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SIX WAYS A RECESSION RESEMBLES A BAD 
MOOD
There’s been a lot of talk about recessions lately: Whether one is near, far, or perhaps 
already here. Whether we can or should try to avoid it. What it even means to be 
in a recession, and how it’s related to current market turmoil. To put market and 
recessionary concerns in perspective, it might help to describe six ways a recession 
resembles a bad mood. There are some intriguing similarities!

1. There Is No Precise Definition.
We all know what a bad mood feels like. But there is no clear definition for a nebulous
mix of real and perceived setbacks, and how they’re going to affect us. Likewise,
there is no single signal to tell us exactly when a recession is underway or when it’s
over. Instead, recessions can trigger, and/or be triggered by a number of conditions
connected in various fashions and to varying degrees. These usually include a
declining Gross Domestic Product (GDP), along with rising unemployment, sinking
consumer confidence, gloomy retail forecasts, disappointing corporate balance sheets,
a bond yield curve inversion, stock market declines, and similar combinations of
objective and subjective events.

In the U.S., the National Bureau of Economic Research (NBER) defines a recession as 
follows (emphasis ours): 

“A recession is a significant decline in economic activity that is spread across the 
economy and that lasts for more than a few months.” 

Rather vague, isn’t it? That’s intentionally done. Similarly, the World Bank Group has 
stated, “Despite the interest in global recessions, the term does not have a widely 
accepted definition.” 

2. You Usually Can’t Spot One Except in Hindsight.
How do you know when you’re in a bad mood? Often, you don’t, until you’re looking
back at it. Recessions are similar. Since a widespread downturn must linger for a while
before it even qualifies as a recession, the NBER only declares one after it’s underway.
For example, in July 2020, the NBER announced we’d been in a recession for two
months between February–April 2020. This was triggered, of course, by the abrupt
arrival of the global pandemic. It was the shortest U.S. recession to date, and already
over by the time we officially acknowledged it.
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3. Sometimes, We Get Stuck for a While.
Hopefully, your bad moods come and go, resulting in more
good times than bad. But sometimes, one misfortune feeds
another until you feel gridlocked. It may take a while before
improved conditions, a more upbeat attitude, or a blend of
both help you move forward. In similar fashion, recessions
can become a self-fulfilling prophecy. As Nobel Laureate and
Yale economist Robert Shiller describes, “The fear can lead
to the actuality,” in which (for example) economic conditions
might feed inflation, which inverts the bond yield curve,
which signals a recession, which shakes corporate and
consumer confidence, which leads to unfortunate reactions
that further aggravate the challenges. And so on. When this
occurs, a recession and its related financial fallout may last
longer than the underlying economics alone might suggest.

4. They’re Inevitable. 
It’s never fun to be in a bad mood, but we can all agree
they’re part of life. It would be unhealthy, exhausting even, if
we were endlessly giddy every minute of every day. Similarly,
nobody celebrates a recession. But it helps to recognize they
aren’t aberrations; they are part of natural economic cycles.
And while they may not be anyone’s favorite tool for the job,
they can sometimes help rein in runaway spending, earning,
and pricing for companies, consumers, and creditors alike.
For example, in our current climate, we may enter into a
recession (or already be in one) as a byproduct of the interest
rate increases, aimed at warding off rising inflation, amidst
the backdrop of lingering COVID-19 supply side issues and
global economic sanctions against Russia. If we can avoid a
recession, all the better. But if it’s going to take a modest one
to reduce inflation, it may be the preferred, if challenging
choice at this time.

5. Experience Helps.
When we’re youngsters, we have little perspective to help
us realize we won’t be miserable forever just because we’re
unhappy in the moment. No wonder we give it our all, every
time. As we mature, we learn to temper our moods, and/or
seek support if we do get stuck in a rut. The same can be said
about recessions, and similar challenges. It’s been more than
a decade since the Great Recession; and more than 40 years
since the U.S. last experienced steep inflation. As such, many
investors have had little first-hand experience managing
such turbulent times. It may help to acknowledge we’ve
been here before. While commenting on the most recent
two-month recession in 2020, “A Wealth of Common Sense” 
blogger Ben Carlson lists nearly three dozen distinct U.S.
recessions dating back to the 1850s, with an average length
of 17 months. Some were considerably longer. We endured
a series of years-long recessions during the era of the Civil
War in the mid- to late-1800s. Then there was the Great
Depression from 1929–1939.1

It also helps to remember: Every recession has eventually 
ended, with economies and markets thriving thereafter. 
As Dimensional Fund Advisors shows us, one-, three- and 
five-year average cumulative returns after significant U.S. 
stock market declines dating back to July 1926 have all been 
positive, rewarding investors who placed their faith in future 
expected returns. Since markets are ultimately driven by 
the underlying growth in global commerce, we can expect 

similar aggregate performance moving forward in domestic 
and international markets alike. 

Consider these words of wisdom from one of the most 
experienced investors of all, Warren Buffett, in his 2012 
Berkshire Hathaway shareholders letter (emphasis ours): 

“Periodic setbacks will occur, yes, but investors and [business] 
managers are in a game that is heavily stacked in their favor. 
… Since the basic game is so favorable, Charlie [Munger] 
and I believe it’s a terrible mistake to try to dance in and out 
of it based upon the turn of tarot cards, the predictions of 
‘experts,’ or the ebb and flow of business activity. The risks 
of being out of the game are huge compared to the risks of 
being in it.”

6. You Can’t Change Others, But You Can Change Yourself.
When you’re in a funk, it doesn’t matter whether it’s due to
one or many unfortunate events, or “just because.” There’s
ultimately only one person who can change your mood:
yourself. The same is true for your response to recessions,
bear markets, and other external events standing between
you and your financial wellbeing. Life is filled with causes
and effects over which we have no control, especially with
respect to our investments. And yet, there are many small,
but mighty acts we can take to contribute to the positive
outcomes we wish to see in our homes, our nation, and the
world. We can manage our household budgets. We can show
up for work (or perhaps volunteer in retirement). We can
be loving family members, engaged citizens, and generous
donors to the causes we hold dear.

And, we can invest wisely. This means taking charge of your 
personal wealth by focusing on the drivers you can control, 
and ignoring the greater forces you can’t. For example: 

We can’t avoid recessions. But we can channel our inner 
Warren Buffett to look past today’s risks, and retain an 
appropriate amount of market exposure in pursuit of our 
long-term financial goals.

We can’t avoid bear markets. But we can avoid 
generating unnecessary losses by panicking and selling 
low in the middle of one. 

We can’t avoid inflation. But we can establish a 
thoughtful budget to track our income and spending, 
with a plan in place for making adjustments as warranted. 

Last and hardly least: It’s very hard to change the world. But 
you can always change yourself. Sometimes all it takes is a 
shift in sentiment to seize your next best move. As always, 
we’re available to assist with that in any way we can and be of 
service to you and your family. 

SIX WAYS A RECESSION RESEMBLES A BAD MOOD

1A depression is essentially a recession in overdrive. As President Ronald Reagan 
reportedly quipped: “Recession is when your neighbor loses his job. Depression 
is when you lose yours.”
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AN INTERESTING CONCEPT ON HOW WE THINK
I recently read an article about a concept that 
I was not aware of—“naïve realism”. Evidently, 
this concept has been studied since the early 
1900s. Naïve realism occurs because we find 
it hard to understand how other people can 
perceive material reality differently from 
us. Generally, we are good at pointing out 
the biases that influence other people’s 
opinions, and not so good at recognizing 
the subjective influences that affect our own 
biases. We may believe that others’ views 
or perceptions of the world are either “wrong” or “stupid”, 
because they differ from our own perceptions. In the current 
era of instantaneous mass amounts of information being 
made available to us through technology—televisions, smart 
phones, Facebook, internet, etc., we do not have to look too 
hard to find someone with similar biases that confirms our 
perception of almost any topic as being the correct one. This 
is one of the reasons that you find such polarization and 
conflict in how we deal with each other in the world today.

How do we deal with this? Awareness is one 
way to help to diminish the influences of 
naïve realism. If we can understand that not 
all of our perceptions are based on absolute 
fact and that our opinions are shaped by 
a multitude of influences, we might then 
be able to understand that people with 
differing opinions may not be “wrong” but 
just have a different perception of reality 
than us. Arguing with someone who has a 
bias that is different from ours is not going 

to get you anywhere with them, and they won’t appreciate 
you challenging their perception of reality. Instead, you 
should try to put yourself in their position of reality, and try 
to understand their point of view. You can explain where 
your perception of reality comes from rather than acting like 
your perception is the only objective viewpoint. Hopefully, a 
little more understanding and cooperation will help to make 
this world a better place in which to live and work with each 
other.

WHAT HAPPENS WHEN YOU FAIL AT MARKET TIMING
The impact of being out of the market for a short 
time can be profound, as shown by this hypothetical 
investment in the stocks that make up the Russell 
3000 Index, a broad US stock market benchmark. 
Staying invested and focused on the long term 
helps to ensure that you’re in position to capture 
what the market has to offer.

•  A hypothetical $1,000 investment made in
1997 turns into$10,367 for the 25-year period
ending December 31, 2021.

•  Over that 25-year period, miss the Russell
3000’s best week, which ended November 28,
2008, and the value shrinks to $8,652. Miss
the best three months, which ended June 22,
2020, and the total return falls to $7,308.

•  There’s no proven way to time the market—
targeting the best days or moving to the
sidelines to avoid the worst—so the evidence
suggests staying put through good times and
bad.

Missing only a brief period of strong returns 
can drastically impact overall performance.

1 In US dollars. For illustrative purposes. Best performance dates represent end of period (Nov. 28, 2008, for best week; April 22, 2020, for best month; June 22, 
2020, for best 3 months; and Sept. 4, 2009, for best 6 months). The missed best consecutive days examples assume that the hypothetical portfolio fully divested its 
holdings at the end of the day before the missed best consecutive days, held cash for the missed best consecutive days, and reinvested the entire portfolio in the 
Russell 3000 Index at the end of the missed best consecutive days. Frank Russell Company is the source and owner of the trademarks, service marks, and copyrights 
related to the Russell Indexes. 
Past performance is not a guarantee of future results. Indices are not available for direct investment. Their performance does not reflect the expenses associated 
with the management of an actual portfolio. Dimensional Fund Advisors LP is an investment advisor registered with the Securities and Exchange Commission. 
Investment products: • Not FDIC Insured • Not Bank Guaranteed • May Lose Value Dimensional Fund Advisors does not have any bank affiliates. dimensional.com



DEALING WITH MARKET VOLATILITY

Investments provided through Wealth Management Nebraska LLC, Registered Investment Advisor.

How have you been handling the downturn and volatility in the 
market lately?  What is your greatest fear? Your greatest fear might 
be losing everything. What is the likelihood of that happening? 
It is very likely that you might own thousands of different stocks 
in your investment portfolio. In order for you to lose everything 
would mean that all of those various companies that you own 
a portion of would have to all go bankrupt and out of business. 
That is very unlikely, and if it did happen there would be other 
circumstances going on at the time that would concern you more 
than just the value of your investments. For that to happen, there 
would probably have to be some sort of apocalypse.

The emotional cost of long-term investing is volatility in the 
market. We know that over time there will be ups and downs in 
the market. That is to be expected. The problem today is that we 
can be potentially bombarded on a minute-by-minute basis by 
news programming seeking to keep us stimulated by sensational 
news which is usually “negative” news. That is how they keep their 
viewers tuned in and watching the advertising that supports their 
programming.

The very reason that you hear us often talk about having a proper 
time horizon is that investing is for the long-haul not the short 
duration. None of us know how long the current downturn in 
the market will last, but we can be fairly confident that it will 
eventually pass. As long as you stay the course you will continue 
to be owning those stocks when they go up in value. That’s the 
beauty of long-term investing.

Let us know if you have any concerns or questions. We are here to 
help. Have a great Fall!

This material is derived from sources believed to be reliable, but its accuracy and the opinions based thereon are not assured. 
The articles and opinions in this publication are for general information only and are not intended to serve as specific financial, accounting or tax advice.
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