
2023: A Roadmap for the Bear 
"If you don’t know where you’re going, any road will do." — Will Rogers 
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Executive Summary

• The combination of still-high inflation and Federal Reserve (Fed) rate hikes will likely propel 
the economy into at least a mild recession.

• Some downside in equity markets remains likely, given that bear markets historically have 
not ended until after a recession has started.

• The trajectory of the economy and inflation as well as market valuations should be 
monitored closely for changes that alter the likelihood of recession.

• While near-term returns remain challenged, the decline in equity and fixed income markets 
positions portfolios for better long-term returns.

• Investors should remain defensive but alert and ready to react if a substantial shift in 
circumstances materializes. 
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Vice President,
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Vice President,
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Markets have exhibited significant volatility throughout 2022 with double-digit swings between highs and 
lows, a reflection of meaningful investor uncertainty. With this in mind, it is important for investors to map out 
the road ahead instead of sitting idly by and hoping for the best. The S&P 500 rallied 14% from its October 
2022 low through early December in another mini bear market rally, on par with other bear market rallies, but 
its performance through 2022 remained quite consistent with that of the typical bear market (Exhibit 1).   

The Bear Market Roadmap 
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Source: Glenmede, FactSet              Data through 1/3/2023

EXHIBIT 1: The path of the typical bear market decline suggests more downside remains

Importantly, if the current bear market turns out to be similar to the average historical bear market, 
further downside remains. With a near 20% decline from its peak at the start of 2022, the S&P 500’s 
decline has not quite reached the historical average of -35% (Exhibit 1). This provides a good roadmap for 
the bear market as a milemarker for our positioning.

The Bear Market’s Recessionary Causes

The magnitude of volatility and back-and-forth movement of the market should not be surprising since 
investors continue to struggle with still-high inflation, a rapid pace of Fed rate hikes and a potential 
recession. Such volatility has typically occurred heading into other bear market declines associated with 
recessions (Exhibit 2). 

The left panel shows the S&P 500 Index during the current bear market in blue compared to its performance during the average bear market since World 
War II in green. The right panel shows a summary of all bear markets since World War II. Bear markets are defined as market declines of 20% or more. The 
S&P 500 is a market capitalization weighted index of U.S. large cap stocks. Past performance may not be indicative of future results. One cannot invest 
directly in an index.

Top Bottom Months Δ Price

8/2/1956 10/22/1957 14.6 -21.6%

12/12/1961 6/26/1962 6.4 -28.0%
2/9/1966 10/7/1966 7.9 -22.2%

11/29/1968 5/26/1970 17.8 -36.1%

1/11/1973 10/3/1974 20.7 -48.2%

11/28/1980 8/12/1982 20.4 -27.1%

8/25/1987 12/4/1987 3.3 -33.5%

3/24/2000 10/9/2002 30.5 -49.1%

10/9/2007 3/9/2009 17.0 -56.8%

2/19/2020 3/23/2020 1.1 -33.9%

Average (post WWII) 14.0 -35.7%

S&P 500 Index Bear Market Analysis
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EXHIBIT 2: Bear markets often bottom after a recession begins, but before a recession ends

It is important to pay close attention to the trajectory of the market around these recessionary periods. 
One key observation is that bear market bottoms have historically occurred after a recession has begun, 
not before. In each situation, investors and professional forecasters remained divided on the economic 
outcome until just before the economy slipped into recession. Ultimately, the downside was realized 
when the remaining recession deniers threw in the towel and negativity set in. 

Data shows the S&P 500 Index during various bear markets. Shaded areas represent recessionary periods of the U.S. economy. The S&P 500 is a market      
capitalization weighted index of U.S. large cap stocks. Past performance may not be indicative of future results. One cannot invest directly in an index.

Source: Glenmede, FactSet      Data through 12/31/1976

Source: Glenmede, FactSet      Data through 12/31/1992

Source: Glenmede, FactSet      Data through 12/31/2010

Source: Glenmede, FactSet     Data through 12/30/1983

Source: Glenmede, FactSet       Data through 12/31/2003

Source: Glenmede, FactSet      Data through 12/31/2020
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EXHIBIT 3: The Federal Reserve has hiked rates above neutral

Our conviction that a recession is likely to occur, creating a picture similar to past bear markets, comes 
from the magnitude of Fed tightening last year. The central bank increased rates 4.25% during 2022 to a 
target level of 4.25-4.50% and is expected to hike rates more in 2023, bringing the fed funds rate close 
to, if not above, 5.00% before finally halting rate hikes. This rate hike cycle is one of the fastest in the 
Fed’s history and will take rates well above the estimated neutral rate of near 3.00% (Exhibit 3). In the 
past, such tightening has eventually resulted in a recession given the impact that it has on consumers and 
businesses alike, driving up the cost of debt in an economy that borrows to facilitate a significant amount 
of its marginal spending. 

The base case of a pending recession and a history of bear markets that decline further into those 
recessions underlines our recommendation to underweight equity market risk in portfolios relative to a 
longer-term investment plan.1 Of course, the length and depth of the various recessionary bear markets 
include a range of observations, from higher to lower and shorter to longer. Further, on which side of the 
spectrum the current bear market will fall depends largely on the various potential paths from here. 

Mapping the Bear Market’s Offramps

1 Longer-term investment plans include investment policies based on goals-based wealth plans or long-term asset allocation optimizations around a set      
spending plan.

Shaded areas represent recessionary periods of the U.S. economy. Recession periods represent periods of economic downturn in the U.S. Federal funds 
rate shown is the Fed's target rate (upper limit). Data in green is Glenmede’s estimate of the neutral fed funds rate over time (i.e., the level of rates that 
is neither economically stimulative nor restrictive) based on expectations for real interest rates via the Holston-Laubach-Williams model and Glenmede’s 
10-year inflation expectations. The months labeled are the number of months from when the fed funds rate crossed the neutral mark to the first month of a 
recession. Past performance may not be indicative of future results.

Source:  Glenmede, FactSet              Data through 12/31/2022
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EXHIBIT 4: Framework for risk allocation: Potential offramps 

If one were to think of the average bear market as a well-traveled highway, one could consider these 
different paths as offramps from that highway — reasons for the direction of the markets and the optimal 
investment strategy to potentially shift in a more constructive direction (Exhibit 4). Some of these 
offramps, such as the soft-landing scenario, are more favorable; others, such as the recessionary path 
or decline to fair value, require a period of difficulty prior to upside opportunity. These offramps are 
explored further below.

The most favorable potential offramp is that of the economic soft landing, in which inflation declines 
rapidly, allowing the Fed to back off on its rate hikes and possibly avoid a recessionary outcome. The 
window of opportunity for this outcome declines with each month of continued inflation and further 
Fed rate hikes. Even if the Fed were to halt rates today, the probability of the U.S. economy avoiding 
recession with rates having already surpassed neutral appears rather low, but the Fed is likely still not 
finished.

Offramp 1: Recession Averted (Soft Landing)

1. Recession Averted (Soft Landing)
• Inflation slows
• Fed slows/halts rate hike campaign
• Economy reaccelerates

2. Recession, Then Recovery
• Recession officially begins
• Inflation slows and Fed halts rate hikes
• Green shoots, leading indicators recover

3. Decline to Fair Value
• 50th percentile valuations or below

(~3250 on S&P 500)
• Likely to coincide with 30%+ decline

from peak and negative sentiment

!

GO
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EXHIBIT 5: Some signs of declining inflation, but the Fed cannot yet become complacent

Inflation has admittedly begun to moderate in some areas such as commodities, used cars and other 
physical goods, but has continued to increase for items such as education expenses, medical costs and 
housing. The latter items are included in what is often referred to as sticky inflation, aptly named due 
to such inflation’s propensity to be difficult to reverse (Exhibit 5). As such, the Fed is likely to remain 
concerned with the potential for inflation and inflation expectations to exhibit “stickiness,” with such 
reasoning likely leading the Fed down a path of tightening more rather than less heading into 2023.

Source:  Glenmede, FactSet     Data through 12/31/2022

The second potential, and more likely, offramp is one through an economic recession to an eventual 
recovery. To properly navigate this path, it is important to understand the typical sequence of events 
that often occurs around such events. The start of the recession often begins due to economic excesses 
(overspending or overbuilding) or above-normal inflation that induces the Fed to tighten monetary policy 
to rein in the economy. More often than not, however, the Fed pursues such policy only after excesses 
or inflation appear and typically hikes rates to such a degree that its actions precipitate the economic 
decline from overheated levels. 

Offramp 2: Recession, Then Recovery
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The Fed should be wary of 
the rise in Sticky CPI

Sticky CPI refers to a weighted basket of items within the broader U.S. CPI that change price relatively slowly (includes many service-based categories 
such as medical services, education, recreation and personal care services, as well as most of the housing categories. Flexible CPI refers to a weighted 
basket of items within the broader U.S. CPI that change price relatively frequently and includes food and energy goods, autos, apparel, and lodging away 
from home. Past performance may not be indicative of future results.
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The illustration is a stylized representation of how gross domestic product (GDP) historically behaves during various stages of the economic cycle. The 
x-axis shows the passage of time; the y-axis, the level of GDP relative to Potential GDP, which is a theoretical construct, an estimate of the value of
the output that the economy would have produced if labor and capital had been employed at their maximum sustainable rates. The star represents
Glenmede's estimate of the current position of the U.S. economy.

EXHIBIT 6: Key markers along a typical recession timeline

Similarly, during the decline the Fed often begins to back off its previous tightening campaign and, in many 
cases, eventually provides support to stabilize the economy once the decline has proceeded to a degree 
that is unacceptable to the Fed. Somewhere during this period, often well after the start of the recession, 
the National Bureau of Economic Research (NBER) officially pronounces the recession as having begun. 
However, during many recessions, this pronouncement is often more of a harbinger of the next recovery 
rather than more difficult times ahead since the Fed (and perhaps the broader government) has often begun 
to take steps to provide support. Such recoveries are often just as swift as the decline and just as rewarding 
to investors as the downturn is damaging.

Exhibit 6 provides a valuable guide for investment positioning. The downside is significant from the 
point of excess during which the Fed is hiking rates the fastest. However, opportunity may exist once 
the economy cools off to a degree and the Fed is less the antagonist. To seize such opportunity requires 
patience in waiting for the effect of the rate hikes to ripple through the economy — from reduced capital 
spending by businesses to layoffs and reduced hiring to downshifts in consumer spending. This includes 
waiting for the NBER to call a recession or for its definition of a recession to be met. 

As is often the case during recessions, Wall Street analysts should be providing a similar confirming 
signal by reducing their estimates for corporate profits. Expectations for earnings in 2023 have declined 
approximately 8% from a high of near $252 for the S&P 500 earlier in the summer to their current level 
of near $230 (Exhibit 7). 
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The left panel shows the decline in last-12-month earnings per share for the S&P 500 from the quarterly recession peaks to bottom, as defined by the 
NBER, for each recession since 1900. The right panel shows S&P 500 earnings per share estimates for 2023. The S&P 500 is a market capitalization 
weighted index of U.S. large cap stocks. Actual results may differ materially from expectations. Past performance may not be indicative of future results. 
One cannot invest directly in an index.

EXHIBIT 7: Earnings estimate have declined, but not quite to the tune of a typical recession

Such adjustments may have further to go, given the impact of the strong dollar, higher interest rates and 
the fact that recessions, on average, have seen a decline of 15% from prior peak earnings. If earnings were 
to match this typical 15% decline from peak levels, 2023 EPS for the S&P 500 would be around $190.

Peak Earnings
Drawdown Peak Earnings

Drawdown

1902 - 1904 -20.6% 1953 - 1954 4.4%

1907 -1908 -12.7% 1957 - 1958 -15.6%

1910 - 1911 -21.3% 1960 - 1961 -5.2%

1913 - 1914 -23.5% 1969 - 1970 -11.2%

1918 - 1919 -7.5% 1973 - 1975 3.6%

1920 - 1921 -53.3% 1980 -4.3%

1923 - 1924 11.9% 1981 - 1982 -17.2%

1926 - 1927 -10.5% 1990 - 1991 -7.1%

1929 - 1933 -72.9% 2001 -12.4%

1937 - 1938 -34.2% 2007 - 2009 -22.8%

1945 0.0% 2019 - 2020 -20.5%

1948 - 1949 1.3%

Average: -15.3%

Earnings Drawdowns During Economic Recessions
(1900 – Present)

Source: Glenmede, FactSet, Compustat, Empirical Research Partners, NBER 
Data through 1/3/2023

Source: Glenmede, FactSet        Data through 1/3/2023

2023 S&P Earnings per Share Progression

Despite the volatility in 2022, markets remain above fair value, according to Glenmede’s proprietary 
Global Expected Returns Model, based on an aggregate of earnings, cash flow, book value and dividends 
for the companies in a given index (Exhibit 8). Historically, economies that decline into recession tend 
to see valuations drop at least to, if not below, fair value as the pessimism about the economy and 
corporate earnings permeates the average investor’s psyche. 

Offramp 3: Decline to Fair Value

Earnings Drawdowns During Economic Recessions
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Glenmede’s estimate of long-term fair value for U.S. large-cap is based on normalized earnings, dividend yield and book value using MSCI’s USA Index, 
which is a total return index with dividends reinvested. Past performance may not be indicative of future results. One cannot invest directly in an index.

EXHIBIT 8: Equity valuations remain above fair value, unlike prior recessions

It is this bout of pessimism that sows the seeds for “V”-shaped market rebounds seen in the earlier 
bear market illustrations. These points in time, amid the greatest economic and market difficulty, have 
historically proved to be incredible buying opportunities for longer-term investors, but waiting for such 
opportunities requires patience.

As a result, investors should maintain a defensive position in portfolios relative to their goals-based 
investment policy, achieved primarily through an underweight to equities. Within equities, investors 
should favor quality companies with less leverage, higher profit margins and more stable earnings. 
In addition, investors should shy away from international equities, Europe in particular, given greater 
economic difficulties abroad. Each of these measures is intended to reduce the potential downside risk 
of the portfolio until a more advantageous risk-taking time arrives. However, investors should be careful 
that such allocation tilts are appropriately sized and avoid the pitfall of attempting to time wholesale exit 
and re-entry of equities in volatile markets.

Looking back, 2022 will go down in the annals of history as one of the most difficult environments for 
investors. Equities delivered double-digit losses, but bonds failed to provide their typical counterbalance 
and instead delivered double-digit losses (Exhibit 9). Few asset classes other than cash provided 
opportunity for protection at the start of the year, but this picture changed as the year progressed. The 
poor performance of bonds was accompanied by a significant rise in bond yields, making bonds more 
attractive on a go-forward basis than they have been in quite some time (Exhibit 8).

Investment Strategy: Defensive but Alert
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2008 2010 2012 2014 2016 2018 2020 2022

U.S. Large Cap - Long-Term Normal Valuation and Ranges

25th - 75th % 10th - 90th % Fair Value Price

Current

Fair Value

Markets have yet to decline to valuation 
levels seen during previous recessions

Source: Glenmede, FactSet, MSCI Data through 12/31/2022

U.S. Large-Cap - Long-Term Normal Valuation & Ranges
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Data shown are the annual returns for stocks (as represented by the S&P 500 Index) and bonds (as represented by the Bloomberg Barclays U.S. 
Aggregate Index) since 1976. Dots in yellow highlight data from the last 5 years. Past performance may not be indicative of future results. One 
cannot invest directly in an index. 

EXHIBIT 9: 2022’s simultaneous decline of stocks and bonds was unique

Interest rates on the safest of bonds — U.S. Treasuries — have risen to near 4% across much of the yield 
curve. Such levels are above longer-term expectations for inflation and leave a reasonable amount of room 
for appreciation should a recession unfold. Further, after years of yielding less than the typical dividend 
yield on stocks, most bonds now yield well above the payouts available from the typical stock. As such, this 
portion of the typical balanced or 60%-40% stock-and-bond portfolio is again priced in a way that it may 
provide the counterbalance to equity market declines that it did not provide earlier in the year.

Source: Glenmede, FactSet                                 Data through 12/31/2022
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Data shown are Glenmede's proprietary estimates for 10-year expected returns for a number of asset classes. Proxy indexes for each asset class are 
as follows: Cash (Bloomberg Barclays Treasury Bellwethers 3M), Muni 1-10 (Bloomberg Barclays Municipal Bond 1-10 Index), Core Fixed Income 
(Barclays US Aggregate Index), Muni High Yield (Bloomberg Barclays Muni High Yield 2% Issuer Cap), High Yield (BB) (Bloomberg Barclays U.S. 
Aggregate Credit Corporate High Yield BB Index), U.S. Large (MSCI USA Index), Int'l Dev (MSCI EAFE Index), U.S. Small (Russell 2000 Index), Int’l 
EM (MSCI EM Index), Real Estate (FDSAGG World / Real Estate Index), Absolute Return (HFRI Fund of Funds Composite), Commodities (Bloomberg 
Commodity Index). These figures are projections which, though arrived at in good faith, are not guaranteed, and actual returns may differ materially 
from projections. One cannot invest directly in an index.

EXHIBIT 10: Longer-term expected returns have risen materially

Lastly, while bonds may have seen the largest increase, long-term expected returns on most asset classes 
have risen materially from year-ago levels as markets have corrected in 2022 (Exhibit 10). While it may 
seem like a consolation prize amid market declines, such increases in longer-term expected returns will help 
set up the typical diversified 60/40 portfolio for better returns at some point on the road ahead (Exhibit 
11). Until then, investors should remain both defensively positioned relative to their longer-term plan but 
alert and ready to make tactical adjustments as circumstances change.

Source: Glenmede, FactSet                                 Data through 1/3/2023
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This material provides information of possible interest to Glenmede Trust Company clients and friends and is not intended as 

personalized investment advice. When provided to a client, advice is based on the client’s unique circumstances and may differ 

substantially from any general recommendations, suggestions or other considerations included in this material. Any opinions, 

recommendations, expectations or projections herein are based on information available at the time of publication and may change 

thereafter. Information obtained from third-party sources is assumed to be reliable but may not be independently verified, and the 

accuracy thereof is not guaranteed. Outcomes (including performance) may differ materially from any expectations and projections 

noted herein due to various risks and uncertainties. Any reference to risk management or risk control does not imply that risk can be 

eliminated. All investments have risk. Clients are encouraged to discuss any matter discussed herein with their Glenmede representative.

© 2023 Glenmede. All rights reserved.           PRW-ART-001-Z01 
  

Data shown are Glenmede's proprietary estimates for 10-year expected returns for diversified 60% equity/40% bonds portfolios. Equity is represented 
by a blended index consisting of 70% S&P 500 Index, 10% Russell 2000 Index and 20% MSCI All Country World ex U.S. Index. Bonds are represented 
by the Bloomberg Barclays U.S. Aggregate Bond Index for Taxable Bonds and Bloomberg Barclays Municipal Bond 1-10 Index for Muni Bonds. Actual 
returns may differ materially from projections. Past performance may not be indicative of future returns. One cannot invest directly in an index

EXHIBIT 11: Rising long-term expected returns help setup the 60/40 portfolio’s comeback

Source: Glenmede, FactSet                                 Data through 12/31/2022
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