March 30, 2015

The Long Equity Cycle – Stock Market Conditions – Part 3
Today’s commentary is the third and final installment covering our current thoughts about short and longerterm considerations regarding the U.S. equity markets. Our two previous releases outlined the following
observations about the U.S. stock market:




Short-term market timing (all-in or all-out equity market exposure in a portfolio) is extremely
hazardous to an investor’s well-being
Long-term bull/bear market cycles (secular trends) matter
Skewing portfolio exposure to equity markets (slightly higher or lower) due to recognition of secular
trends can be rewarding and shouldn’t be thrown into the same construct as market timing

Today we will outline the fact that, even during secular bull markets, cyclical (shorter term) bear markets can,
and will, occur. Rather severe temporary declines in stock prices have always accompanied secular bull
markets. These contra-trend price movements can be classified as cyclical bear markets.

Secular vs. Cyclical Bull/Bear Markets
Along with recognition of the long-term secular trends within major asset classes, wise investors understand
market trends can (and will) be interrupted at times, creating counter-secular events. Historically, these
interruptions have been meaningful as far as market activity and downside risk to market prices.
How have previous secular bull markets traded within their secular trends? Are there periods when the
market struggles? Of course. Stock prices – irrespective of secular or cyclical status, don’t move in
one direction all of the time. Below are cyclical – or shorter term – historical trading patterns of past
secular bull markets. Data provided by our friends at Ned Davis Research.
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It is interesting to note that the current secular bull market is unfolding in like fashion (timing and price
change) when compared to the previous three secular bull markets. The severity of the first substantial
price correction, which occurred in 2011 following the bottom in 2009, was in-line with the secular bull
which started in 1982. The magnitude of the 2011 correction was similar in severity and timing to not
only the correction in 1984, but also the stock price correction which occurred in 1924.
Is the current secular bull going to follow the script set forth by historical standards? Nobody knows.
But if this bull follows the historical script, investors shouldn’t be surprised to see a 10 – 20 percent
correction in stock prices occur sometime before mid-2016 (Which is the seventh anniversary of the
current secular bull market, according to the folks at Ned Davis Research).
Stock prices have risen for quite a long time since the last 10+ percent price correction, which occurred
in 2011. Looking at data going back to 1928 reveals the following trading trends:

Average Time Between Substantial Price Corrections
10+ Percent Corrections

20 percent Corrections

Historical Average

102 Trading Days

299 Trading Days

Current Number of Days
Since Last Price Contraction

880 Trading Days

1529 Trading Days

Last Occurrence

April 11, 2011

January 6, 2009

As can be seen, we are well over-due (based on historical averages) to experience a 10 – 20 percent
contraction in stock prices.
If this correction were to occur at this stage, we’d urge investors to treat it as a potential reason
to put additional resources to work within the equity market. Why? As was previously
highlighted, the average duration of previous secular bull markets has been 16 years. We are
now passing the sixth anniversary of the current secular bull market. This bull market, based on
historical standard, is still reasonably young and should have a long way to run prior to
ultimate exhaustion.

Portfolio Management Application
After all this data and historical retrospect, what should investors consider? Let’s summarize our
thoughts from above.
 Market timing over short periods is perilous work – investors shouldn’t pull all capital
from an equity market as short-term price trends are volatile and tend at times to be
rather random.
 Based on historical data, longer term secular “trends” can highlight when the vast
majority of positive returns occur.
 Our work shows that the U.S. stock market is experiencing its fourth secular bull
market since 1920. By our reckoning, the current secular bull started in 2009.
 Investor sentiment, trading, and equity market action is very similar to previous longlasting secular bull environments.
 On average, historical secular bull markets have lasted 16 years, with stock prices
rising by an average of 15 percent per year over that long period of time.
 Cyclical (shorter term) stock price contractions normally occur within secular bull
market uptrends. These price contractions have historically occurred during the second
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or third year of the secular bull and again between the fifth and seventh year. These
contractions can be very vicious at times, and short-term in nature (think of 1987 when
stock prices declined by more than 30 percent in less than 90 days).
Based solely on the calendar, the U.S. stock market is well overdue for a price
correction which may measure between 10 and 20 percent. It has been 1,515 trading
days since the last 20+ percent correction in stock prices whereas, historically, the
U.S. market has shown this type of correction every 299 trading days.

As can be seen from the above, we have conflicting statements. We urge investors to own U.S.
equities because of our perceived secular bull phase and the fact that being out of the market is a
loser’s game. On the other hand, we wouldn’t be surprised to see a 10 – 20 percent price correction in
stocks sometime in the not-too-distant future. We obviously are not aware when the 10 – 20 percent
price correction will occur, but we are confident it will occur.

Just for Fun
We have expressed our view in our just-completed trilogy that the U.S. stock market is experiencing its
fourth secular bull market since 1920. Below are some quotes from folks much brighter than I regarding
investing in the stock market:
“Invest at the point of maximum pessimism.”
John Templeton
“If you have trouble imaging a 20 percent loss in the stock market, you shouldn’t be in stocks.”
Jack Bogle
“Look at market fluctuations as your friend rather than your enemy. Profit from folly rather than
participate in it.”
Warren Buffett
“Psychology is probably the most important factor in the market – and one that is least understood.”
David Dreman
Many of you know, or have heard of, Warren Buffett. The other three gentlemen listed above, along
with Mr. Buffett, are considered among the “Market Royalty” in the United States over the last century.
Wise words from all.
We will be back next week.

William B. Greiner, CFA
Chief Investment Strategist
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FirstPoint TV
Market Insight
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P. S. Please feel free to forward this commentary to family, friends, or colleagues. If you would like us to add them to the list, please reply to this e-mail with
their e-mail address and we will ask for their permission to be added.
This commentary is limited to the dissemination of general information pertaining to FirstPoint Financial investment advisory services and general economic
market conditions. The information contained herein is not intended to be personal legal or investment advice or a solicitation to buy or sell any security or
engage in a particular investment strategy. Nothing herein should be relied upon as such. The views expressed are for commentary purposes only and do not
take into account any individual personal, financial, or tax considerations. There is no guarantee that any claims made will come to pass. The opinions and
forecasts are based on information and sources of information deemed to be reliable, but FirstPoint Financial does not warrant the accuracy of the
information that this opinion and forecast is based upon.
Opinions expressed are subject to change without notice and are not intended as investment advice or to predict future performance. * Past performance
does not guarantee future results. * You cannot invest directly in an index. * Consult your financial professional before making any investment decision.
FirstPoint Financial (“FPF”) is an SEC registered investment adviser with its principal place of business in the State of Kansas. FPF and its representatives
are in compliance with the current registration and notice filing requirements imposed upon registered investment advisers by those states in which FPF
maintains clients. FPF may only transact business in those states in which it is notice filed, or qualifies for an exemption or exclusion from notice filing
requirements. Any subsequent, direct communication by FPF with a prospective client shall be conducted by a representative that is either registered or
qualifies for an exemption or exclusion from registration in the state where the prospective client resides. For additional information about FPF, including fees
and services, please contact FPF or refer to the Investment Adviser Public Disclosure website (www.adviserinfo.sec.gov). Please read the disclosure
statement carefully before you invest or send money.
CONFIDENTIALITY NOTICE: The contents of this e-mail message, along with any attachments, are covered by state and federal law governing electronic
communications and may contain confidential and legally privileged information. The information is intended solely for the use by the individual or entity
named above. If you are not the intended recipient, you are hereby notified that any disclosure, copying, distribution or taking of any action or reliance on the
contents of this e-mailed information, including attachments, is strictly prohibited. If you received this e-mail in error, please immediately contact the sender
and delete the e-mail and any attachments from all of your computers. Nothing in this email is intended to provide any legal, accounting or tax advice. You
should consult an attorney, accountant or tax professional regarding your specific legal or tax situation.
To unsubscribe from the “FirstPoint Financial Weekly Market Commentary” please reply to this e-mail with “Unsubscribe” in the subject line, or write us at
4200 West 115th Street, Leawood, KS 66211
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