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Distinguishing Equity Market Corrections from Bear Markets 
 
The gradual rolling over in the flow of global liquidity due to this year’s tightening of monetary policies has 
dragged the yields of all assets gradually higher, but for equities the continued flow of credit from the financial 
system has supported growth, allowing for enough earnings growth to roughly offset the rise in yields.  Now, 
strong earnings growth is being extrapolated into the future at a time when forward-looking pressures on growth 
are slowing, creating the potential for an inflection point.  Later this week, we will take a look at the sustainability 
of the forces driving the prior growth in earnings that is now being extrapolated.  Below is a picture of the basic 
differences between what you might call a correction and a bear market.  There is no clear line that separates 
them, but bigger versus smaller declines in equities do have significant differences.  
 
In general, what tends to differentiate a correction from a bear market is the degree to which a tightening in 
liquidity and the associated rise in risk premiums pass through to a decline in the economy and earnings.  We 
roughly defined a bear market as a decline in prices of more than 20% and a correction as a decline of 10% to 
20%.  On this basis, there have been 41 bear markets and 30 corrections over the past 100 years in the four 
largest developed countries.  Risk premiums typically rose by more in bear markets than in corrections, 
accounting for about an 18% decline in prices in bear markets versus a 10% decline in prices in corrections.  The 
bigger difference between them is that in bear markets the tightening of liquidity and the rise in risk premiums 
generally broke through to cause an economic downturn, which caused a substantial decline in earnings, whereas 
in corrections the price decline was more limited to the effects of the rise in risk premiums plus a moderate 
decline in future discounted earnings growth rates.  In bear markets, prices fell by an average of 37%, with 
earnings falling in 75% of the cases and by an average of 28%.  Whereas for corrections, prices fell by an average 
of 15%, with two-thirds of that decline accounted for by the rise in risk premiums, and actual earnings were on 
average roughly unchanged.  The following table summarizes the historical results and the accounting for their 
underlying composition. 
 

 
  

Average During Equity Market Drawdowns

Equity 
Drawdown

Impact of 
Risk Prem

Change in 
Earnings

Change in 
Real Economy 
(vs Potential)

Bear Markets (>20%) -37% -18% -28% -5%

Corrections (10-20%) -15% -10% -2% -1%

Biggest difference is 
whether economy goes 
into outright decline 

Historical Observations—For Illustrative Purposes Only
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The following charts illustrate these dynamics and the differences.  They show the average behavior of 
corrections and bear markets centered on their respective equity market peaks.  As shown, the average impact of 
a rise in risk premiums has been bigger for bear markets—a post-peak price impact of -18% versus -10% for 
corrections—and in the two years leading up to the equity market peak, the size of the decline in risk premiums 
(and the associated rise in prices) was also somewhat bigger.  Bear markets have more of a boom/bust look with 
respect to risk premiums. 
 

Impact of Risk Premiums on Stock Prices 

 
 
 
In bear markets, you’ve seen this bigger rise in risk premiums break through to a significant decline in real 
economic growth.  Whereas in corrections, the economy generally sustained a growth rate roughly similar to the 
growth of potential, though somewhat slower than the rate of growth that existed leading into the equity market 
peak. 
 

Levels of Activity 

 
 
 
In bear markets, that fall in economic activity generally led to a substantial decline in earnings, whereas in 
corrections, earnings did not decline, though growth rates did slow.  (The small difference in the average  
post-peak path of earnings in the chart below on the right versus the average for all corrections quoted in the 
table above is due to corrections lasting different lengths of time.) 
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Earnings Per Share 

 
 
 
Overlaying these historical outcomes onto the typical liquidity cycle, a tightening of liquidity and a rise in risk 
premiums, typically following a tightening of monetary policy, have accounted for the initial stages of the move 
down in equities for both bear markets and corrections.  Below, we’ve outlined the 10:30 to 1:30 section of the 
clock to illustrate that phase.  As described in our October 2 Observations (attached), we think we are now 
roughly at about 10:30 on the dial.  Historically, the bigger moves down occurred when the tightening of liquidity, 
the rise in risk premiums, and the associated declines in assets produced an economic downturn and a 
substantial decline in earnings, illustrated here by the 1:30 to 4:30 section of the clock.  After that, you normally 
get an easing of monetary policy, which pulls you out of the downturn and triggers a rally.  This time around, we 
have less risk of a sharp decline in economic activity because there is a less than normal amount of leveraging in 
the system to be pulled back.  On the other hand, if a downturn does happen, there is less ability to pull out of it.  
There is not much room to cut interest rates, the potential from QE has largely been spent, and polarization in the 
political system will be an inhibitor of effective fiscal policy action.  The weakness of these policy levers 
combined with the substantial pile of economic promises to be kept and the low long-term expected returns of 
assets increase the longer-term risks presented by this unfolding tightening cycle. 
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Details on Correction and Bear Market Cases 
 
In the rest of these Observations, we show all of the bear markets and corrections and their composition.  In  
three-quarters of the bear markets, earnings actually fell (versus just growing more slowly).  The table below 
shows these cases across four major industrialized countries over the past 100 years.  In nearly all of the cases of 
declining earnings, economic growth was well below potential, falling short of potential on average by a 
cumulative -8%.   
 

 
 
Across the remaining cases of bear markets where there was not a decline in earnings, in five cases there was a 
significant rise in inflation (and real earnings were flat or fell): 
 

 
 
  

Bear Markets Associated with Earnings Falls

Country Mkt Bottom
Equity 

Drawdown
Fall in 

Earnings
Change in Real 

Economy (vs Potential)
USA 1903 -26% -19% -3%
USA 1907 -34% -28% -10%
USA 1914 -25% -35% -9%
USA 1917 -28% -30% 3%
USA 1921 -26% -31% -18%
USA 1932 -84% -72% -35%
USA 1937 -50% -33% -13%
USA 1946 -20% -27% -30%
USA 1970 -30% -17% -6%
USA 1974 -45% -18% -8%
USA 2002 -45% -37% -4%
USA 2009 -52% -55% -7%
GBR 1932 -45% -59% -14%
GBR 1938 -30% -15% -3%
GBR 1958 -20% -12% -6%
GBR 1962 -21% -21% -3%
GBR 1974 -64% -35% -7%
GBR 2009 -41% -48% -7%
DEU 1988 -44% -24% -2%
DEU 1998 -20% -8% 0%
DEU 2003 -67% -88% -6%
DEU 2009 -55% -79% -8%
DEU 2011 -25% -12% -2%
JPN 1974 -37% -37% -10%
JPN 1987 -20% -18% -2%
JPN 1992 -56% -40% -5%
JPN 1998 -40% -100% -4%
JPN 2003 -54% -100% -3%
JPN 2009 -56% -100% -7%
JPN 2016 -25% -13% 1%
Average -40% -40% -8%

Bear Markets Associated with Rising Inflation

Country Year

Equity 
Drawdown

Change in 
Earnings

Change in 
Inflation

GBR 1952 -22% -5% 8%
GBR 1970 -30% 18% 23%
GBR 1976 -26% 13% 12%
DEU 1970 -32% 6% 4%
DEU 1974 -29% 23% 3%
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Four times, there had been a very recent spike in valuations, which quickly reversed:  
 

 
 

And twice, acute geopolitical risks caused the market to fall: 
 

 
 

The table below shows the corrections.  Across the four major industrialized countries over the past 100 years, 
there have been 30 stock market corrections that did not turn into bear markets.  The average decline in prices 
was 15%, and PEs fell by an average of 12%.  The range of outcomes around earnings and economic output was 
wider, with corrections coinciding with basically flat earnings and economic activity on average. 
 

 
  

Bear Markets Following Spikes in Valuations

Country Year

Equity 
Drawdown

Change in 
Earnings

Prior Change in 
Valuations

USA 1962 -20% 7% 36%
USA 1987 -29% 4% 43%
GBR 1987 -33% 4% 40%
GBR 2003 -43% -9% 65%

Bear Markets Associated with Geopolitical Risks

Country Year

Equity 
Drawdown

Change in 
Earnings

World Events

GBR 1940 -34% 6% Fall of France, Battle of Britain
DEU 1990 -31% 10% Persian Gulf War

Equity Market Corrections

Country Mkt Bottom
Equity 

Drawdown
Change in 

Earnings
Change in Real 

Economy (vs Potential)
USA 1910 -14% -28% -4%
USA 1923 -13% 11% 4%
USA 1957 -15% -13% -8%
USA 1966 -15% -11% -1%
USA 1978 -15% 11% 3%
USA 1982 -16% -20% -8%
USA 1990 -14% -14% -4%
USA 1998 -17% 2% 0%
USA 2011 -16% 8% 0%
GBR 1947 -17% 5% 0%
GBR 1956 -14% 5% -2%
GBR 1965 -11% -12% -2%
GBR 1966 -18% -3% -3%
GBR 1978 -14% 5% 1%
GBR 1979 -15% 20% -4%
GBR 1981 -16% -31% -2%
GBR 1990 -16% -15% -5%
GBR 1992 -15% -23% -2%
GBR 1994 -15% 18% 1%
GBR 1998 -15% -17% -1%
GBR 2011 -14% 25% -1%
GBR 2015 -12% -26% 0%
DEU 1976 -14% -5% 1%
DEU 1979 -11% 1% 2%
DEU 1984 -10% 21% 0%
DEU 1986 -16% 13% 0%
DEU 1992 -18% -27% -4%
DEU 1995 -15% 34% 1%
DEU 1997 -14% 2% 0%
DEU 2015 -18% -9% 1%
Average -15% -2% -1%



Important Disclosures  

© 2025 Bridgewater® Associates, LP. By receiving or reviewing this material, you agree that this material is confidential intellectual property of 
Bridgewater® Associates, LP and that you will not directly or indirectly copy, modify, recast, publish or redistribute this material and the information 
therein, in whole or in part, or otherwise make any commercial use of this material without Bridgewater’s prior written consent. All rights reserved. 

The information provided within this Observations is outdated, does not reflect current market conditions, Bridgewater’s current investment strategies, 
holdings, or marketing views, and is provided for illustrative and educational purposes only. This is intended to provide context on past market trends 
and is not a prediction, endorsement, or representation of future market outcomes. This material is not investment advice, a recommendation, or an 
offer to buy or sell any securities. No reliance should be placed on this information for investment purposes. 

Bridgewater Daily Observations is prepared by and is the property of Bridgewater Associates, LP and is circulated for informational and educational 
purposes only. There is no consideration given to the specific investment needs, objectives or tolerances of any of the recipients. Additionally, 
Bridgewater's actual investment positions may, and often will, vary from its conclusions discussed herein based on any number of factors, such as client 
investment restrictions, portfolio rebalancing and transactions costs, among others. Recipients should consult their own advisors, including tax advisors, 
before making any investment decision. This material is for informational and educational purposes only and is not an offer to sell or the solicitation of 
an offer to buy the securities or other instruments mentioned. Any such offering will be made pursuant to a definitive offering memorandum. This 
material does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of 
individual investors which are necessary considerations before making any investment decision. Investors should consider whether any advice or 
recommendation in this research is suitable for their particular circumstances and, where appropriate, seek professional advice, including legal, tax, 
accounting, investment or other advice. No discussion with respect to specific companies should be considered a recommendation to purchase or sell 
any particular investment. The companies discussed should not be taken to represent holdings in any Bridgewater strategy. It should not be assumed 
that any of the companies discussed were or will be profitable, or that recommendations made in the future will be profitable. 

The information provided herein is not intended to provide a sufficient basis on which to make an investment decision and investment decisions should 
not be based on simulated, hypothetical, or illustrative information that have inherent limitations. Unlike an actual performance record simulated or 
hypothetical results do not represent actual trading or the actual costs of management and may have under or overcompensated for the impact of 
certain market risk factors. Bridgewater makes no representation that any account will or is likely to achieve returns similar to those shown. The price 
and value of the investments referred to in this research and the income therefrom may fluctuate. Every investment involves risk and in volatile or 
uncertain market conditions, significant variations in the value or return on that investment may occur. Investments in hedge funds are complex, 
speculative and carry a high degree of risk, including the risk of a complete loss of an investor’s entire investment. Past performance is not a guide to 
future performance, future returns are not guaranteed, and a complete loss of original capital may occur. Certain transactions, including those involving 
leverage, futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors. Fluctuations in exchange rates could 
have material adverse effects on the value or price of, or income derived from, certain investments. 

Bridgewater research utilizes data and information from public, private, and internal sources, including data from actual Bridgewater trades. Sources 
include BCA, Bloomberg Finance L.P., Bond Radar, Candeal, CEIC Data Company Ltd., Ceras Analytics, China Bull Research, Clarus Financial Technology, 
CLS Processing Solutions, Conference Board of Canada, Consensus Economics Inc., DTCC Data Repository, Ecoanalitica, Empirical Research Partners, 
Energy Aspects Corp, Entis (Axioma Qontigo Simcorp), Enverus, EPFR Global, Eurasia Group, Evercore ISI, FactSet Research Systems, Fastmarkets 
Global Limited, The Financial Times Limited, Finaeon, Inc., FINRA, GaveKal Research Ltd., GlobalSource Partners, Harvard Business Review, Haver 
Analytics, Inc., Institutional Shareholder Services (ISS), The Investment Funds Institute of Canada, ICE Derived Data (UK), Investment Company 
Institute, International Institute of Finance, JP Morgan, JTSA Advisors, LSEG Data and Analytics, MarketAxess, Metals Focus Ltd, MSCI, Inc., National 
Bureau of Economic Research, Neudata, Organisation for Economic Cooperation and Development, Pensions & Investments Research Center, 
Pitchbook, Political Alpha, Renaissance Capital Research, Rhodium Group, RP Data, Rubinson Research, Rystad Energy, S&P Global Market Intelligence, 
Sentix GmbH, SGH Macro, Shanghai Metals Market, Smart Insider Ltd., Sustainalytics, Swaps Monitor, Tradeweb, United Nations, US Department of 
Commerce, Visible Alpha, Wells Bay, Wind Financial Information LLC, With Intelligence, Wood Mackenzie Limited, World Bureau of Metal Statistics, 
World Economic Forum, and YieldBook. While we consider information from external sources to be reliable, we do not assume responsibility for its 
accuracy. Data leveraged from third-party providers, related to financial and non-financial characteristics, may not be accurate or complete. The data 
and factors that Bridgewater considers within its research process may change over time. 

This information is not directed at or intended for distribution to or use by any person or entity located in any jurisdiction where such distribution, 
publication, availability, or use would be contrary to applicable law or regulation, or which would subject Bridgewater to any registration or licensing 
requirements within such jurisdiction. No part of this material may be (i) copied, photocopied, or duplicated in any form by any means or (ii) redistributed 
without the prior written consent of Bridgewater® Associates, LP. 

The views expressed herein are solely those of Bridgewater as of the date of this report and are subject to change without notice. Bridgewater may have 
a significant financial interest in one or more of the positions and/or securities or derivatives discussed. Those responsible for preparing this report 
receive compensation based upon various factors, including, among other things, the quality of their work and firm revenues. 




