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What happened 
Global markets have been under pressure ever since last Friday’s hotter-than-expected 
inflation report, which printed at a 41-year high. This report set off a chain reaction. Short- and 
intermediate-term yields rocketed higher as the market began pricing in the likelihood that the 
Federal Reserve (Fed) will need to become even more aggressive in raising rates to combat 
inflation.  

Investors fear that as the Fed tightens policy to tame inflation, recession risks will rise and hurt 
corporate profits and stock prices. Consequently, the S&P 500 has officially entered bear 
market territory and is off 22% from its recent high. A bear market is commonly, though 
arbitrarily, defined as a market decline of 20% from a peak. 

Our take 
This is one of the most complicated backdrops in years. The range of potential outcomes, as 
often discussed in these notes, is unusually wide. Additionally, the Fed has a very challenging 
balancing act, and the market sensitivity to perceived changes in monetary policy and inflation 
is elevated. 

Indeed, in just four days, the S&P 500 dropped 9.9%. For perspective, since the end of the 
global financial crisis, we have only seen such a sharp market drop (>9% over four days) 
three other times. This included the August 2011 selloff around the U.S. debt downgrade, the 
August 2015 decline around China’s growth concerns, and the pandemic-induced selloff in 
early 2020. Each of these periods included a large amount of investor angst. In each period, 
markets remained very volatile and, in some cases, saw more short-term downside.  
However, following each of these instances, stocks were up double-digits a year later.  

The other thing that stood out to us as we surveyed the damage is how broad based and 
indiscriminate the selling has been. Currently, only 4% of S&P 500 stocks are above their 50-
day moving average. This is only the ninth time we have seen this metric below 5% since 
1990 (removing clusters). Following past depressed readings, the S&P 500 was only up 38% 
of the time a month later; however, a year later, stocks were up every time with an average 
gain of 23%.  
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S&P 500 performance following <5% stocks above their 50-day moving average  

Date 
1-Month 

Later 
3-Months 

Later 
6-Months 

Later 
12-Months 

Later 
08/24/90 -1.0% 1.2% 17.9% 26.5% 
07/10/02 -1.6% -13.2% -1.1% 7.4% 
10/07/08 -4.4% -9.0% -17.2% 5.9% 
03/03/09 16.5% 35.7% 47.8% 60.6% 
08/04/11 -2.2% 3.2% 12.1% 15.9% 
08/25/15 3.5% 11.7% 4.5% 16.5% 
12/24/18 1.4% 10.0% 12.4% 21.0% 
02/28/20 -11.1% 2.8% 16.1% 33.1% 
06/13/22         

Average 0.1% 5.3% 11.6% 23.4% 
% Positive 38% 75% 75% 100% 

Data source: Truist IAG, FactSet. Past performance does not guarantee future results. 

Still, we recognize this time may be different, and many investors are concerned that 
recession is inevitable and wonder what that could mean for their investments. While we 
shared this analysis recently, we thought it would be worth noting again given recent news. 

For argument’s sake, let’s say we do go into recession. What would that mean for 
stocks? Using the average and median decline around past recessions brings us to an S&P 
500 range of roughly 3400 to 3650 from Monday’s close of 3750. This represents another 3% 
to 9% of downside. This would make an unbelievably brutal market feel that much worse and, 
of course, markets could go beyond the average.  

But, here are a few points to consider:  

Once stocks have found their low during a recession, the average one-year forward return 
is 40%. Said another way, even if stocks went down to 3400, using the average 
rebound, stocks would be near 4800. The other thing to remember is stocks tend to bottom 
several months before a recession is over and often when we hit peak pessimism.  

For additional context, the average recession has lasted about 10 months vs. 56 months 
for expansion. 

Data source: Truist IAG, Haver, National Bureau of Economic Research. Past performance does not guarantee future results. 
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Also, for equity investors who have a longer-term perspective, it’s important not to lose sight 
that valuations are much more reasonable today than they have been in several years. The 
S&P 500 is trading at a forward P/E of 15.6x versus 21.5x at the end of last year. While this is 
not cheap, the re-rating of equities has been among the sharpest we have seen in the past 30 
years. At least the market is better discounting some of the many challenges of today. 

 

Bottom line 
Given the wider range of outcomes and Fed policy risks, since earlier this year, we have been 
advocating lowering risk, increasing the quality of portfolios, with larger cap equities and more 
defensive sector exposure, and taking less credit risk within fixed income. We maintain this 
stance as we expect the uncertainty around the global macro backdrop and Fed policy to 
continue creating a challenging and volatile market. Still, on a short-term basis, the selloff 
appears to be getting overdone on the downside. At this point, given the market is already 
pricing in a higher probability of recession, that stocks are very oversold on several metrics, 
that valuations, while not cheap, have been reset, and sentiment is depressed, we would not 
reduce equities for those in line with their longer-term equity allocations.  
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