
 

September/October 2009 

 

 www.ciovaccocapital.com 

Post Recession Results Favorable 

On September 15, 2009, Federal Reserve Chair-

man Ben Bernanke said the current recession is 

òvery likely over.ó As depicted in Chart 1, the two 

year period following the end of recessions tends 

to produce favorable investment outcomes for 

investors.  In nine out of the last ten cycles when 

recessions came to an end, the stock market had 

already climbed above its 200-day moving average 

giving technical confirmation to an improving fun-

damental outlook (the exception was 2001).  Point 

B in Chart 1 would hypothetically occur in July of 

2011. With 2009 year-end approaching fast, Table 

1 shows the marketõs performance during the first 

five months following the end of a recession.  If we 

assume the 2009 recession ended on July 31, 

2009, five months would correspond with Decem-

ber 31, 2009. 

Composite performance 315 trading days after the 200-day moving average 

turned up following declines of 35% or more. Using  prior declines lasting at least 

515 calendar days.  Five cases meet the criteria since 1929; following the lows in 

1932, 1942, 1970, 1974, and 2002.  Composite below is the average path of 

the five cases cited after the 200-day moving average turned up, NOT from the 

market bottom. 

Chart 1 - Two Years Following Recession  

Asset Class Outlook  

Chart 2 - Similar Bears:  After The 200 -Day Turned  

Composite stock market performance two years after the end of historical re-

cessions. Assumes 2009 recession ended on July 31, 2009 (Point A) with the 

S&P 500 Index trading at 987. Historical recessions ending in 1949, 1954, 

1958, 1961, 1970, 1975, 1980, 1982, and 1991 (excludes 2001).  
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The Marketõs Percentage Gains Can Be Misleading 
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Table 2  -  Buy -and-Holders Still Way Down  

When investors hear about the eye-popping percentage 

gains off the March 2009 lows, they feel they have 

certainly missed the boat or that they would have been 

better off in a buy-and-hold mode since the October 

2007 highs.  Table 2 may help clear up some of the 

misconceptions about buy-and-hold.  Despite the 50% 

plus gains off the March 2009 lows, a buy-and-hold 

investor in the S&P 500 Index STILL needs to make 

48.8% to get back to BREAK EVEN relative to the Octo-

ber 2007 highs.  When the annual returns for 2009 go 

into the history books, the huge rally off the March lows 

will slowly fade into history as similar rallies have in 

1932, 1938, 1942, 1974, and 2003.  The annual re-

turn record will post a much more reasonable and easy 

to grasp gain for the S&P 500 (should the rally hold up 

as history suggests). 

Economic Conditions Were Far Worse In 1937-1938 

Table 3  -  Comparing Difficult Economic Periods  

While the decline of 49%, which occurred in the Dow from March of 1937 to March of 1938, only took 386 days to unfold 

(vs. the 517 days in 2007-2009), it still represents a similar situation to the current day.  If we followed a similar path to 

1938 from the turn of the S&P 500õs 200-day moving average on July 29, 2009, the S&P 500 Index would peak at 1,121 

on December 3, 2009. In a September 1, 2009 opinion column in the Wall Street Journal, Allan H. Meltzer, a professor of 

economics at Carnegie Mellon University, presented Table 3 below, which illustrates a dire economic situation in 1937-

1938.  From an economic perspective, 1937-1938 was much worse than our current experience. 

* 2009 recession has not yet officially been declared to be over 
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S&P 500 Index (2008 -2009):  As of 9/15/2009, the S&P 500ôs 200-day moving average stands at 889, which is 
18% below the current value.  History shows that in the early stages of a new bull market a significant pull-

back toward the 200 -day may not come for several months (see next three graphs).  

July 10, 2009  

A Significant Correction Back Toward The 200-Day Moving Average May Not Come For Several Months 

In the context of an established and on-going bull market, it is common for traders and value investors to look for a pullback 

toward the 200-day moving average as a logical entry point for new purchases.  What may be frustrating them in the current 

environment is that new bull markets, especially after significant bear markets, may not correct back toward the 200-day for 

an extended period of time.  As shown in Table 4, in four similar instances, a significant pullback did not occur on average until 

270 calendar days after the original cross of the 200-day moving average.  Table 5 uses the S&P 500õs July 10, 2009 cross of 

the 200-day to estimate hypothetically when a pullback might begin, assuming the market behaves in a similar manner rela-

tive to history.  A typical path in 2009-2010 may not produce a significant pullback toward the 200-day until the spring of 

2010. 

Table 4  -  Historical Pullbacks Toward 200 -Day Table 5  -  Hypothetical 2009 -2010 Pullbacks  

Chart 3  
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S&P 500 Index (1970 -1971):  It took 216 calendar days for a significant move back to the 200 -day after the 
market broke away from the 200 -day in September 1970.  

Sept. 25, 1970 

April 29, 1971  

Dow  (1942-1943):  It took 372 calendar days for a significant move back to the 200 -day after the market 
broke away from the 200 -day in July of 1942.  

July 6, 1942  

July 13, 1943

A Significant Correction Back Toward The 200-Day Moving Average May Not Come For Several Months (cont.) 

Chart 5  

Chart 4  

Visit and bookmark CCMõs Short Takes, which is updated regularly on www.ciovaccocapital.com 
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April 11, 2003  

March 4, 2004  

S&P 500 Index (2003 -2004):  It took 328 calendar days for a significant move back to the 200 -day after the 
market broke away from the 200 -day in April of 2003.  

S&P 500 Index (1974 -1975):  It took 165 calendar days for a significant move back to the 200 -day after the 
market broke away from the 200 -day in January 1975.  

Jan. 31, 1975 

July 15, 1975  

A Significant Correction Back Toward The 200-Day Moving Average May Not Come For Several Months (cont.) 

Chart 6  

Chart 7  

Visit and bookmark CCMõs Short Takes, which is updated regularly on www.ciovaccocapital.com 



 

(1982-1994):  Stocks Can Go Up During A Banking Crisis  
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Chart 8: S&P 500 (1982-1994):  While 2,335 FDIC-Insured  

Financial Institutions Failed, The S&P 500 Went Up  274%  

Source: FDIC 

Many market observers are justifiably con-

cerned about numerous problems facing the 

banking and financial sector.  In todayõs tight 

credit environment, concerns center around 

the large number of commercial real estate 

loans that are coming due in the next 18 

months.  More banks are going to fail ð that 

is a given ð and many more are going to run 

into trouble.  During and in the aftermath of 

the savings and loan crisis of the 1980s and 

mid 1990s, literally thousands of FDIC-

insured institutions failed (see the FDICõs 

table above).   Similar to todayõs environment, 

many of the problems with the savings and 

loans were known problems that took years 

to work through.  Since the financial markets 

understood most of the issues before they 

resolved themselves, stocks were able to gain 

274% while over 2,300 banks failed in the 

period of 1982-1994 (See Chart 8 to right). 

2009:  Banking Problems Remain 

2,335 FDIC-insured 

financial institutions 

failed in the period 

1982-1994. 

Table 6  



 

1974-1975 and 2000-2002 May Offer The Best Insight 
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As shown in Table 7, the 1970s experienced 

market leadership that is quite similar to our 

experience since the March 2009 lows.  The 

marketõs performance after the 2000-2002 

bear market offers similarities in the form of 

aggressive central bank policy, a weak recovery 

in terms of job creation, and low inflation.  Ta-

bles 8A and 8B present the results of studying 

false rallies in the periods of 1974-1975 and 

2000-2002.  The maximum number of days the 

market was able to stay above its 50-day mov-

ing average during a bear market (or false) rally 

was 73 calendar days.  In 2009, the S&P 500 

last crossed its 50-day on 7/10/2009, which 

means it passed the 73 day mark on 

9/22/2009. In the periods of 1974 -1975 and 

2000-2002, the maximum number of days the 

market was able to stay above its 200-day mov-

ing average during a bear market (or false) rally 

was 25 calendar days.  The current rally is well 

past that benchmark with 9/22/2009 marking 

day 70 of the S&P 500õs stay above its 200-

day.  Using these parameters, the current rally 

looks more like a new bull market rather than a 

bear market rally. 

Table 7: Average Annual Returns (1971-1976) 

Table 8A:  False Rallies (1974 -1975) and (2000-2002) 

Table 8B:  False Rallies (1974 -1975) and (2000-2002) 

Negative Sentiment and The òDeath of Equitiesó 

With the Dow trading at 880 (yes, 880) in August of 1979, BusinessWeekõs cover story announced the 

òDeath of Equities,ó which is often referenced as òtheó example of contrary indicators / negative sentiment.  

The Wall Street Journal provided some contrarian support for stocks when it published òRethinking Stocksõ 

Starring Roleó on September 2, 2009. 



 

The NADSAQõs Monthly Chart (1995-2009) Recently Had A Bullish Cross (EMA 10 > EMA 16) 
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The Bond Market Is Not  Necessarily Disagreeing With The Stock Market 

Moving average crossovers can help 

us monitor possible changes in 

mass psychology.  The NASDAQõs 

10-month exponential moving aver-

age (EMA ð see red line in Chart 9 

to the right) recently crossed its 16-

month simple moving average (MA 

or SMA).  Since late 1994, this cross 

has coincided with changes in the 

long-term primary trend.  The recent 

cross adds to the evidence backing 

a sustainable change in trend rather 

than a shorter-term head fake. 

Talking heads often refer to the ominous and conflicting signals being flashed by the bond, stock, and gold markets.  The thinking is 

that one market has to be right and one market has to be wrong.  Stocks, bonds, and gold, as shown below, can all move in the 

same direction for long periods of time.  The graph below covers a period of over two years in a similar environment to what we have 

today ð low inflation, low interest rates, an expectation of rates staying low, and an improving economic climate.  

Gold 

Treasury Bonds 

S&P 500 

Chart 9  

Chart 10  
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Monthly charts can help us focus on the 

long-term trend while removing some of 

the day-to-day noise.  The monthly chart of 

the U.S. Dollar Index shows that we re-

main below the lows made back in 1992, 

1995, and 2004.  The oscillators also 

show the potential for more downside 

over the coming months (see green cir-

cles).  Countertrend rallies should be ex-

pected in any market, including the dollar.  

MONTHLY CHART 

Chart 11:  U.S. Dollar Index  Dollar May Have Further Downside 

Dollar Weakness Supports Risk  

The U.S. Dollar Index (dollar) recently 

made new lows for 2009. Generally 

speaking, a weak dollar supports com-

modities, non-U.S. assets, and commod-

ity-related currencies. As of 9/24/2009, 

Chart 11 does not indicate an impending 

shift in the primary downtrend for the 

dollar. The dollarõs monthly chart sup-

ports the continuation of bullish primary 

trends in risk assets. There is nothing in 

Chart 11 which points to an imminent 

reversal in global stock markets. Trends 

are always subject to change, but there 

is no need to guess or forecast concern-

ing a possible reversal ð it is better to 

wait for evidence of a change or impend-

ing change. We assume we will get more 

of the same until we see significant evi-

dence to the contrary, which means 

more than a normal countertrend rally. 

Numerous fundamental problems, in-

cluding ever-increasing U.S. budget defi-

cits, also support a weaker dollar over 

the longer-term. 

Low Interest Rates Encourage Savers To Invest 

According to Bankrate.com, the average one-year CD is paying 1.71%.  Low rates have 

savers looking for alternatives in the form of stocks, bonds, commodities, and real es-

tate.  The Fed understands this, and wants savers to help them drive asset prices back 

up.  If home values rise, it helps the Fed with the banking crisis.  If mortgage-backed 

securities increase in value, it helps balance sheets around the globe.  If 401(k)s con-

tinue to rise, consumers will feel better about consuming. 

The 1980s Double-Dip Does Not 

Compare Well With 2009 

While double dip recessions are possi-

ble, they are rare.  The 1980 case is 

often cited as a possible model for 2009

-2011.  The first dip in 1980 lasted only 

six months.  Our current recession proba-

bly lasted nineteen months, assuming it 

ended in July 2009.  Significant factors 

in the second dip, which occurred in 

1981-82, were high inflation and rising 

interest rates.  Annual CPI inflation was 

11.3% in 1979, 13.5% in 1980, and 

10.3% in 1981.  Annual inflation was 

2.8% in 2007, and 3.8% in 2008.  2009 

CPI inflation has been negative YTD.   In 

1979, the Federal Funds Rate was  

The 1980s Double-Dip (Continued) 

between 10% and 15%, in 1980 between 8% and 20%, in 1981 between 12% and 20%.  

In 2009, the target Federal Funds Rate is between 0% and 0.25%.  High inflation during 

1980-1982 hurt profit margins.  Rising interest rates from 1979 to 1981 constrained 

growth and consumption.  While 2009 has its own set of significant challenges (like 

excess capacity), neither high inflation nor high interest rates are among them. 



 

Gold Bullish, But Not Wildly So 
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Chart 13:  Gold (2007-2009) -  Bullish Pattern 

Chart 12:  Goldõs Ascending Triangle 

Chart 12 (below) has a bullish formation in 

the form of an ascending triangle (pink lines).  

However, the short stays on the bullish end of 

the triangle (red arrows) and clustering near 

the bearish end of the triangle (red boxes) 

indicate that more basing may be needed 

before a really big move in gold can occur.  

The red arrows show a lack of conviction by 

the bulls when prices get high ð traders are 

quick to sell.  The clustering in the red boxes 

does show buying support at lower levels, but 

not enough to move rapidly away from bar-

gain prices.  Typically, we would also like to 

see a breakout from an ascending triangle 

occur in the first 2/3rds of the triangle, which 

is not the case in 2009.  These are not bear-

ish indications for gold, based on conditions 

as of September 25, 2009. They are not jump 

up and down bullish either.   Chart 13 (right)  

highlights a second bullish chart pattern in 

the form of an inverted head-and-shoulders 

bottom. If gold can close above 1,034 for two 

or three days, accompanied with very strong 

volume in the GLD ETF,  then our (see above) 

confidence in the probability of a larger move would increase greatly.  With the 

economy saddled with excess capacity from factories to hotel rooms, goldõs rela-

tively tame behavior is not all that surprising in the short-to-intermediate term.  In 

fact, gold may be giving the Fed a little more leeway relative to their exit strategies 

concerning numerous stimulative programs and practices.  Stimulative polices and 

low CPI inflation may provide an ongoing environment for asset inflation. 



 

Breadth Remains Supportive Of Gains 
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When stocks were making new highs in mid-September, the NYSE New High / New Low Index (highs minus lows) also made a new 

high (Chart 14).  The current rally remains broad-based which is indicative of a healthy market.  The S&P 500 Index is shown in green. 

Similarly, in mid-September, 94% of the 500 stocks in the S&P 500 were above their 200-day moving average (Chart 15). 

Chart 15:  S&P 500  Stocks Over 200 -Day MA  Chart 14:  NYSE New High  -  New Low Index  

Stocks Can Rise As Unemployment Increases 

In a consumer driven economy like ours, it is reasonable to be concerned about rising unemployment.  However, it is possible for 

stocks to gain as unemployment rises.  While far from typical, the S&P 500 gained 58% in 1989-1992 as the unemployment rate 

rose from 5.26% to 7.49%. 

Chart 16  
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If you read Bloomberg stories regularly, you will be familiar with 

recent references to specific markets having the highest valua-

tions since 2002 or 2003.  For example, a September 17, 

2009 Bloomberg article points out that the recent gains in the 

Dow Jones Stoxx 600 Index have driven valuations to 46.8 

times profit, the highest level since 2003. At the end of reces-

sions stocks turn before the economy, and hence, stocks lead 

earnings.  As economic conditions improve, earnings pick up 

which brings down valuations.  As Chart 17 shows (right), in-

vesting in the Stoxx 50 at high valuations in 2003 turned out to 

be a good move. From a September 17, 2009 Bloomberg arti-

cle, òValuations in the S&P 500 rose to about 19.3 times the 

reported earnings from continuing operations of its companies 

as of Sept. 11, the highest level since June 2004, according 

weekly data compiled by Bloomberg.ó Chart 18 shows the S&P 

500 gaining 40% after beginning from high valuations in June 

of 2004. 

òValuations Are The Highest Sinceéó Chart 17: Stoxx 50 (2003 -2007) 

Chart 18: S&P 500 Index (2004 -2007) 

Technical Leaders Are Also The Leaders In Economic Growth 

When we look at the accompanying GDP table, it is not surprising that emerging 

markets bottomed in November of 2008 while the S&P 500 did not find its footing 

until March of 2009.  Investors tend to follow growth.  Many leaders of the current 

bull market found a bottom well before the S&P 500 (a laggard). 



 

Stocks Can Go Up When The Baltic Dry Index Is Falling 
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May 19, 2003  to July 31, 2003 April 13, 2005 to May 9, 2006 

October 10, 2005 to May 9, 2006 June 3, 2009 to September 11, 2009 

The Baltic Dry Index (shipping) is often used as a way to monitor economic health.  The rationale is that when shipping is in de-

mand then goods must be moving though the economy.  All things being equal, it is better for stocks when the Baltic Dry Index is 

healthy.  However as the graphs below show, the S&P 500 and the Baltic Dry Index do not always move in the same direction.   

Copper went up 492% during  

the last reflation (2002-2006) 

Gains Can Be Bigger Than Expected In New Bull 

To offset the òtoo far, too fastó argument for markets having 

limited upside from present levels, we should remember cop-

per went up almost five-fold in the last period of low inflation, 

easy Fed policy, and improving economic conditions.  Dow 

rallies off bear market lows have also been hard to compre-

hend in the past ð 94% in 1932, 121% in 1933, 60% in 1938, 

and 76% in 1974. 

S&P 500 

S&P 500 

S&P 500 
S&P 500 
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