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Crisis + Fear = Opportunity 

The world is a complicated place and the various pundits, politicians, 
prognosticators, and pollsters are all claiming to inject sound-bite "wisdom" 
into the mainstre.am media. Seemingly, now, perhaps even worse than. the 
tech bubble and 9/11, they're all invoking panic and fear. We hear terms like 
meltdown, crisis, and even depression uttered from the lips or written on the 
pages of blogs, newspapers, or radio and TV reporters. 

How do we make sense of all this? Can we make sense of it all? 

Forecasting market behavior is dangerous, especially with regard to the 
future. However inquiring minds can't help but ponder where events are 
headed. So we will try to accommodate the innate desire to glimpse the future. 
As such, our comments should be viewed to lie more in the realm of 
entertainment than accurate prognostication. Having said that, "where will 
the market go from here?" No one knows the future, but we can take educated 
guesses based upon past market history.

! 

The .market has been on a historic roller coaster ride. Daily moves of 3 percent 
or greater have become common place. The last time daily action was this 
volatile was in the bear market of the 1930's. 

The market has reached a point where it was/is extremely oversold on a 
short-term basis. Like a rubber band stretched to the limit, this condition 
typically leads to a fast and furious temporary rebound. Most of the time this 
rally is short-lived and prices retreat once again to test the lows at the bottom. 

Since this bear market began there have been four other instances of oversold 
extremes (November, January, March and July). Each time the market rallied 
only to eventually fade and see prices drop to new lows. As we embark on yet 
a fifth rally attempt, the question is whether the lows of October 6 th will hold. 
We suspect not. Our guess is that this rally will also fail, and once again 
prices will drop lower. However, we suspect that the next drop will mark the 
bottom for 2008. 



Why do we say this? What's our reasoning? There are two main reasons! 

1.	 The average bear market associated with recession (although a 
recession hasn't been declared yet, it's hard to believe one won't be) has 
dropped 40 percent over 12-14 months. On a closing basis, that is 
exactly where we are in the current market. Assuming the lows will be 
retested and fail, we see the market bottoming between 6,500 and 7,000 
on the Dow Jones sometime in November. 

2.	 The stock market has an interesting tendency to experience nearly all 
its gains in'the months from November to May. During the other four 
months it has on average lost money. Even in bear markets, the market 
has a tendency to climb during this seven month period. 

In summary, the damage to stocks has been severe, though no worse than the 
average bear market. Fortunately, there are several reasons to be optimistic 
that the worst of the decline is over. 

Over the past 65 years, almost all market losses (with the exception of the 
1930's), and some were as great as 55 percent, had turned into healthy gains 
by six months later. 
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