
  

  

     

1 | Bear markets come in all shapes and sizes…

CIO Office (data via Refinitiv & Bloomberg). *So far, the bottom of the current bear market was on June 16, 2022.

S&P 500 bear markets since 1950

Aug-1956 Oct-1957 Sep-1958 Recession of 1958 15 11 26 -21.6%
Dec-1961 Jun-1962 Sep-1963 Kennedy Slide of 1962 6 14 21 -28.0%
Feb-1966 Oct-1966 May-1967 Aggressive Fed tightening 8 7 15 -22.2%
Nov-1968 May-1970 Mar-1972 Recession of 1969-1970 18 21 39 -36.1%
Jan-1973 Oct-1974 Jul-1980 1970s energy crisis 21 70 90 -48.2%
Nov-1980 Aug-1982 Nov-1982 Early 1980s recession 20 3 23 -27.1%
Aug-1987 Dec-1987 Jul-1989 Black Monday 3 20 23 -33.5%
Mar-2000 Oct-2002 May-2007 Dot-com bubble 31 56 86 -49.1%
Oct-2007 Mar-2009 Mar-2013 Great Financial Crisis 17 49 66 -56.8%
Feb-2020 Mar-2020 Aug-2020 COVID-19 pandemic 1 5 6 -33.9%
Jan-2022 Jun-2022* ? Runaway inflation 5 ? 5 -23.6%

14 25 39 -35.7%
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In mid-June, the S&P 500's decline from its peak crossed 20%. This marked the official beginning of a bear 
market, the first since March 2020 and only the 11th since 1950. What can we expect from here?  

All bear markets have their own set of factors that make them unique. It is thus impossible to predict anything 
with certainty at this point. Nevertheless, historical comparisons help put things into perspective and give a 
rough idea of the range of possible scenarios. To that end, this Strategic Report provides a quick overview of 
the key characteristics of the S&P 500 bear markets occurring since 1950. Specifically, we discuss bear 
markets’ magnitude and duration, their relation to the real economy, conditions generally necessary for a 
sustained recovery, and the implications for long-term investors.  
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All different from each other 

Since 1950, the S&P 500 has experienced ten 
complete bear markets, defined as 1) a decline of 
more than 20% from its peak level, and 2) a full 
recovery to a new high. On average, it takes the 
index about 14 months to bottom out and another 
25 months to create a new high, for a duration of 
over 39 months in total. The average maximum 
decline during a bear market is 35.7% (Chart 1, 
previous page).  

One caveat, however, is that behind these average 
values are results that vary enormously from event 
to event. For example, the maximum decline of 
21.6% during the 1958 recession pales in 
comparison to the 56.8% drop observed during the  
Great Financial Crisis of 2007-2008. 

The duration of the different stages (from peak to 
bottom, from bottom to recovery, and the total 
duration) varies just as much from one bear market 
to another (Chart 2).  

Indeed, it took more than two and a half years for 
the S&P 500 to bottom when the Dot-com bubble 
burst, but only one month during the bear market 
associated with the start of the COVID-19 
pandemic. In the case of Black Monday, the bottom 
was reached extremely quickly (three months), but 
the recovery took much longer (20 months), exactly 
the opposite of what happened during the recession 
of the early 1980s. The current bear market, 
characterized by the Federal Reserve's tough battle 

with runaway inflation, has now lasted more than 
five months. That's almost as long as the entire 
bear cycle at the onset of the COVID-19 pandemic. 

In short, the maximum equity drawdown generally 
takes longer to reach (14 months, on average, 
versus the current five months) and is more severe 
(-36% versus -22%) than what we have 
experienced so far in 2022. But, these 
characteristics are not purely random. There is, in 
fact, a determining factor behind the magnitude and 
total duration of the various bear markets: the 
magnitude and total duration of the decline in the 
real economy. 

 

  

2 | … as illustrated by their wildly varying duration

CIO Office (data via Refinitiv).
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Real economy 

The stock market is generally recognized as a 
leading economic indicator and this is in fact what 
we observe in our analysis, as seven of the ten bear 
markets since 1950 have been accompanied by a 
U.S. recession as defined by the National Bureau of 
Economic Research (Chart 3).  

Moreover, the severity of the stock market decline 
appears to be a function of the magnitude and 
duration of the associated economic downturn. 
Indeed, the three bear markets that were not 
accompanied by a recession (the Kennedy Slide of 
1962, the aggressive Fed monetary tightening of 
1966-1967, and Black Monday) show durations and 
drawdowns that are well below average. 

Conversely, the most severe bear markets have 
occurred during extremely difficult periods for the 
economy. The energy crisis of the 1970s and the 
Great Financial Crisis are excellent examples of 
this. In both of these cases, the economic 
contractions were not only severe, but they lasted 
for a very long time.  

More recently, the bear market associated with the 
COVID-19 pandemic has been relatively mild 
compared to the magnitude of the decline in the real 
economy. However, this is more a reflection of the 
fact that the bottom of real economic activity was 
reached after only two months. 

At this point, the current bear market is not 
associated with a recession or even a slight decline 
in economic activity. Of course, all signs point to an 
economic slowdown in the coming months, while 
the increasingly harsh tone of the Federal Reserve 
heightens recession risks. However, we believe 
scenarios of more severe economic shocks still 
have a relatively low likelihood of materializing at 
this point.   

  

3 | The equity decline generally depends on the size and duration of the economic downturn

CIO Office (data via Refinitiv & Bloomberg). *The Conference Board’s index of coincident indicators is used as a proxy of real economic activity.  

S&P 500 bear markets and the real economy
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Aug-1956 - Sep-1958 Recession of 1958 -21.6% 15 11 ✔ n/a n/a n/a

Dec-1961 - Sep-1963 Kennedy Slide of 1962 -28.0% 6 14 X 0.0% 0 0

Feb-1966 - May-1967 Aggressive Fed tightening -22.2% 8 7 X -0.3% 1 1

Nov-1968 - Mar-1972 Recession of 1969-1970 -36.1% 18 21 ✔ -2.2% 13 5

Jan-1973 - Jul-1980 1970s energy crisis -48.2% 21 70 ✔ -7.0% 16 18

Nov-1980 - Nov-1982 Early 1980s recession -27.1% 20 3 ✔ -3.9% 15 11

Aug-1987 - Jul-1989 Black Monday -33.5% 3 20 X -0.2% 1 1

Mar-2000 - May-2007 Dot-com bubble -49.1% 31 56 ✔ -2.0% 14 22

Oct-2007 - Mar-2013 Great Financial Crisis -56.8% 17 49 ✔ -9.7% 17 42

Feb-2020 - Aug-2020 COVID-19 pandemic -33.9% 1 5 ✔ -13.0% 2 18

Jan-2022 - Today Runaway inflation -23.6% 5 ? ? 0.0% ? ?

-35.7% 14 25 ✔ -4.2% 9 13

S&P 500 Real economy*

Bear markets

Average (excluding current bear market)

Event
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Conditions for a sustained recovery 

In hindsight, magnitude and duration of economic 
downturns are good indicators of the severity of the 
equity bear market. But, they are not very useful 
when it comes to analyzing the conditions 
necessary for a sustained recovery. Indeed, if the 
stock market is a leading indicator of the real 
economy, then the real economy is necessarily a 
lagging indicator of the stock market.  

Therefore, we turned to more timely economic and 
financial data, namely, (1) the price-to-earnings 
(P/E) ratio as a measure of stock market valuation, 
(2) the ISM Manufacturing Index as a reflection of 
the direction of economic activity, and (3) 2-year 
U.S. Treasury bond yields as an indication of 
market expectations regarding the future path of the 
Fed’s monetary policy (Chart 4).  

In doing so, we observe that all bear markets are 
associated with a compression of the P/E ratio, nine 
out of ten are accompanied by a pullback in the ISM 
Manufacturing, and six out of ten see 2-year rates 
decrease just before a bottom is reached. 
Moreover, the decline in all three indicators is 

greater when bear markets coincide with a 
recession. The difference is particularly pronounced 
for the ISM (it declines by an average of 13.3 in 
recessions versus 6.7 ex-recessions) and for 2-year 
rates (average decline of 99 bps in recessions 
versus only 1 bp, ex-recessions)  

Simply put, the S&P 500 generally needs three 
conditions to find a bottom: (1) valuations must 
decline, (2) the manufacturing sector must pull 
back, and (3) the Fed must pivot to a more 
accommodative monetary policy. 

Where are we now? Since its peak in early January 
2022, the S&P 500 has seen its P/E ratio slide by 
6.3, a decline in line with the historical average. 
However, over the same period, the ISM 
Manufacturing has only pulled back by 1.5, 
illustrating how far ahead of the economic downturn 
the current bear market is (Chart 5, next page).  

 

 

 

 

4 | Conditions for a bottom: P/E ratio compression, ISM decline and Fed pivot

CIO Office (data via Refinitiv & Bloomberg). *2-yr yields change since 1976, effective fed funds rate before.

Economic and financial conditions during S&P 500 bear market bottoms

Bear market bottom
(R = recession)

S&P 500 
drawdown (from 

peak)
P/E Ratio P/E ratio change 

(from peak)
ISM 

Manufacturing

ISM 
Manufacturing 

change 
(from peak)

2-yr yields change 
(past 3m)

Oct-1957 (R) -22% 11.3x -2.8x 41.1 -10.4 +50 bps
Jun-1962 -28% 15.1x -7.7x 50.8 -13.4 +0 bps
Oct-1966 -22% 13.3x -4.5x 57.2 -8.3 +50 bps

May-1970 (R) -36% 12.5x -6.5x 47.2 -10.9 -175 bps
Oct-1974 (R) -48% 6.9x -11.5x 42.7 -29.4 -253 bps
Aug-1982 (R) -27% 7.4x -2.1x 38.3 -19.9 -87 bps

Dec-1987 -34% 9.6x -5.6x 61.0 1.7 -54 bps
Oct-2002 (R) -49% 13.8x -11.0x 49.0 -5.9 -103 bps
Mar-2009 (R) -57% 10.2x -4.9x 37.2 -15.6 +11 bps
Mar-2020 (R) -34% 13.0x -6.1x 49.1 -1.2 -136 bps

Average -36% 11.3x -6.3x 47.4 -11.3 -70 bps
Average (recessions) -39% 10.7x -6.4x 43.5 -13.3 -99 bps

Average (ex-recessions) -28% 12.6x -5.9x 56.3 -6.7 -1 bps
Jun-2022 -22% 15.8x -6.0x 56.1 -1.5 +153 bps
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Finally, on the monetary policy side, 2-year rates 
have risen by 123 bps over the past three months, 
while the Federal Reserve has consistently shown 
itself to be more and more combative toward 
inflation. We are, therefore, still far from the change 
of course usually observed of the central bank at 
the end of bear markets.  

 

 

 

Bottom line 

While all bear markets have their own specific 
factors, the 2022 bear market clearly has its roots in 
the Federal Reserve's tough battle with inflation. 
This probably explains why the first f ive months of 
losses have so far materialized via a compression 
of multiples while there is still very little damage to 
the real economy. 

From this perspective, the return to an uptrend will 
likely require a marked slowdown in inflation, 
allowing the Fed to at least slow down the 
aggressive monetary tightening it is currently 
undertaking. 

For now, it is unclear if the return of inflation to a 
more sustainable level must necessarily involve a 
recession when the aggravating factors present 
during the most severe bear markets do not now 
appear to be in place. Nevertheless, the current 
posture of central banks undeniably increases the 
chances of a more pronounced economic slowdown 
in the near term. Thus, the Summer looks like it will 
be volatile as market sensitivity to inflation figures 
will remain abnormally high.  

5 | Stocks have declined well ahead of the economy

CIO Office (data via Refinitiv).
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6 | Long-term horizon: the importance of staying the course

CIO Office (data via Refinitiv & Bloomberg). *Total return since 1988, price return before that.

Annualized S&P 500 return following the start of a bear market*

Date of 20% drawdown Next year Next 3 years Next 5 years Next 10 years

21-Oct-1957 25.7% 9.8% 5.8% 7.6%

28-May-1962 21.2% 12.9% 8.4% 5.7%

29-Aug-1966 24.3% 8.4% 5.9% 3.4%

29-Jan-1970 11.1% 10.9% -3.4% 2.6%

27-Nov-1973 -27.4% 2.1% -0.1% 5.6%

22-Feb-1982 32.6% 17.6% 20.2% 15.6%

19-Oct-1987 26.5% 14.2% 16.4% 19.1%

12-Mar-2001 0.3% 0.7% 3.3% 3.1%

09-Jul-2008 -27.4% 4.8% 7.7% 10.4%

12-Mar-2020 61.6% n/a n/a n/a

Bear market average 14.8% 9.0% 7.1% 8.1%

Global average 9.9% 8.7% 8.5% 8.0%
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But beyond short-term fluctuations, it is important to 
remember the importance of staying the course for 
investors whose time horizon is measured not in 
months but in years. Indeed, since 1950, the S&P 
500's performance in the year following the bear 
market threshold (-20%) has been positive eight 
times out of ten. Again, there is large dispersion 
between periods but it diminishes as the time 
horizon increases, while the average annualized 
return following the -20% threshold is not much 
different from the historical average (Chart 6, 
previous page). This is a reminder that bear market 
cycles are in some ways an inevitable part of the 
investment process and that the impact, while 
unpleasant at the time, tends to dissipate over time.  
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General 
 
The present document was prepared by National Bank Investments Inc. (NBI), a wholly owned subsidiary of National Bank of Canada. National Bank of Canada is 
a public company listed on the Toronto Stock Exchange (TSX: NA). 
 
The information and the data supplied in the present document, including those supplied by third parties, are considered accurate at the time of their printing and 
were obtained from sources which we considered reliable. We reserve the right to modify them without advance notice. This information and data are supplied as 
informative content only. No representation or guarantee, explicit or implicit, is made as for the exactness, the quality and the complete character of this information 
and these data. The opinions expressed are not to be construed as solicitation or offer to buy or sell shares mentioned herein and should not be considered as 
recommendations. The opinions are not intended as investment advice nor are they provided to promote any particular investments and should in no way form the 
basis for your investment decisions. National Bank Investments Inc. has taken the necessary measures to ensure the quality and accuracy of the information 
contained herein at the time of publication. It does not, however, guarantee that the information is accurate or complete, and this communication creates no legal or 
contractual obligation on the part of National Bank Investments Inc.  
 
NBI or its affiliates often act as financial advisor, agent or underwriter for certain issuers mentioned herein and may receive remuneration for its services. As well 
NBI and its affiliates and/or their officers, directors, representatives, associates, may have a position in the securities mentioned herein and may make purchases 
and/or sales of these securities from time to time in the open market or otherwise.  
 
This document is for distribution only under such circumstances in Canada and to residents of Canada as may be permitted by applicable law. This document is not 
directed at you if NBI or any affiliate distributing this document is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to 
you. You should satisfy yourself before reading it that NBI is permitted to provide this document to you under relevant legislation and regulations. 
 
Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments (the “Funds”). Please read the prospectus 
of the Funds before investing. The Funds’ securities are not insured by the Canada Deposit Insurance Corporation or by any other government deposit insurer. The 
Funds are not guaranteed, their values change frequently and past performance may not be repeated. 
 
® NATIONAL BANK INVESTMENTS is a registered trademark of National Bank of Canada, used under license by National Bank Investments Inc.  
 
© 2022 National Bank Investments Inc. All rights reserved. Any reproduction, in whole or in part, is strictly prohibited without the prior written consent of National 
Bank Investments Inc 
 


