The 

unemployment rate climbed to 10% during that 

time and almost 10 million Americans lost their 

homes. Today, there are more available jobs 

than there are unemployed people, and 

discretionary spending remains relatively  
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strong. Spending on everything from airline 

tickets, to hotel stays, to restaurants has been 

going up, which is the type of activity you’d 

expect to see in good times – not dreadful ones. 

 

We’re seeing this same disconnect in the small 

business space, a key engine of growth for the 

U.S. economy. Normally, small business 

sentiment about the economy is tightly 

correlated with hiring plans – optimistic small 

business owners make plans to hire more 

workers, and vice versa. But today the opposite 

is true. Small businesses are reporting low levels 

of optimism about the economy, but at the same 

time, they’re trying to bring on more workers.  

 

This leads me to believe we are experiencing a 

recession-less, sentiment-driven bear market 

that is not likely to resemble the big, 

fundamentally-driven bear markets of 2000 and 

2008. We’ve seen this outcome many times 

throughout history. There have been 26 bear 

markets since 1929, but only 15 of them were 

tied to a recession. Zacks is still estimating over 

2% GDP growth for the U.S. this year.  

 

As I have written many times before, I am not 

proclaiming the U.S. economy to be in perfect 

shape with all concerns and fears being 

unwarranted. I am simply highlighting that 

current sentiment reflects an economy that is 

mired in recession, when in fact jobs are 

plentiful, profit margins are high, and 

fundamental indicators like services PMI and 

consumer spending are signaling growth. The 

wider the gap between how investors and 

consumers feel relative to how the economy is 

performing, the closer I think we get to see a 

market low. 

 

The table below shows how the S&P 500 has 

historically responded in the months and years 

after closing in a bear market. While we cannot 

know whether or for how long the bear market 

will continue, we do know that periods of weak 

returns have almost always been followed by 

periods of strong returns.   

 

 

 

 

 
 

Bottom Line for Investors  

 

As for what investors should do now, my 

answer is not to panic and to stick to your plan. 

Trying to time the bottom of a bear market is 

hazardous and ripe for making a serious 

misstep, so I strongly caution against attempting 

to do so. About a third of the stock market’s 

best days have happened within the first two 

months of a bull market, which we will only be 

able to confirm with the benefit of hindsight. 

The biggest risk now, in my view, is being on 

the sidelines when that happens.   
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1 Wall Street Journal. June 14, 2022. 

https://www.wsj.com/articles/bull-markets-

winners-dragged-the-s-p-500-into-a-bear-
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2 Hartford Funds. 2022. 
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The Federal Reserve Raises Rates by 
0.75% 
 

The much-awaited Federal Reserve rate hike 

decision came last Wednesday, and it proved to 

be on the high-end of the market’s expectations. 

The Federal Open Market Committee voted 10-

1 to hike the benchmark fed funds rate by 

0.75%, an increase not seen since 1994. The 

sizable rate hike seems dramatic, particularly 

since the Fed appears to be racing to stave off 

further inflation. But context is also important: 

even with the 0.75% rate increase, the fed funds 

benchmark rate now sits at a range of 1.5% to 

1.75%, which is still very low by historical 

standards (see chart below). For readers who 

may not be familiar with the fed funds rate, it 

represents an overnight rate on lending between 

banks. This overnight rate influences the interest 

rates that banks issue on loans, credit cards, 

savings accounts, etc. The Federal Reserve 

issued more guidance on the potential path of 

rate increases for the remainder of the year, both 

those projections shift often and have not been 

very reliable. More important is what the Fed 

may do at its next meeting, to which Federal 

Reserve Chairman Jerome Powell remarked that 

he does not “expect moves of this size [0.75%] 

to be common, adding that the late July decision 

“could well be about a decision between 50 and 

75” basis points.1 

 

The Fed Funds Rate is Still Very Low 
  

 
Source: Federal Reserve Bank of St. Louis2 

 

U.S. Stocks Dip into Bear Market 
Territory 
 

Stocks rallied on the day of the Federal 

Reserve’s announcement, but last week saw the 

S&P 500 dip into bear market territory (a 

decline of -20% or more). Technology shares 

have led the declines while Energy stocks have 

moved in the complete opposite direction, 

having posted sizable gains year-to-date. Even 

with technology’s outsize declines, however, the 

S&P 500 technology sector remains over +20% 

higher than it traded pre-pandemic, a reminder 

that the drawdown follows two years (2020 and 

2021) of major gains. Looking ahead, it’s 

important to remember that trying to time the 

bottom of a bear market is hazardous and ripe 

for making a serious misstep. History tells us 

that pronounced volatility – in both directions – 

is likely to persist now that a bear market has 

been confirmed. In the last 20 years, about 50% 

of the S&P 500 Index’s strongest days were 

posted during a bear market, and 34% of the 

market’s best days took place in the first two 

months of a bull market – which can only be 

confirmed with the benefit of hindsight.3 

 
 

 
 
 
 

IN FOCUS THIS WEEK 

 
• Federal Reserve raises rates 

• Low Fed funds rate 

• U.S. stocks touch bear market 

territory 

• Fall of retail sales 

• U.S. home equity reaches 

record high 
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Retail Sales Fell 0.3% in May, But the 
Headline Number Doesn’t Tell the Whole 
Story 
 

Market-watchers were spooked this week when 

retail sales – which measure spending at stores, 

restaurants, and online – dropped by 0.3% 

month-over-month in May. The decline marked 

the first-time retail sales dipped in 2022, which 

garnered headlines that the U.S. consumer was 

tapping out. But a closer read of the figures 

shows that a sizable drop in vehicle sales 

disproportionately affected the number. 

Excluding autos and gasoline, retail sales were 

positive for the month. It is also worth noting 

that year-over-year, retail sales have risen 8.1% 

from last May, which trails the 8.6% inflation 

rate but still signals that consumers are out 

spending. According to Federal Reserve 

Chairman Jerome Powell, “overall spending is 

very strong,” and “we see the economy slowing 

a bit but still at healthy growth levels.’4 

 

U.S. Home Equity Reaches Record High 
 

In a week seemingly filled with bad news and 

negative headlines, there was one bright spot for 

homeowners in the U.S. Total home equity 

jumped by nearly 20% in Q1 2022, reaching a 

record-high $27.8 trillion. The amount of equity 

that homeowners can access grew by a record 

$1.2 trillion in Q1 to $11 trillion, and a majority 

of that equity is in the hands of homeowners 

with mortgage rates lower than 4%. From a net 

worth perspective, an optimistic view would be 

that a 20% increase in home equity over the past 

year neutralizes a -20% loss in the stock market, 

keeping household net worth near record highs.5 
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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.  
 
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. 
 
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 
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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. 
 
The Dow Jones Transportation Average is a 20-stock, price-weighted index that represents the stock 
performance of large, well-known U.S. companies within the transportation industry. 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. 
 


