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The investment art-has hlways incorporated a number of separate disciplines, and one aspect 
thereof that has gained increasing attention as such a discipline has been called "market timing.-" 
It is probably not accidental that the investment community's interest in this subject began to 
emerge around 1974, shortly after most portfolio managers had been ravaged by the 1973-74 bear 
market, an experience which, hindsight revealed, could have been avoided by the simple process 
of fleeing from equities at some point in 1973. Market timing, as a distinct aspect of the investment 
art, has also been sanctified by the growing body of quantitative work lumped together under the 
heading of "modern portfolio theory." It is possible, using the sophisticated, performance-track-
ing teChniques developed as tools of this theory, to separate portfolio returns into those attribut-
able to success in forecasting the stock market and those attributable to astute selection of indi-
vidual portfolio components. 

There is nothing new about this, of course. An old bit of stock-market folk wisdom likens the 
behavior of stocks to boats in a river with a strong current. Each boat individually will benave 
in a manner differing from the others, but they will all be similarly affected by the action of the 
current, just as all stocks, whatever their behavior in relation to each other, will be affected by 
swings in the general market. Stock selection is thus an effort to choose the most powerful boat, 
whereas market timing is a judicious attempt to haul all one's boats out of the water when the cur-
rent gots too strong. 

Like all disciplines, market timing has developed its own set of protocols. One of these __ is the 
f'sct..,tha t a _fo suggest -that securities - - -
are , amply priced and that risk-return ratios might be more attractive in other areas is an effort 
likely to gain little notice. If one announces, however, that the Dow-Jones Industrial Average 
is likely to get to, say. 400, one is almost guaranteed a wide hearing. Thus, the past few years 
have been rife with apocalyptic visions of what is going to happen to the stock market. There has 
also been a hearty minority of seers willing to forecast dramatically higher prices for the Dow. All 
this has taken place in a market which, over the past three years or so, has done, in terms of 
averages. precisely nothing. When a particular area of investment management approaches the 
status of a fad, it often becomes practically worthless. This has been just about the case with 
efforts to "time the market" since 1976. 

Let us consider the history. The recovery from the 1974 lows to 1976, while selective, was con-
ventional. However, from September, 1976 to spring 1978, we had what amounted to a bear market 
in terms of the averages, coinciding with a rather strong upswing in secondary stocks. The mar-
ket started up again on a broad basis in March, 1978, only to be interrupted]:>y an intermediate-
term correction which erased almost all the gains over a period of a few weeks in the fall. 1979 
saw an almost exact repetition of the process. a long laborious upswing, followed by the "Saturday-
night-massacre" correction, which erased most of the gains. 

In this sort of environment, it seems to us, efforts at market timing have been somewhat less 
than productive. It was, we suppose, possible to "call" the 1976-1978 downswing, except that, 
in doing so, one missed the myriad of upside opportunities available in secondary stocks. It would 
have been theoretically desirable to avoid the corrections that occurred in the fall of 1978 and the 
fall of 1979. However. the sharp reversals which characterized the first, and the second one so 
far, made this sort of effort difficult at best from a practical standpoint. 

The period from 1974 to date, in other words, has been one in which it has been basically pro-
fitable to ignore efforts at market timing and concentrate on the selection of undervalued issues, 
especially those less well known. It has, ironically, been a period in which most professional 
investment effort has been directed in precisely the opposite direction. 
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