
Over the next few weeks I will provide detailed explanations of bear markets and 
recessions based on economic, fundamental and technical analysis and my extensive 
research and databases.

Bear Markets & Recessions

The traditional definition of a bear market is a 20% decline from a previous peak with a 
combination of broad-based market deterioration, with a negative backdrop of 
psychology, economic and corporate performance.

Since 1929 we have had 16 bear markets. Average decline post WWII = 28.87% 
(smallest = 21.2% in 1990, biggest 89% 1929) Average time to peak to trough = 11.69 
months (quickest = .76 years 1990, longest 25.2 years 1929). It take about 3 ½ years to 
reach the last peak.

Here is a table with data for all the bear market post WWII:

The declines in the market in yellow (1998, 1994, 1987…) were not associated with a 
recession. I do not consider them true bear markets.

Most bear markets are associated with a recession. By the time a recession is official 
much of the damage to stocks has already been done. 

Old definition – 2 quarters of declining GDP

Definition according to NBER - A recession is a significant decline in economic activity 
spread across the economy, lasting more than a few months, normally visible in real 
GDP, real income, employment, industrial production, and wholesale-retail sales. A 
recession begins just after the economy reaches a peak of activity and ends as the 
economy reaches its trough. Between trough and peak, the economy is in an expansion.

http://www.nber.org/cycles/recessions.html

http://www.nber.org/cycles/recessions.html


Here is a table of the bear markets and recessions going back to 1917.



Post WWII, most recessions and bear markets are associated with:

• High oil prices

• High inflation and interest rates which leads to a recession and falling earnings.

• High P/Es

• Problems with derivatives

Most recessions are caused by rising inflation that leads to the fed raising rates. This 
makes our economy and markets cyclical. The last cycle has brought to light some longer 
term structural problems, especially public and consumer debt.

The economy is not officially in a recession. Here is a look at GDP:

Also, corporate earnings are still expected to modestly grow. Here is a trend of earnings 
forecast for the Dow 30:



We can see that earnings peaked in 2006 and crashed in 2007, 2008. Earnings grew in the 
later part of 2008, and are expected to be about 12% higher next year. We are watching 
earnings’ forecasts for 2012; they have been coming down, but still not indicative of a 
bear market - yet.

I believe we are headed for a recession for the following reason:

• Too much global debt, especially public and consumer debt

• The euro-zone’s inability to solve their sovereign debt crisis

• Undercapitalized global banking system that could not handle another financial 
crisis. 

• The end of U.S. and monetary and fiscal stimulus, we are out of effective bullets 
to stimulate our economy

• Dysfunctional political system in the U.S. and the euro-zone

• Continued weakness in the real estate markets

• Continued high unemployment rates

• Lack of confidence in the markets, governments, job market

The next Special Report will focus on the 6 basic phases of bear markets.


