
PAST MARKET DECLINES AND RECOVERIES

When retirement plan members receive statements of their plan balances as of March 31, 2020, most people will be 
upset with the information. "Now what?" is a frequent question. A look at the history of past market declines does not 
guarantee recovery, but it may be reassuring to consider. Large market declines have been followed by recovery.

As of March 12, 2020, the S&P 500 Index entered into what is called "bear market" territory, defined as a 20% decline 
from the index’s past high. The Dow Jones Industrial Index, another often quoted index, fell into bear market territory the 
day before. Reasons for the decline can be found among the uncertainty, fear and implications of the coronavirus, which 
continues to spread across the global economy and consume the markets since it was first detected in Wuhan City, 
China back in December of 2019. The coronavirus is now a pandemic, as declared by the World Health Organization, 
officially making it a global issue. 

A look at past market declines shows that bear markets for the S&P 500 Index occur about once every six years. Once in 
a bear market, they last, historically, for 401 days. While past results don’t guarantee future returns, markets have always 
recovered from past market declines. The chart below shows what the recoveries have looked like over the five biggest 
market declines in history, since 1929. Over the subsequent five years, markets have always recovered, with only two of 
the twenty five subsequent years being negative. 

Now what?
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Bear markets can last for a while. For long-term investors, research has shown it is generally not wise to try and time the 
markets in times of uncertainty as if often results in missing out on the market’s recovery. Even in bear markets it is wise 
to “stay the course” amid the uncertainty and market volatility. The coronavirus will eventually pass, and in our opinion, 
investors will again re-focus on the real market drivers like corporate earnings and growth. It is important to keep in mind 
that current market conditions rarely provide a clear direction as to the future performance of the markets.  

The U.S. market in particular has been dynamic and resilient in moving on from crisis after crisis throughout history. The 
recent market volatility should remind plan participants to focus on what they should be doing on a regular basis:  Be 
mindful of the situation, but diligent about your long-term investment strategy and goals. Participants need to act in their 
own best interests while the stock market reacts to the current coronavirus and the uncertainty it brings. Sometimes 
staying the course (doing nothing) is the best course of action. 

So, "Now what?". The most damaging action is to withdraw money from shrunken balances. Another error may be to 
move totally into a stable value, money market, or other "safe" investments. That might mean missing recovery when it 
comes. Investment choices that match your time outlook and risk tolerance are important. Rebalancing your balances to 
match your preferences may be a good strategy. And, although it takes courage, the most important step you might take 
it to maximize your current contributions.

Sources: Capital Group, Standard & Poor’s. 
Chart footnotes: Market downturns are based on the five largest declines in the S&P 500’s value (excluding dividends and/or distributions) with 50% recovery after each 
decline. † The return for each of the five years after a low is a 12-month return based on the date of the low. For example, the first year is the 12-month period from 3/9/09 
to 3/9/10. The percentage decline is based on the index value of the unmanaged S&P 500, excluding dividends and/or distributions. Each market decline reflects a period of 
more than 80 days with 100% recovery after each decline (except for a 77% recovery between 3/9/09 and 4/29/11). The average annual total returns and hypothetical 
investment results include reinvested dividends and/or distributions but do not reflect the effect of sales charges, commissions, account fees, expenses or taxes. Investors 
cannot invest directly in an index. Past results are not predictive of results in future periods. Financial advisors are responsible for evaluating investment risks independently 
and for exercising independent judgment in determining whether investments are appropriate for their clients.) 

This material contains an assessment of the market and economic environment at a specific point in time and is not intended to be a forecast
of future events, or a guarantee of future results. Forward-looking statements are subject to certain risks and uncertainties. Actual results,
performance, or achievements may differ materially from those expressed or implied. Information is based on data gathered from what we
believe are reliable sources. This is for general information only and is not intended to provide specific investment advice or recommendations 
for any individual. Consult your financial professional, attorney, or tax adviser with regard to your individual situation. Comments concerning the 
past performance are not intended to be forward looking and should not be viewed as an indication of future results. ACR#344584 03/20




