
Year to Date 2017 
All asset classes except for commodities continued to 

have positive returns in the first half of the year; and stock 
market volatility remained low, despite events including 
the Syrian refugee crisis, Brexit, the US election and its 
political aftermath, and the North Korean nuclear threat.  

Exhibit 1 shows the rolling 20-day volatility of daily 
returns of the Russell 3000 index (a measure of the total 
US Stock Market) since 1995. You can see that it has fallen 
well below the average for the entire period – an indication 
that US equity market volatility has been low.  

There have been many stories in the press speculating 
about why volatility has been low, how this is related to the 
real economy and global events, and what it might mean 
for future returns. However, the stories are just 
that―stories. But it might not matter much anyway, as 
research shows that recent volatility does not predict 
whether future returns will be high or low. 

Instead of dwelling on the unknowable, we can focus 
on what we do know. Over time, stock markets have been 
volatile with their ups and downs. You should not be 
caught off guard by the next market downturn, whenever 
that might occur. The level of volatility will not tell us 
when, why, or by how much the market may drop because 
volatility often spikes during a market decline. 

 
When Will the Next Bear Market Occur?  

A bear market typically refers to a stock market 
decline of 20% or more lasting at least two months. On 
average, a decline like this occurred about once every 
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Executive Summary 
 Investors continued to earn positive returns in the first 

half of the year. 
Nobody knows when the next bear market will occur, 

but we know that stock markets have had their ups and 
downs and they always will. 

Bear markets, which are corrections of 20% or more, 
cannot be distinguished beforehand from normal 5%-
10% corrections which occur on a regular basis. 

Trying to sell before a bear market usually causes in-
vestors to miss the next market up turn because most 
market drops turn out to be just normal 5%-10% cor-
rections. 

Accept that bear markets occur on a regular basis and 
avoid panic selling your stock positions during the 
downturn.  

Maintain ample conservative investments in your over-
all portfolio.   

Try to ignore the day to day financial news which is 
often sensationalized to keep your attention. 

seven or eight years since 1973. No one knows when the next 
bear market will occur, and unfortunately these cannot be 
distinguished beforehand from normal 5%-10% corrections 
which occur on a much more regular basis. Trying to time 
the market and sell before a bear market usually causes 
investors to miss the next market up turn because most 
market drops turn out to be just normal 5%-10% corrections. 
Trying to time these market swings is a losing strategy. Many 
claim to be able to successfully time the market but we have 

not found anyone who can do 
so with any degree of accuracy 
and consistency.   
 
What Can You Do to 
Prepare for the Next 
Bear Market? 
Peter Lynch, the famous 
mutual fund manager from the 
1980’s and 90’s, said, “far more 
money has been lost by 
investors preparing for correc-
tions, or trying to anticipate 
corrections, than has been lost 
in corrections themselves.” We 
agree. Still, the following three 
points will help you prepare:  
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1. Accept that bear markets occur on a regular basis, 
and decide beforehand that you will not sell your stock 
positions during one due to fear and panic. Moreover, decide 
beforehand that you will rebalance your portfolio and add to 
your stock allocations during the next bear market.  

2. Maintain adequate emergency reserves and 
conservative investments, which do not fluctuate as much 
as stocks, as a part of your overall portfolio.  This will 
provide the emotional reassurance you may need when stock 
prices are falling.  With sufficient reserves and conservative 
investments, you can withdraw needed funds from these 
investments – so you are not forced to sell your stocks in a 
bear market.  

3. Try to ignore the day to day financial news. Do 
yourself a favor and tune out this day to day financial news. It 
is not helpful. The message from daily financial news is that 
you should either buy or sell and if you don’t, you will miss 
the boat. This message captivates listeners, heightens emo-
tions and convinces people that they need to do something 
to avoid the danger of losing money. But if you already have 
a good plan, the best thing you can do in most cases is 
nothing or simply rebalance your already well diversified 
portfolio. News, in general, is mostly negative and focuses on 
the problems of the world to grab your attention. But what 
the news often misses is the significant long term positive 
progress that continues to be made and that we all benefit 
from.  

 
 Global Stock Markets are Resilient 

Fortunately, history has shown that global stock markets 
are resilient. Exhibit 2 shows how a hypothetical 100% equity 
strategy and a hypothetical 60% equity/40% fixed income 
strategy would have fared in the past six global stock market 
downturns of at least 20%. The last occurrence was in 2011. 
The addition of bonds would have helped to mitigate the 

decline in the 60/40 strategy 
relative to 100% equity strategy. 
Additionally, investors might 
take comfort in knowing that 
for most of the historical 
downturns, $1 invested in 
either strategy at the market 
high point (before the decline) 
would have resulted in positive 
growth within five or 10 years.  
  
Summary  
Investments continued to 
experience positive returns in 
the first half of the year and 
stock market volatility re-
mained low. On average, bear 
markets occur every seven to 
eight years and are a normal 

part of stock market investing that should not be feared.  
The best preparation for bear markets is to simply accept 

them and to decide ahead of time not to panic and sell stocks 
during the downturn, and instead to rebalance your portfolio 
and buy stocks during the next stock market drop.  

Holding enough of your portfolio in more conservative 
investments and ignoring the popular day to day financial 
news will also help you deal calmly and coolly with the next 
bear market.  

Please call us if you’d like to discuss your investments or 
any other aspect of your financial life in greater detail. We 
hope you are enjoying your summer.   

 
Past performance is no guarantee of future results. All content in 

this newsletter is intended as general information, not specific advice. 
Performance data listed is for illustrative purposes only. Portfolios are 
personalized and often consider many variables, including investment 
objectives, age, time horizon, risk tolerance, and tax variables. Infor-
mation contained herein has been obtained from sources believed reliable, 
but not guaranteed.  
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