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Equities spotlight 
“It ain’t over till it’s over.”  — Lawrence Peter “Yogi” Berra 

Bear market rally or new bull? 

Stocks have staged an impressive rally from the June lows. The S&P 500 Index was up 
over 17% between June 16 and August 16, prompting some to declare that a new bull 
market — a period after the ultimate bear market low where stock prices generally rise 
and eventually surpass the previous market peak — has begun. We are not convinced 
and certainly are not ready to give the all clear signal. The main pushback we receive, and 
the topic of this report, can be summed up with the question: “Does the strength and 
duration of this rally indicate that the bottom is in and a new bull market has started?” 
We discuss below.  

A bear market in stocks, or when stocks decline by 20% or more, is a relatively rare 
occurrence. The S&P 500 Index has registered only 12 bear markets in modern history 
since World War II, including the 2022 bear. The table below details these events. In 
general terms, bear markets that are associated with an economic recession have tended 
to be longer, more severe, and take more time to recover previous highs. This year’s 
roughly 24% S&P 500 Index decline from the January 3 peak to the June 16 low more 
closely matches the stats of bear markets without an associated recession. History 
suggests that if, as we expect, the U.S. enters a recession in 2022 and into 2023, more 
pain could be ahead. 

Table 1. S&P 500 Index bear markets 

Bear market start 

Bear 
market 
length 
(years) 

Overlapping 
recession? 

Bear 
market 
returns 

6-month 
returns 

after bear 
end 

12-month 
returns 

after bear 
end 

From the bear 
bottom, time to 
recover previous 

market peak 
(years) 

1946 3.04 Yes -29.6% 22.8% 42.1% 0.99 
1956 1.22 Yes -21.6% 9.8% 31.0% 0.92 
1961 0.54 No -28.0% 20.5% 32.7% 1.19 
1966 0.66 No -22.2% 22.1% 32.9% 0.57 
1968 1.49 Yes -36.1% 22.8% 43.7% 1.78 
1973 1.73 Yes -48.2% 30.9% 38.0% 5.79 
1980 1.70 Yes -27.1% 44.1% 58.3% 0.23 
1987 0.28 No -33.5% 19.0% 21.4% 1.64 
2000 2.55 Yes -49.1% 11.5% 33.7% 4.64 
2007 1.42 Yes -56.8% 52.7% 68.6% 4.05 
2020 0.09 Yes -33.9% 44.7% 74.8% 0.41 

Average overall 1.34 - -35.1% 27.4% 43.4% 2.02 
Average w/o 

recession 
0.49 - -27.9% 20.5% 29.0% 1.14 

Average w/ 
recession 

1.65 - -37.8% 29.9% 48.8% 2.35 

Sources: Bloomberg and Wells Fargo Investment Institute, August 24, 2022. An index is unmanaged and not available for 
direct investment. Index returns do not represent investment performance or the results of actual trading.  Index returns 
represent general market results, assume the reinvestment of dividends and other distributions and do not reflect deduction 
for fees, expenses or taxes applicable to an actual investment. See end of report for specific return dates. Past performance is 
no guarantee of future results. 
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There has been some variability between the bear markets, including different triggers, 
duration, severity, and strength of the recoveries, to name a few. Yet each shares a 
common trait: not a single bear has dropped in a straight line. Each bear market decline 
has been interrupted by rallies of varying magnitudes. These head fakes or false starts 
can be substantial and enticing, and are periods where other investors — betting that the 
majority of bad news is priced in — try to wrestle back control of markets, only to then 
be overwhelmed before a new low is found.  

We now get to the question at hand: Is the recent rally's strength and duration more 
typical of another head fake or the start of a new bull market? To help answer this 
question and put the recent rally into context, we created the chart below, which plots 
all past double-digit bear market rallies since 1946. The recent rally of 17.4% over 41 
trading days (purple diamond) modestly tops the average of 15.5% over 39 trading days 
(red square). Neither the strength of the rally nor the duration has been particularly 
remarkable — a fairly typical bear rally to date. 

Chart 1. S&P 500 Index double-digit bear market rallies, 1946 – 2022 

 

Sources: Bloomberg and Wells Fargo Investment Institute, August 24, 2022. Double-digit bear market rallies during all S&P 
500 Index bear markets since 1946. Rallies are measured as trough to peak periods of generally rising prices during defined 
bear markets that reach 10% or greater. An index is unmanaged and not available for direct investment. Past performance is 
no guarantee of future results. 

Whether the June 16 low turns out to be the bottom or a bottom of the 2022 bear 
remains to be seen. In our view, an aggressive Federal Reserve (Fed), an upcoming 
recession, and the potential for earnings contraction argues for the latter. At the least, we 
see equities struggling in the near term as headwinds remain stiff, plentiful, and 
underappreciated by the market. The recent rally does not alter this view.  

We would urge investors to stay patient and to utilize the run-up to potentially trim 
cyclicality and equity risk if you find your portfolio has drifted too far from our 
recommended allocations. This could mean trimming areas that we believe are 
unfavorable or have downgraded recently, including U.S. small caps and international 
equities, as well as Consumer Discretionary, Industrials, Financials, Real Estate, and 
Communications Services S&P 500 Index sectors. 
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Fixed Income 
Leveraged loans — caution warranted 

Leveraged loans (LL) are senior secured bank loans made to companies that have 
a below-investment-grade rating, often outside the Financials sector. Investors 
tend to like the floating-interest-rate nature of this asset class, especially during 
periods of rising rates. Investor appetite for this asset class was evident 
throughout April 2022, as fund flows remained positive. However, the pace of 
flows declined over the past four months as investors began to expect tighter 
financial conditions.    

Despite the decline in prices and increase in yields, LL have performed better  
(-1.0%) than other major fixed-income asset classes (for example, high-yield 
9.7%, investment-grade corporate bonds -13.7%) year-to-date1. Looking ahead, 
although credit fundamentals may deteriorate some in the coming months 
while distress signs increase, the LL default rate is still projected to remain well 
below the historical average over the next 12 months. In addition, only 9% of 
the outstanding loan market ($132 billion) is due between now and the end of 
2024. 

Since there are still many unknowns about the severity, duration, and fiscal and 
monetary responses during the next U.S. recession, caution in the below-
investment-grade space is warranted. We currently have a neutral stance on 
leveraged loans for those investors seeking additional sources of income, as 
there may still be opportunities to be found given current yield levels. We 
continue to advocate for selectivity and active management in this space. 

U.S. leveraged loan maturity wall 

 

Sources: S&P Leveraged Commentary and Data, August 24, 2022. Yearly data as of June 30, 2022. 

                                                                    
1. Based on the S&P/LSTA Leveraged Loan Index, Bloomberg USD High Yield Corporate Bond Index and the Bloomberg U.S. Investment Grade Bond Index as of August 24, 2022. 
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Luis Alvarado 
Investment Strategy Analyst 
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Real Assets 
“One benefit of summer was that each day we had more light to read by.”  — “The Glass Castle”, by 
Jeannette Walls 

Can energy markets handle the heat? 
Europe is experiencing an energy crisis as it scrambles to build reserves for 
winter and aims to cut off its reliance on Russian gas. On top of this, heat waves 
are adding to the already difficult situation.  

Earlier in the year, following the Russia-Ukraine war, Europe decided to reduce 
its reliance on Russian gas. In response, Russia began slowly limiting its supply 
of gas to Europe, leaving many countries scrambling to fill their reserves with 
cheaper summer gas in preparation for the winter.  

However, recent heat waves have made it more difficult for these countries to 
build up reserves, as shipping routes along rivers have dried up, and some power 
plants have been forced to reduce output. In fact, Switzerland was already forced 
to tap into its reserves due to the heat wave. 

This summer, France — one of Europe’s largest producers of nuclear energy — 
shut down many of its plants for planned maintenance. Now, a handful of 
remaining plants along major rivers are being forced to reduce output due to low 
water levels. Along the Rhine in Germany, low water levels are making it 
difficult to move energy sources inland. As a result, barge prices have increased, 
ships are reducing their load, and coal plants are not getting the coal they need to 
meet demand.  

The effects of the heat waves combined with the existing problems, indicates 
that energy markets could become more volatile as countries scramble to fill 
reserves while trying to meet current demand. Ultimately, energy prices this 
winter could stay elevated before eventually coming down. Futures for 
European power are showing high costs going into the winter, and then an 
easing as summer approaches. 

European power and gas futures 

 
Sources: Bloomberg, CME Group, and Wells Fargo Investment institute.Monthly data: September 2022 – September 2023. The 
German Baseload Power Futures DBEC1, and the Italian Baseload Power Futures. The Dutch TTF Gas Futures are Natural Gas 
futures and is listed on Bloomberg as TTFG1MON. Megawatt hours (MWh) is a common measurement of power, it represents the 
amount of megawatts used in an hour. Past performance is no guarantee of future results. 
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John LaForge 
Head of Real Asset Strategy  
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Alternatives 
Room for both Systematic and Discretionary Macro 

A common question from investors interested in adding an allocation to Macro 
hedge fund strategies is whether they should look to Systematic or 
Discretionary Macro strategies. As a quick refresher, Systematic Macro 
strategies rely on quantitative models. Sometimes these are trend-following 
models, but can also include others such as non-trend-following and mean 
reversion models. Discretionary Macro strategies, on the other hand, rely more 
heavily on human input to interpret and trade across global markets, often being 
more nimble than their Systematic counterparts. In fact, for years we have 
preferred Discretionary Macro over Systematic due to our view that models 
simply could not react quick enough to monetary policy intervention. 

Interestingly, 2022 has seen a significant difference between Systematic Macro 
strategies and Discretionary. Year-to-date through July, the HFRI Macro: 
Systematic Diversified Index is up 12.7% while the HFRI Macro: Discretionary 
Thematic Index is down -0.7%. The drastic decline in the rolling 12-month rate 
of change in Discretionary Macro strategies is an anomaly, but also supports an 
approach to Macro investing that combines both Systematic and Discretionary 
Macro versus one or the other. Because quantitative models increase their risk 
as trends strengthen, the rate of change in performance is normally more 
volatile as trends and market conditions reverse. On the other hand, 
Discretionary Macro strategies have a much more subtle rate of change. 
Combining both, in our view, may potentially mitigate performance volatility, 
especially for investors that are more risk averse. 

Combining both Systematic and Discretionary Macro may smooth the ride 

 
Sources: Bloomberg. Data as of July 2022. See definitions of indexes at the end of report. Results do not represent 
actual trading and do not reflect actual performance a portfolio may achieve. An index is unmanaged and not 
available for direct investment. Past performance is no guarantee of future results. 
In addition, the performance results do not represent actual trading, reflect the historical performance of the represented assets and assume the reinvestment of 
dividends and other distributions. Unlike most asset class indices, HFRI index returns reflect fees and expenses. 
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Justin Lenarcic 
Lead Wealth Investment Solutions 
Analyst 

 
Favorable  

Hedge Funds – Relative Value 

 
Favorable  

Hedge Funds – Macro  

 

Unfavorable  
Hedge Funds – Event Driven 

 
Neutral  

Hedge Funds – Equity Hedge 

 

Neutral 
Private Equity 

 
Neutral  

Private Debt 

Alternative investments, such as hedge funds, 
private equity, private debt and private real 
estate funds are not appropriate for all 
investors and are only open to “accredited” or 
“qualified” investors within the meaning of U.S. 
securities laws. 
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Risk Considerations 

Each asset class has its own risk and return characteristics.  The level of risk associated with a particular investment or asset class generally correlates with the level 
of return the investment or asset class might achieve. Stock markets, especially foreign markets, are volatile.  Stock values may fluctuate in response to general 
economic and market conditions, the prospects of individual companies, and industry sectors.  Foreign investing has additional risks including those associated with 
currency fluctuation, political and economic instability, and different accounting standards. These risks are heightened in emerging markets. Small- and mid-cap 
stocks are generally more volatile, subject to greater risks and are less liquid than large company stocks. Bonds are subject to market, interest rate, price, 
credit/default, liquidity, inflation and other risks. Prices tend to be inversely affected by changes in interest rates. High yield (junk) bonds have lower credit ratings 
and are subject to greater risk of default and greater principal risk. Leveraged loans are generally below investment grade quality (“high-yield” securities or “junk” 
bonds).  Investing in such securities should be viewed as speculative and investors should review their ability to assume the risks associated with investments which 
utilize such securities.  The commodities markets are considered speculative, carry substantial risks, and have experienced periods of extreme volatility.  Investing in 
a volatile and uncertain commodities market may cause a portfolio to rapidly increase or decrease in value which may result in greater share price volatility. Real 
estate has special risks including the possible illiquidity of underlying properties, credit risk, interest rate fluctuations and the impact of varied economic conditions.  

Alternative investments, such as hedge funds, private equity/private debt and private real estate funds, are speculative and involve a high degree of risk that is 
appropriate only for those investors who have the financial sophistication and expertise to evaluate the merits and risks of an investment in a fund and for which the 
fund does not represent a complete investment program. They entail significant risks that can include losses due to leveraging or other speculative investment 
practices, lack of liquidity, volatility of returns, restrictions on transferring interests in a fund, potential lack of diversification, absence and/or delay of information 
regarding valuations and pricing, complex tax structures and delays in tax reporting, less regulation and higher fees than mutual funds.  Hedge fund, private equity, 
private debt and private real estate fund investing involves other material risks including capital loss and the loss of the entire amount invested. A fund's offering 
documents should be carefully reviewed prior to investing. 

Hedge fund strategies, such as Equity Hedge, Event Driven, Macro and Relative Value, may expose investors to the risks associated with the use of short selling, 
leverage, derivatives and arbitrage methodologies. Short sales involve leverage and theoretically unlimited loss potential since the market price of securities sold 
short may continuously increase. The use of leverage in a portfolio varies by strategy. Leverage can significantly increase return potential but create greater risk of 
loss.  Derivatives generally have implied leverage which can magnify volatility and may entail other risks such as market, interest rate, credit, counterparty and 
management risks.  Arbitrage strategies expose a fund to the risk that the anticipated arbitrage opportunities will not develop as anticipated, resulting in potentially 
reduced returns or losses to the fund. 

Return dates for Table 1 (page 2): 

Bear start and end dates 

5/29/1946 6/13/1949 

8/2/1956 10/22/1957 

12/12/1961 6/26/1962 

2/9/1966 10/7/1966 

11/29/1968 5/26/1970 

1/11/1973 10/3/1974 

11/28/1980 8/12/1982 

8/25/1987 12/4/1987 

3/24/2000 10/9/2002 

10/9/2007 3/9/2009 

2/19/2020 3/23/2020 
 

Bear end date to 6 months out 

6/13/1949 12/13/1949 

10/22/1957 4/22/1958 

6/26/1962 12/26/1962 

10/7/1966 4/7/1967 

5/26/1970 11/26/1970 

10/3/1974 4/3/1975 

8/12/1982 2/12/1983 

12/4/1987 6/4/1988 

10/9/2002 4/9/2003 

3/9/2009 9/9/2009 

3/23/2020 9/23/2020 
 

Bear end date to 12 months out 

6/13/1949 6/13/1950 

10/22/1957 10/22/1958 

6/26/1962 6/26/1963 

10/7/1966 10/7/1967 

5/26/1970 5/26/1971 

10/3/1974 10/3/1975 

8/12/1982 8/12/1983 

12/4/1987 12/4/1988 

10/9/2002 10/9/2003 

3/9/2009 3/9/2010 

3/23/2020 3/23/2021 

Definitions 

Bloomberg USD High Yield Corporate Bond Index is a rules-based, market-value weighted index engineered to measure publicly issued non-investment grade USD 
fixed-rate, taxable, corporate bonds.  To be included in the index a security must have a minimum par amount of 250mm. 

Bloomberg U.S. Investment Grade Bond Index measures the performance of the investment grade corporate bond market. 

HFRI Macro Discretionary Thematic Index: Strategies primarily rely on the evaluation of market data, relationships and influences, as interpreted by individuals who 
make decisions on portfolio positions; strategies employ an investment process most heavily influenced by top-down analysis of macroeconomic variables. 
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Investment Managers may trade actively in developed and emerging markets, focusing on both absolute and relative levels on equity markets, interest rates/fixed 
income markets, currency and commodity markets; they frequently employ spread trades to isolate a differential between instrument identified by the Investment 
Manager as being inconsistent with expected value. Portfolio positions typically are predicated on the evolution of investment themes the Manager expects to 
develop over a relevant time frame, which in many cases contain contrarian or volatility-focused components. 

HFRI Macro Systematic Diversified Index: Diversified strategies employing mathematical, algorithmic and technical models, with little or no influence of individuals 
over the portfolio positioning. Strategies are designed to identify opportunities in markets exhibiting trending or momentum characteristics across individual 
instruments or asset classes. Strategies typically employ quantitative processes which focus on statistically robust or technical patterns in the return series of the 
asset, and they typically focus on highly liquid instruments and maintain shorter holding periods than either discretionary or mean-reverting strategies. Although 
some strategies seek to employ counter-trend models, strategies benefit most from an environment characterized by persistent, discernible trending behavior. 
Typically have no greater than 35 percent of portfolio in either dedicated currency or commodity exposures over a given market cycle. 

S&P 500 Index is a market capitalization-weighted index composed of 500 widely held common stocks that is generally considered representative of the US stock 
market.   

S&P/LSTA Leveraged Loan Index – Bank loans represented by the S&P Leveraged Loan Index are intended to reflect the largest facilities in the leveraged loan market. 
It mirrors the market-weighted performance of the largest institutional leveraged loans based upon market weightings, spreads and interest payments.  

Note:  HFRI Indices have limitations (some of which are typical of other widely used indices). These limitations include survivorship bias (the returns of the indices 
may not be representative of all the hedge funds in the universe because of the tendency of lower performing funds to leave the index); heterogeneity (not all hedge 
funds are alike or comparable to one another, and the index may not accurately reflect the performance of a described style); and limited data (many hedge funds do 
not report to indices, and, therefore, the index may omit funds, the inclusion of which might significantly affect the performance shown. The HFRI Indices are based 
on information self‐reported by hedge fund managers that decide on their own, at any time, whether or not they want to provide, or continue to provide, information 
to HFR Asset Management, L.L.C. Results for funds that go out of business are included in the index until the date that they cease operations. Therefore, these 
indices may not be complete or accurate representations of the hedge fund universe, and may be biased in several ways.  Returns of the underlying hedge funds are 
net of fees and are denominated in USD. 

An index is unmanaged and not available for direct investment.  

General Disclosures 

Global Investment Strategy (GIS) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFII is a registered investment adviser and wholly owned subsidiary of 
Wells Fargo Bank, N.A., a bank affiliate of Wells Fargo & Company. 

The information in this report was prepared by Global Investment Strategy.  Opinions represent GIS’ opinion as of the date of this report and are for general 
information purposes only and are not intended to predict or guarantee the future performance of any individual security, market sector or the markets generally. 
GIS does not undertake to advise you of any change in its opinions or the information contained in this report. Wells Fargo & Company affiliates may issue reports or 
have opinions that are inconsistent with, and reach different conclusions from, this report. 

The information contained herein constitutes general information and is not directed to, designed for, or individually tailored to, any particular investor or potential 
investor.  This report is not intended to be a client-specific suitability or best interest analysis or recommendation, an offer to participate in any investment, or a 
recommendation to buy, hold or sell securities. Do not use this report as the sole basis for investment decisions. Do not select an asset class or investment product 
based on performance alone. Consider all relevant information, including your existing portfolio, investment objectives, risk tolerance, liquidity needs and 
investment time horizon. The material contained herein has been prepared from sources and data we believe to be reliable but we make no guarantee to its accuracy 
or completeness. 

Wells Fargo Advisors is registered with the U.S. Securities and Exchange Commission and the Financial Industry Regulatory Authority, but is not licensed or 
registered with any financial services regulatory authority outside of the U.S.  Non-U.S. residents who maintain U.S.-based financial services account(s) with Wells 
Fargo Advisors may not be afforded certain protections conferred by legislation and regulations in their country of residence in respect of any investments, 
investment transactions or communications made with Wells Fargo Advisors.  

Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC, Members SIPC, separate registered 
broker-dealers and non-bank affiliates of Wells Fargo & Company. CAR-0822-04211 
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