Planning for and Surviving a Bear Market

From preserving cash reserves to investment strategies, you have options.

by Christopher Rivers, CFP®, CRPCM

The 2010s were only the
second decade in U.S. history
where investors never felt

the pinch of a bear market.
Unfortunately, the same cannot
be said for the current decade.
The commonly accepted defini-
tion of a bear market is a stock
market decline of 20% or more, while a decline of
between 10% and 20% is called a “correction.” Inves-
tors have been subject to each of these over the last
few years, first with the sharp bear market in 2020,
followed by the correction in 2022.

We began 2025 on an upswing, with markets making
new all-time highs. However, as the much-debated tar-
iffs moved from threat to reality, markets began to sell
off. At the time of this writing, we were not yet in bear
market territory. In fact, declines had not yet reached
the 10% level of a correction. But we are firm believers
that the time to repair the roof is when the sun is
shining. We don't know if a recession and bear market
are lurking around the corner, but the volatility we've
seen provides a good reminder to think about how to
plan for uncertainty.

REBUILD YOUR CASH RESERVES

We recommend keeping three- to six- months’ worth
of living expenses on hand in a cash reserve for those
still working and saving for retirement. For retirees,
depending on your situation, we recommend that
you have between six- and 24-months’ worth of basic
living expenses. This way you avoid having to sell
investments at low prices to pay your bills. If you have
a pension, your reserve can likely be on the lower side
of the range as some of your expenses are covered

by your annual cash flow not tied to markets. Those
who fund much of their lifestyle from their portfolio
should stay towards the higher side of the range.

If your cash reserve isn't as high as you would like,
we recommend you look at your last few credit card
bills and bank statements to identify any areas where
you can temporarily cut back spending to rebuild your
reserves. This is a good annual exercise in general, but
sometimes it takes a jittery market to provide a little
extra motivation.

PUT EXCESS CASH TO WORK
In the past, investors who bought during a bear market
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were rewarded over the long term because they were
able to invest when assets were “on sale.” Of course,
emotionally this is easier said than done, as often
the lowest point in the markets when prices are most
attractive is also the point of maximum fear.

If you're fortunate enough to have some cash on the
sidelines, talk to your financial planner about strate-
gies for investing in a downturn. In general, it is best
to put money to work immediately, as markets tend to
go up over time. But in volatile markets, it can be hard
to have the courage to dive-in. One approach to help
you put some cash into a wobbly market is “dollar-cost
averaging.”

Dollar-cost averaging simply means spreading your
investments over a set period of time, usually in equal
amounts. This can help mitigate some of the risk of
bad timing. For instance, you could invest 20% each
month over the next five months.

Ifyou set the investment to happen automatically
on the same date each month, you can also eliminate
the temptation to trade on emotion or to time the
market and ‘wait’ for the right day each month. The
key to dollar-cost averaging is that it runs like a pro-
gram, thus avoiding the emotions that come with a
bear market.

REBALANCE

Ifyou don't have cash on hand but still want to turn
the decline to your advantage, take a look at your
current asset allocation. If you owned a portfolio

with an allocation of 60% stocks and 40% bonds,
your allocation may be out of whack. After stocks saw
significant growth in 2023 and 2024, the stock slice of
your portfolio may have grown to 70% or more. Rebal-
ancing back to your target allocation will lock in gains
and take some risk off the table. If, on the other hand,
you find yourself in the midst of a bear market, your
allocation may be closer to 50/50 after a significant
stock market decline.

If the prior allocation was appropriate to your
long-term objectives and risk tolerance, then it likely
remains so, even in a bear market. Rebalancing back
to your target allocation means you'll likely be selling
bonds and buying stocks when stocks are on sale.

INCREASE RETIREMENT SAVINGS CONTRIBUTIONS
There is a saying that the stock market is the only
place where we want to buy less when things are on
sale. If your income is stable and your cash flow is



positive, we recommend increasing your contributions
to your company'’s retirement plan to the maximum
you can contribute. By doing so, you will be investing
when the prices are low, and you should reap the re-
wards over the long term. Regular biweekly or month-
ly contributions to your retirement plan work the
same way as dollar-cost averaging, investing steadily
over time without regard to market sentiments.

TAX-LOSS HARVESTING

In a significant market decline, you will likely have
some positions showing a loss. Even if you still think
the long prospects for these companies look good, you
can execute a tax-loss harvesting strategy to turn those
paper losses into tax deductions. In order for a loss to
be allowable on your return, you have to remain out of
the position (or a substantially similar one) for 31 days.

The most straightforward way to harvest the losses
is simply to sell the shares and then buy them back in
31 days. However, if you take this approach, you run
the risk that the price could move up while you are out
of the position, and you miss out on the gains. There
are two ways you can mitigate some of that risk.

First, after selling the position, you can invest the
proceeds in a similar company or fund that could
move in a similar fashion to the one you sold. That
way, if the market moves up, you still participate in
those gains.

Alternatively, if you have cash available, you can
double up your current position by buying a number
of shares that is equal to what you currently own.
Then 31 days later, if you still have a loss in the original
position, sell these shares. In this case, it’s crucial that
you instruct the custodian to sell the specific lot of
shares showing the loss. Without instruction, many
custodians will default to “average cost” accounting,
which would spread the sale equally between all your
shares and miss maximizing your tax loss.

REQUIRED MINIMUM DISTRIBUTIONS (RMDS)
The amount of your required minimum distribution
was calculated based on the value of your individual
retirement account at the end of December 2024,
when markets were near all-time highs. If markets
are down significantly, you can make your IRA distri-
butions “in-kind” in order to avoid selling shares in

a decline. In this method, you simply transfer shares
equal in value to the amount of your distribution into
an investment account in your own name. This allows
you to satisfy the distribution without selling the
shares during a market swoon.

If you need to take the RMD to support your living
expenses, carefully consider which investments you
sell to fund the distributions. If possible, avoid selling
the investments with the largest declines in order to

give them time to recover.

ROTH IRA CONVERSIONS

As you may know, the ability to contribute to a Roth
IRA islimited by your income. Above certain income
thresholds, you lose the ability to make an annual con-
tribution to a Roth IRA. Everyone, regardless of their
tax bracket, however, is eligible to convert an existing
IRA account to a Roth IRA. The trade-off is that you
must pay income tax on the amount converted in the
year of conversion. If you can pay the additional tax,
a market decline is a great time to consider a conver-
sion. With the account value lower due to the market
pullback, the amount of the conversion, and thus the
tax burden, will be lower. You will then have assets
that grow tax-free in the Roth IRA and are tax-free
upon withdrawal after age 59%.

We recommend keeping three- to six-
months’ worth of living expenses on hand
in a cash reserve for those still working.

CONCLUSION

Your financial plan should be based on the assumption
that we will experience both good and bad markets.
One of the most difficult things to deal with in a time
of market decline is the feeling of lack of control. None
of us has the power to will the market to recover. We
do have control over our own lives, and focusing your
energy on factors you can control is a more productive
use of your time than watching the markets. This is

a good time to talk with your planner about how you
might strengthen your financial position when mar-
kets are in turmoil.
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