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Bear Bottoms

The market’s most recent plunge has brought new lows not seen since
1997, leaving shell-shocked investors wondering when and where
the bottom will occur.

When will this bear market end? This refrain is all too familiar these days, as investors
grapple with a series of new lows. With the major indexes having recently undercut
the lows set last November, many are hoping that we have finally reached the nadir of
this bear market.

But calling the timing of bear market bottom is not easy. Markets typically retest their
lows at least once, and false or double bottoms are not uncommon. What’s more, this
bear is indeed a bear. It is the product of a triple-whammy — a credit crisis, a housing
slump, and an economic downturn that gets grimmer by the hour — with no
improvements in sight.

Yet as history has shown, market cycles do not necessarily parallel economic cycles.
In fact, they have generally led them. Since 1949, bear markets have bottomed a
median of five months before recessions have ended, and eight months before
corporate earnings have troughed and unemployment has peaked.'
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Bureau of Labor Statistics. Past performance is no guarantee of future unemployment rate.
results. *S&P 500 companies.
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Portfolio Strategies

With stock markets down over 50% from their 2007 highs, investors across the globe
are feeling the pain. Clearly, today’s unique market environment warrants special
consideration.

* Don’t try to time the market’s bottom. Even the experts have a poor track
record here, and most predictions end up being proven wrong. For example,
many of the leading market gurus predicted that the S&P 500 would close out
2008 above 1500 — a far cry from its actual closing of 885.%

* In today’s volatile market, take a cautious approach until there is evidence
of a sustained improvement. The high volatility of the current environment
calls for caution on the part of investors. Now is probably not a good time for
radical changes in asset allocation or investment strategy, since there remains a
high degree of uncertainty about the future.

* But don’t necessarily wait for an improvement in all the economic
fundamentals before getting back in the market. As noted above, economic
recoveries tend to lag market recoveries, by five months on average. Some
economic indicators like unemployment can peak a full nine months or more
after the market had bottomed out. And while history is never a guarantee, it
does serve as a guide that the same will hold true this time around: prices will
likely bottom before the fundamentals start to improve.

* For those looking to position their portfolio for an eventual recovery,
consider cyclical stocks in “early-cycle” sectors. Early-cycle stocks, such as
those in the technology and transportation sectors, have historically
outperformed when an economic recovery is getting underway, as have small-
caps. Banks and other financial services firms have also tended to prosper in
the early stages of a recovery, but given the routing of this sector over the past
year and the fundamental changes now taking place, investors are urged to
exercise caution.

'Source: S&P Trends & Projections, February 2009.
*Source: USA Today, 2008 Predictions for the S&P 500, January 2, 2008.
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