Are We Entering a Recession?

In recent months, we've seen a lot of headlines about a recession and whether we are heading into one,
and if we are, when? While we can't predict the future, and legally, we aren’t even allowed to, we can

certainly discuss what all of this means. In this article, we will dive into the difference between a bull
market and a bear market and identify the key factors that can lead to a recession.

Defining a Recession

A recession is a significant economic downturn characterized by a substantial decline in economic
activity. It's usually associated with a fall in GDP (Gross Domestic Product), rising unemployment,
reduced consumer spending, and declining business investments. Several key identifiers define a

recession:

1.

Negative GDP Growth: One of the most crucial indicators is two consecutive quarters of negative
GDP growth. When the economy contracts for six months or more, it is a strong signal that a
recession is underway.

Rising Unemployment: An increase in joblessness is a prominent sign of economic distress. As
businesses cut costs, they often lay off workers, leading to a higher unemployment rate.
Consumer Spending Decline: When people start tightening their belts and spending less, it
signifies a reduced confidence in the economy. This can be caused by a lack of job security,
making individuals cautious about their expenses.

Declining Business Investments: Businesses scale back on investments during a recession. They
might postpone expansion plans, reduce capital expenditures, or even cut back on research and
development.

Stock Market Performance: Stock market indices often experience sharp declines during
recessions, but it's important to note that stock market performance is a lagging indicator and
does not always precede a recession.

Bull vs. Bear Market

Now, let's understand the difference between a bull market and a bear market and how they relate to
recessions.

Bull Market: A bull market is a prolonged period of rising stock prices and optimism. It typically
coincides with a strong economy, low unemployment, and increasing consumer and investor
confidence. In a bull market, investors are optimistic about the future, and they believe that the
economy will continue to grow. This often results in increased stock buying and rising stock
prices.

Bear Market: Conversely, a bear market is characterized by falling stock prices, pessimism, and
economic decline. It is often associated with recessions or economic slowdowns. During a bear
market, investors are wary of the future and may sell their stocks to limit losses. This selling
pressure leads to a downward spiral in stock prices.

The Connection to Recessions

While not all bear markets lead to recessions, they are often seen as precursors or consequences of
economic downturns. A bear market can be triggered by a variety of factors, including economic



indicators, political events, or financial crises. When a bear market persists, it can contribute to
economic anxiety, which may ultimately lead to a recession if the key recession identifiers mentioned
earlier become evident.

The Great Depression of the 1930s was, in part, triggered by a mass exodus of investors from the stock
market. The crash in stock prices resulted in widespread panic, further exacerbating economic woes.
Today, legendary investor Warren Buffett's sage advice to "buy low and sell high" underscores the
wisdom of investing during a recession rather than withdrawing. A recession often presents
opportunities to purchase assets at lower prices, and history has shown that the market tends to recover
over time, and those who do not “panic sell” fair best in these scenarios.

In times of economic uncertainty, it's crucial to resist the urge to withdraw investments hastily. Markets
have a historical tendency to rebound following downturns, and taking money out at the wrong time can
significantly impact your portfolio's long-term value. Our office's advice is to stay put, as we've
meticulously tailored portfolios to your individual needs. If concerns about the current state of the
markets persist, we encourage you to reach out to us. We're here to provide the guidance and
reassurance you need, ensuring that your financial goals remain on track, even in turbulent times.



