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One of the many functions of the technician on the investment scene is that of market his to-
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history and divides it into periods of bull and bear markets. Within each of these bull and bear mar
kets, he also attempts to identify intermediate and minor moves opposite in direction to that of the 
major trend. As one approaches this level, the definitions often become somewhat fuzzy and less 
precise. Nonetheless, they are, it has always seemed to us, an important part of the intellectual 
baggage a responsible market analyst brings to his work. 

When one looks at market history far enough in the past, the definitions of bull and bear 
markets become fairly clear and, in effect, a permanent part of the record. Very often, however, 
recent history is less clearly defined, and it is not until long after the fact that we can definitely 
identify a given market period as a bull market, bear market or something in between. Such is the 
case in the present instance, which, as we have been regularly noting, offers one of the more complex 
equity markets in recent memory. In attempting to classify it, however, we do have a few firm and 
and permanently fixed facts to work with. 

To begin with, the Dow-Jones Industrial Average is now down just a shade under 14% over 
a period of 160 trading days from December 31, 1976. If one cares to measure from the high of last 
September 21, the decline is 14.8% and is now 230 trading days long. This much, at least is unalter
able. 

Now, a decline on the order of magnitude of 14% can wind up as only one of two things 
when it is finally classified and catalogued by the market historian. It can be either an intermediate
term drop within the context of an ongoing bull market or it can be a part --- either a major or minor 

_ part --- of an ongOing major bear cycle. Here, then, is the dilemma. It remains uncertain at this 
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Let us examine the first possibility. A 14% bull-market correction, while not all that com

mon a phenomenon on an historical basis, still possesses ample precedent. As we hit the 14% level, 
however, we are approaching the maximum size for this particular species of market beast. If an 
intermediate-term correction, therefore, is all we are looking at, an end thereto should be approach
ing, regardless of whatever short-term horrors may be in store over the next few weeks. 

The only source of worry for the investor and portfolio manager, therefore, should be the 
possibility that, eight months to a year ago, we embarked on a new major bear cycle. It is thus 
worthwhile examining just how much paniC this particular prospect should engender at this particular 
stage of the game. The answer, if one looks at most recent history, is that the panic button should 
be pushed rather firmly. The two most recent bear markets were 1968-70 and 1973-74. Those little 
beauties took us down 36% and 45% on the Dow, respectively. A repetition at this point would take 
us to somewhere between 640 and 550, not a prospect to be regarded with tranquility. It is, there
fore, appropriate to ask whether most recent history is currently our most reliable guide. 

We are not so sure that it is. If one believes that a major cycle low occurred at the end of 
1974, then bear market definitions for that cycle are no longer valid. During the previous cycle, 
that of the 1950's and early 1960's, we were accustomed to use a 20% screen as a filter for bull
bea~ cycles. There were, indeed, identifiable bear markets during this period with corrections as 
small as 13%. Thus, if we are to use this period as our guide, the worst could be just about over. 

As we said above, we do not believe the 1968-74 experience is necessarily applicable in 
=. .... ~----- ~ - -~. --=- ----..:=- "_ .. - - --- -- ~ - ----,.-- ------ ""--...- _ .... ,.-
the present instance. Without in any way minimizing the extent of the technical distribUtion Wh ich 
has taken place over the past summer, it is quite clear that there exists no distribution on the order 
of magnitude that was beginning to take place a decade ago. The phenomenon of massive distribu
tional tops, following a protracted rise fueled largely by speculative expectations, is one that is 
notably absent today. It would seem, therefore, that investment action based on the presumption of 
massive vulnerability from current levels would be premature at best. 
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