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Though life can be hectic, we're here to meet with you any-
time. Let's take a moment to talk about your investments to
see that they're still on track with your goals. Call or e-mail
us at your convenience.
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Whether you get your news from the papers, television or the Internet,
you know how quickly the financial markets can change. Some days are
euphoric (a key economic report may bolster consumer confidence or a
company reports better-than-expected earnings for the quarter, igniting
market indexes). Other days, however, aren’t as sunny—and some of
them may be downright unnerving. So what are some of the possibilities
when an inevitable downturn occurs in the market?

An important piece of advice to keep in mind during a market slide is 
one you’ve no doubt heard before: Do not overreact. Even though your
instincts may be telling you to try to protect your investments by switching to
a more conservative approach or to liquidate your positions in hopes of
buying them back at lower prices when the worst is over (an approach
known as “timing” the market), it’s important to keep your emotions in
check—and your eyes on the long-term horizon. History tells us that over
the long run the stock market can be quite resilient. From wars to natural
disasters to economic meltdowns, the market has seen it all—and over
time has shown remarkable capacity to bounce back.

While it’s not always easy to maintain long-term perspective, overreacting
to events as they unfold may compound the damage—and you may end
up selling at the bottom or missing part or all of a subsequent market
recovery. To help protect against short-term volatility and the anxiety it
may create, together, we can help develop a diversified investment plan
that reflects your long-term goals and tolerance for risk. By reviewing 
the investment plan on a periodic basis, we can try to alter it as needs
change. At Smith Barney, our primary focus is ensuring that your wealth
continues to work hard for you day in and day out.

Past performance is no guarantee of future results. Diversification does not ensure against loss.

Looking Beyond 
Short-Term Volatility
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Recent economic and capital markets develop-
ments have contributed to a surge in stock-
market volatility, leading some investors to worry
that the odds of a recession have risen—along
with the risk of a significant market downturn.

Many investors are nervous because they assume an 
economic recession would lead to a decline in corporate
profits, which would likely push stock prices down.

It may sound like a plausible assumption. However, it also
could be wrong. The historical record suggests the link
between recessions and bear markets is not a tight one.
Over the past 11 recessions (as defined by the National
Bureau of Economic Research, a nonprofit research group)
the Standard & Poor’s 500 Index posted an average annualized
return of 12.1%—a percentage point and a half higher than
the index’s 81-year annualized return. All told, market
returns have been positive in seven of the past 11 recessions
(see table below).

Those results may seem illogical, given that recessions usually
are bad for corporate profits—and sometimes very bad.
Commerce Department figures show that corporate earnings
have fallen in all but two of the ten recessions since World
War II—with an average annualized decline of almost 10%.

Standard financial theory teaches that the price of a stock
should reflect the stream of earnings it is expected to 
produce. So, all else being equal, lower earnings should 
mean lower equity valuations and negative returns.

But all things are seldom equal. Other factors frequently
influence stock prices, even during recessions. These forces
can include:

• Inflation. Rapid price increases may create uncertainty
about the quality of corporate earnings—and the real value
of future earnings. This uncertainty can push down stock
prices. Conversely, if an economic slump slows inflation,
stock prices might rise, or at least not fall as much as they
would have fallen otherwise.

• Interest rates. The Fed typically reacts to a recession by
quickly lowering short-term interest rates. Long-term bond
yields often also decline. Lower rates increase the relative
attractiveness of equities, which can help offset lower earnings.

• Noneconomic shocks. Unexpected bad news, such as a war
or terrorist attack, can drive stock prices down, worsening
the impact of a recession. Good news like tax cuts, peace
deals or mergers can drive prices higher, despite a recession.

• Investor psychology. Sometimes markets rise and fall for
reasons that seem to have little or nothing to do with 
economic fundamentals. The 1987 bear market, for example,
occurred at a time when economic growth was accelerating.
It’s also important to understand that financial markets
tend to be forward looking. That is to say, prices are usually
influenced by what investors expect to happen, not what
has already happened.

Recessions and Bear Markets:
The Connection Isn’t as Close as You Might Think

Dow Jones Industrial Average: 1945 through 2007
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Periods before a recession often see a spike in market volatility,
as investors react to rising uncertainty about the direction of
earnings. In seven of the last ten recessions, profits also
peaked before the economy did, giving investors additional
reason to be cautious. By the same token, however, the market
often hits bottom and starts to recover before the economy
does—as investors begin to anticipate a rebound in earnings.

No Crystal Ball
While the stock market is forward looking, it isn’t psychic.
Many economic slumps widely anticipated by investors—
and reflected in stock prices—have never materialized, or 
as the Wall Street joke goes: The stock market has correctly
predicted ten of the last five recessions.

This unsteady relationship is illustrated by the chart to the
left, which shows the rise of the Dow Jones Industrial Average
since the end of World War II. (This is shown on a log scale,
meaning the vertical axis is based on percentage gains, not
points.) The gray bars in the background show the past 11
recessions and the red line segments mark the past ten bear
markets, defined as a drop of 20% or more from a previous
market peak.

As can be seen, bear markets and recessions often have
occurred in close proximity to each other—but there are
exceptions. Of the ten postwar bear markets, four occurred
entirely during periods of economic expansion, while another
(1946 to 1949) began at the end of one recession and hit 
bottom in the middle of another. Four recessions (1953 to
1954, 1957 to 1958, 1960 and 1980) were not accompanied
by bear markets at all, while the worst declines of the 2000
to 2002 bear market occurred after the recession had
ended.

There also isn’t any automatic connection between the depth
and severity of a recession and the corresponding intensity of
a bear market. The deep 1981 to 1982 recession, for example,
was accompanied by a relatively mild bear market, perhaps
because equity valuations were already depressed when the
recession started. The brief 2001 recession, by contrast, took
place in the middle of the deepest bear market since the
Great Depression, probably because equity valuations were
drastically inflated during the 1990s boom.

Conclusion
At this point, it’s impossible to predict whether the current
economic jitters eventually will lead to a recession—or how
the stock market would react if they do. Much would depend
on investor expectations about the seriousness of any down-
turn and their confidence in the long-term soundness of the
U.S. and global economies.

Past performance is no guarantee of future results, but history
suggests that recessions, like bear markets, are short-term
corrections in a longer-term rising trend. Investors who have
tried to second-guess the market—for example, by exiting
the stock market when they thought a recession was at hand
and jumping back into the market when they thought the
economy had hit bottom—often have been disappointed.

For most investors, the wisest course is to develop a long-
term investment strategy and stick to it, even during market
corrections and economic downturns.

Although the statements of fact and data in this report have been obtained from,
and are based upon, sources that the firm believes to be reliable, we do not guarantee
their accuracy, and any such information may be incomplete or condensed. All opin-
ions included in this report constitute the firm’s judgment as of the date of this report
and are subject to change without notice. This report is for informational purposes only
and is not intended as an offer or solicitation with respect to the purchase or sale of
any security. Past performance is not a guarantee of future results.

S&P 500 INDEX: This world-renowned index includes a representative sample of
500 leading companies in leading industries of the U.S. economy. Although the
S&P 500 focuses on the large-cap segment of the market, with over 80% coverage
of U.S. equities, it is also viewed as a proxy for the total market.

Performance results include all cash and cash equivalents, are time weighted and
annualized for time periods greater than one year and include realized and unrealized
capital gains and losses and reinvestment of dividends, interest and other income. The
volatility of the index used for comparison may be materially different from that of the
manager performance shown. Indexes are not available for direct investment. Index
returns consist of income and capital appreciation (or depreciation) and do not take
into account fees, taxes or other charges. Such fees and charges would reduce 
performance.

© 2008 Citigroup Global Markets Inc. Member SIPC. Smith Barney, Consulting
Group and Investment Advisory Services are divisions of Citigroup Global Markets
Inc. Securities are offered through Smith Barney. Citigroup Global Markets Inc. and
Citibank are affiliated companies under the common control of Citigroup Inc. Smith
Barney is a service mark of Citigroup Global Markets Inc. and its affiliates and is
used and registered throughout the world. Citi and Citi with Arc Design are trade-
marks and service marks of Citigroup Inc. and its affiliates and are used and regis-
tered throughout the world. Working WealthSM is a service mark of Citigroup Global
Markets Inc.

For most investors, the wisest course is to develop a long-term investment 
strategy and stick to it, even during market corrections and economic downturns.
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Between work, family, travel and other passions,
today’s on-the-go lifestyle can be exhilarating.
The downside of this fast-paced existence, however,
is that it’s sometimes difficult to keep up with
other areas of your life, especially your personal
finances. To stay on top of your finances in a way
that’s simple and convenient, consider using
smithbarney.com, a powerful online tool that is
free to you as a valued client of Smith Barney.

smithbarney.com provides immediate access to your finan-
cial accounts, allowing you to see how your wealth is work-
ing for you, 24 hours a day, seven days a week. Log on to
smithbarney.com to do any of the following:

• View your portfolio

• Pay your bills (use your FMA® to schedule one-time or
recurring payments, track payment status, avoid dupli-
cate payments or search for past payments)

• Research securities (access fundamental equity research
on the hundreds of U.S. companies covered by Smith
Barney’s research division, along with at least one source 
of third-party research on those same companies)

• Receive your monthly statement online (and save a
tree or two)

You also can customize your own home page, so you
decide what you see when you log on, which services you
want to use and how you prefer to invest, making your
online experience as individual as you are.

What’s more, you still have access to the advice and 
guidance of your trusted Financial Advisor whenever you 
are ready to tap into the investment expertise of Smith
Barney. In fact, you can view your account information with
us as we speak on the phone, send and receive e-mail 
messages including confidential document attachments 
or visit our personal website.

smithbarney.com gives you all the power of the Internet,
all the knowledge of your Financial Advisor and all the 
flexibility you want—all in one place. To sign up for this
complimentary service, go to smithbarney.com and com-
plete the online registration form. You’ll be viewing your
accounts online the same day. For more information, talk 
to us or phone the Client Service Center at 1-800-221-3636,
24 hours a day, seven days a week.
FMA® is a registered service mark of Citigroup Global Markets Inc.

smithbarney.com: 
Your Financial Life at Your Fingertips


