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Key Points to Remember 

 

 Time: Many stocks started major downtrends almost 2 years ago 

� Peak in breadth was mid 2007 

 

 Magnitude: S&P 500 dropped 45% high to low 

� On par with the biggest declines in market history 

 

 Valuation: Value Line price/earnings ratio is 10 (November 2008) 

� Reached about 20 in 2001 

� March 2003 low was 14 

� December 1974 it reached a low of 5 

 

 Fear: reached extremes in November 2008 

� Sentiment measures, VIX (volatility index)  

 

 Credit spreads are high 

� Fear of owning even high quality corporate bonds 
 
 

The Big Picture 
All the ingredients that have marked previous major bottoms are in 

place. 
It may just be a waiting game for stocks to improve. 

 

 



 
 

 



NYSE Returns 1929-1940
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S&P 500 Returns 1970-1980
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Ten-Year Stock Market Performance

(Rolling 10-yr CAGR)

S&P 500 Total Returns, 1926 through December 31, 2008
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This chart represents the rolling 10-year compounded annual growth rate (CAGR) of the S&P 500, 

with reinvested dividends.  Any point on the chart provides the 10-year CAGR to that date.  The long-

run average CAGR of the S&P 500 is represented by the horizontal line at about 12.5%.  Clearly, 

CAGRs go through long periods of expansion and compression.
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The QThe QThe QThe Q----RatioRatioRatioRatio    
Updated Dec. 12, 2008 

Q is a method of estimating the fair value of the stock market. It's defined as the 

total price of the market divided by the replacement cost of all its companies.   The 

concept was originally developed by economist James Tobin. More recently, it's been 

advocated by Andrew Smithers and Stephen Wright in their prescient book Valuing 

Wall Street. 

 

 



 

Advance/decline line buy 

(Jan 6th) is a major long-

term signal 



 

A good record of identifying major tops and bottoms 



 



 



 



 
 

 



Biggest Technical Challenge—Getting Through the Major Resistance Line 
 

 

A cyclical bull market 

has started? 


