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Has the Bear Market Officially Ended?

Many headlines boasted last week that the
Nasdaq Composite had officially entered a new
bull market, which is technically true — over the
course of the last several weeks, the tech-heavy
Nasdaq bounced over +20% from its mid-June
low, as investors poured back into some of the
hardest hit shares in the first half of the year.

This sharp recovery has some pundits declaring
the end of the bear market, which 1 think is a bit
premature. Bear markets historically last about
10 months, and they are also notorious for
staging rallies that investors often mistake for
the start of a new bull. These are often referred
to as “dead cat bounces,” and are fairly common
in bear markets. In the 2000 — 2002 downturn,
for example, there were four instances when the
S&P 500 recovered by about 20%, only to
continue making new lows until hitting a bottom
in late 2002.1

Since the 2000-2002 bear market, roughly half
of the S&P 500’s best days have taken place
during a bear, and about one-third of the best
days happened at the very beginning of a new
bull market. And anytime the market is up or
down more than 3%, it is almost always during
a bear market. Big moves happen in choppy

markets, and they usually occur at a time when
no one truly knows whether we are actually in a
bull or a bear market, which can only be
determined with the benefit of hindsight. Again,
| think it is too early to declare the bear market
officially over.

One of the key drivers behind this recent rally
appears to be the July inflation print, which
showed the consumer-price index rising 8.5%
year-over-year, down from 9.1% in June. The
month-over-month inflation reading for July
was also flat, which signaled to some market
participants that inflation may have peaked.

The thinking goes that falling inflation means
less pressure on the Federal Reserve to raise
rates as aggressively as they have been, which
would be a tailwind for markets. This outlook
can be confirmed in the futures markets, which
continue to show traders wagering the fed funds
rate will peak by next spring, and also that the
Federal Reserve will start cutting rates
sometime later next year. These markets are
pegging the Fed’s target rate at 3.2% by the end
of 2023, which is lower than what Fed officials
projected in their June minutes.
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But these forecasts in the futures markets have
been wrong before, and recently. This time last
year, the prevailing bets in derivatives markets
pegged inflation at 3.3% from summer 2021 to
summer 2022, which turned out to be way off
the mark. Prices rose nearly three times as fast
as the forecast called for.

In my view, it is hazardous to try and guess the
Fed’s course of policymaking over the next 12
months, which it appears that some of the
current bulls are doing. While I agree inflation
pressures are likely to abate in the coming
months and quarters, there is no telling if some
extraneous factor — like the war in early 2022 —
may come along and disrupt supply chains and
commodity markets again. That’s impossible to
know, but it could be influential in the Fed’s
decision-making.

Bottom Line for Investors

Most readers and investors have seen the
statistics about long-term returns in the stock
market, which have been about +10%
annualized over the past century. That is a
highly desirable return for most people, and the
upshot of investing in the stock market is that
bear markets are baked into these annualized
returns. Stocks lose an average of 36% in bear
markets, but they gain an average of 114% in
bull markets. Bull markets also last much
longer, on average.

I realize it can be fairly unsatisfying to say the
bear market may or may not be officially over,
and that investors need to take the bad with the
good. But I think we’re in a period now where
the key goal should not necessarily be to predict
correctly when the bear will end and the bull
will begin. The goal here to ensure participation
in the market’s biggest up days, which history
tells us happens either during a bear market or
very early in the new bull market—one of which
describes where we are today.
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Weekly Market Update

Important Market News We Think Worth Considering

IN FOCUS THIS WEEK

e Eating at restaurants vs.
cooking at home
U.S. consumer holds strong

despite inflation pressures
Growing calls that a
“housing recession” is nigh
China’s fiscal and monetary
stimulus falls short of
expectations

Is It Cheaper to Eat at a Restaurant
Versus Cooking at Home?

Many restaurants think so and have been
designing ads trying to convince consumers of
the same. Based purely on inflation figures,
restaurants do have a point — over the past year,
prices at grocery stores have risen by 13.1%
while prices at restaurants are up about half that,
at 7.6%. According to the Labor Department,
this gap in inflation between grocery stores and
restaurants is the biggest it’s been since the
1970s, which is leading restaurants to ramp up
marketing of this relative value to consumers.
Of all the ads run by restaurant chains, 58%
highlighted deals or rewards from May to
August, versus 46% from January to April. The
difference in costs for grocery stores versus
restaurants tends to center on prices of raw
materials and labor, respectively. It is still
ultimately cheaper to source meals from grocery
stores, but only if the time spent preparing
meals is not accounted for as a cost.!

US Consumer Holds Strong Despite
Inflation Pressures

Though gas prices have been falling in small
increments over the last several weeks, they

remain elevated and inflation elsewhere in the
economy has made life a bit more expensive for
consumers. According to a Commerce
Department report released this week, however,
consumers appear to be holding strong despite
higher prices. Overall retail sales, which
captures spending online, at brick-and-mortar
stores, and in restaurants, rose 0.7% from June
to July when the data strips out gas and auto
sales. Figures from the previous month were
also revised higher, showing a 0.8% increase
from May to June. The evidence here suggests
that even though consumers are getting fewer
goods and services due to higher prices, they are
still willing to get out and spend.?

Growing Calls that a “Housing
Recession” is Nigh

Homebuilders in the US are starting to send
warning signals that activity is dropping off, and
that the housing sector may experience some
contraction in the months and quarters ahead.
As seen in the chart below, housing starts in the
US have been in decline since May (blue line),
and the number of houses currently under
construction has leveled off (red line). Housing
starts in July dropped by nearly 10% from June
to July, while building permits also fell by 1.3%
over the same period.®
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This data comes as the National Association of
Home Builders housing market index, which we
think should be best viewed as a coincident
indicator (not a leading indicator), fell for the
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eighth straight month. The index reading for
August was at 49, down from 55 in July and as
low as it’s been since the months following the
global economic lockdown. Taken together, the
data here suggests that tight supplies, rising
prices, and higher mortgage rates are starting to
take their toll on the housing market.

China’s Fiscal and Monetary Stimulus
Falls Short of Expectations

In past years, any inkling of weak economic
activity in China generally prompted bold action
from the government and the People’s Bank of
China, in the form of significant government
spending and/or attractive loan incentives for
households and businesses. With China’s
economy showing distinct signs of weakness in
the wake of ongoing Covid-19 lockdowns and
restrictions and a battered property sector,
market watchers have been anticipating big
steps from the government to boost the
economy. It hasn’t happened. The People’s
Bank of China cut two key interest rates last
week, but interest rate cuts in China are not of
the same meaning and magnitude of cuts by the
Fed in the US. The response from the
Communist Party in Beijing has also been
muted. In response to the 2008 Global Financial
Crisis, Beijing spent approximately three times
what the US spent to charge up the economy.
This time around, government officials have
balked at announcing any new fiscal stimulus
and instead have backed away from their goal of
5.5% GDP growth for the full year of 2022.°
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Lwall Street Journal. August 15, 2022. https://www.wsj.com/articles/restaurant-meals-become-a-
relative-bargain-as-grocery-prices-soar-11660561200?mod=djemRTE_h

2Wall Street Journal. August 17, 2022. https://www.wsj.com/articles/us-economy-retail-sales-july-2022-
11660683658?mod=djemRTE_h

$Wall Street Journal. August 18, 2022. https://www.wsj.com/articles/existing-home-sales-prices-
housing-market-july-2022-11660774574

4 Fred Economic Data. August 17, 2022. https://fred.stlouisfed.org/seriess HOUST#

>Wall Street Journal. August 16, 2022. https://www.wsj.com/articles/chinas-measures-to-boost-
economy-dont-match-past-efforts-11660660175?mod=djemRTE_h

DISCLOSURE

Past performance is no guarantee of future results. Inherent in any investment is the
potential for loss.
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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
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decisions, supplemental information and other sources may be required to make informed investment decisions
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The S&P 500 Index is a well-known, unmanaged index of the prices of 500 large-company common stocks,

Zacks Investment Management www.zacksim.com


http://www.zackspcg.com/
https://www.wsj.com/articles/restaurant-meals-become-a-relative-bargain-as-grocery-prices-soar-11660561200?mod=djemRTE_h
https://www.wsj.com/articles/restaurant-meals-become-a-relative-bargain-as-grocery-prices-soar-11660561200?mod=djemRTE_h
https://www.wsj.com/articles/us-economy-retail-sales-july-2022-11660683658?mod=djemRTE_h
https://www.wsj.com/articles/us-economy-retail-sales-july-2022-11660683658?mod=djemRTE_h
https://www.wsj.com/articles/existing-home-sales-prices-housing-market-july-2022-11660774574
https://www.wsj.com/articles/existing-home-sales-prices-housing-market-july-2022-11660774574
https://fred.stlouisfed.org/series/HOUST
https://www.wsj.com/articles/chinas-measures-to-boost-economy-dont-match-past-efforts-11660660175?mod=djemRTE_h
https://www.wsj.com/articles/chinas-measures-to-boost-economy-dont-match-past-efforts-11660660175?mod=djemRTE_h

Mitch on the Markets — Weekly Client Commentary August 19, 2022

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.
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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.
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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.
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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
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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.
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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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