
The Anatomy of Major Bull and Bear Markets 
 

Defining a bull or bear market isn’t easy and it’s certainly not clear-cut. Opinions differ on the way to 

measure the start and end of a market cycle and that leaves lots of room for creative interpretations 

about what’s going on in the market at any given point in time. 

I may not be the final authority on this, but I’ve been studying the market for more than 30 years, and I 

believe my approach to measuring these market cycles is practical and useful for teaching purposes. 

The most commonly used definition of a bull or bear market is a move of 20% from high to low, or low 

to high. But how does one decide what the highs and lows are? Do you include dividends? Do you adjust 

for inflation? 

Here is how I define bull and bear markets. 

The “real” high is the inflation-adjusted high water mark, including dividends, at any point in the 

continuum of historical stock prices. The “real” low is the inflation-adjusted, dividends included, low 

water mark following the previous high water mark. 

If this seems like nit-picking, let me explain why I think it’s important for investors to understand these 

nuances in defining bull and bear markets. 

The first point is whether or not to include dividends, which account for the difference between “price 

only” returns and “total” returns. I choose to include dividends because dividends have a significant 

impact on the actual returns that are captured by investors. Excluding dividends would be like excluding 

the interest payments on bonds and only measuring bond market returns on the basis of the change in 

their prices. 

The second point is whether or not to adjust prices for inflation. I choose to adjust for inflation because 

the purpose of investing is to increase purchasing power. It does no good for an investor to double her 

account value in an inflationary period, if her purchasing power doesn’t increase concurrently.  

The third point is how to deal with 20% market moves that don’t create new highs or lows. This happens 

frequently in the market. For example, after the market crash of 1929, there was a sharp rally beginning 

in 1932 and lasting until 1937. The market tripled in value over this five year period. It’s hard not to call 

this a raging bull market.  

But when this rally topped out, it was very far short of the previous high reached in 1929. This is an 

extreme example, and many market historians consider the 1932-1937 period to be one of the best bull 

markets of all time. 

I understand that, and I respect it. But I disagree on the basis of my real total return method of 

measuring bull and bear markets. Nevertheless, I will include the 1932-1937 market period as a bull 

market with the caveat that it would take many more years for the market to regain its 1929 high water 

mark. In fact, it took until 1958. Could this happen again? Of course, but it’s not very likely. 



With these definitions out of the way, let’s proceed with the task at hand, which is to observe each 

significant bull and bear market, in order to put some context to what we are witnessing in the market 

today. As Yogi Berra so elegantly put it, “You can observe a lot just by watching.” 

 

THE BULL MARKET OF 1921-1929:  THE ROARING 20S 

 

 

 

 

 

 

 

 

 

 

 

1921 was a great year to begin investing in the stock market. World War I had ended, and the soldiers 

who were fortunate enough to come home in one piece would go on to build the foundation of the 

Industrial Revolution. 

During the war, stocks had been reduced to prices that were beyond cheap. Anyone who had cash to 

invest in 1921 would be hitching their wagon to one of the greatest bull runs in history. 

When this magnificent bull market finally topped out in September 1929, it had risen almost 5-fold and 

stocks were trading at a 100% premium to their fair value. For eight glorious years, the market went up 

an average of 20% per year.  

Picking stocks in this bull market was like shooting fish in a barrel. Everything went up, or so it seemed. 

Cab drivers, bartenders, and shoe-shine boys all had hot stock tips for their customers. Everybody was 

making money… until the bill finally came due in September of 1929. 

But few investors recognized the scope and scale of the stock market bubble as it was inflating. Lurking 

just ahead was the worst bear market in history. The Crash of 1929 wiped out 90% of the value of the 

market and led to the Great Depression. It would take 29 years for the market to reclaim its inflation-

adjusted high water mark reached in 1929. 
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THE GREAT CRASH OF 1929 

 

 

 

 

 

 

 

 

 

 

 

When the Roaring Twenties were winding down, the stock market had finally reached its peak. In 

September 1929 the market began the worst slide in its history, not stopping until it was down fully 79% 

from the top.  

The decline was relentless. Wave after wave of selling overwhelmed all attempts to stop the carnage. By 

mid-1930, investors realized that the game was over. From that point forward, it was a seller’s market 

and buyers who dared to venture into the bloodbath that was unfolding were quickly dispatched to the 

bread lines and soup kitchens that had sprung up around Wall Street. 

The crash of 1929 was so bad, it motivated some Wall Streeters to jump out of windows to find relief 

from the financial pain they were suffering. Never in history, before or since, have we seen such drastic 

steps taken by investors who had suffered losses so devastating that they chose to end their lives.  
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 THE BULL MARKET OF 1932-1937 

 

 

 

 

 

 

 

 

 

 

 

There are a few notable ways that the bull market of 1932 stands out from other major bull markets. For 

one thing, it was the pace at which stocks moved from undervalued to overvalued. Stocks were dirt 

cheap in 1932. This dramatic undervaluation was the spark for one of the most explosive rallies in stock 

market history. 

In the summer of 1932, investors had lost all confidence in the stock market. Many were completely 

wiped out, and most had lost half or more of their money. By 1932 there were hardly any sellers left to 

push prices any lower. This lack of sellers created an opportunity for those who were fortunate enough 

to still have money, to begin picking through the rubble to find bargains.  

For the next 5 years the bargain hunting buyers ruled the market. There was virtually nobody left to sell, 

and so prices had nowhere to go but up. And up they went. By the time this rally topped out in 1937, 

new fortunes had been made and a new class of fat cats was born. 

And then the music stopped. What came next was a second leg down in the Great Crash of 1929. 
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THE “MAKE THE RUBBLE SHAKE” BEAR MARKET OF 1937 

 

 

 

 

 

 

 

 

 

 

 

The bear market rally of 1932-1937 ended with a bang. The newly designated market mavens who had 

taken advantage of bargain-basement prices in 1932 were now faced with a difficult decision. Should 

they hang on to their fat profits, or jump ship?  

Most chose to ride out what they believed to be just a temporary interruption in the grand rally that had 

increased their wealth considerably. But they were wrong to do so. By the time this leg down was over, 

the bargain-hunters of 1932 had lost everything they gained, and then some. 

At this point, we had two generations of investors who fled the market for good. The first was the 

Roaring Twenties crowd, and now we had the newly wealthy speculators who were forced to join the 

rest of the crowds lining up for bread and soup and hoping for government jobs to salvage what they 

had left of a nest egg. 
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THE WORLD WAR II HAPPY DAYS ARE HERE AGAIN MARKET 

 

 

 

 

 

 

 

 

 

 

 

Just when everyone thought that things couldn’t possibly get any worse… they did. December 7, 1941 – 

a day that will live in infamy – marked the beginning of World War II and the start of the longest bull 

market in history.  

It’s a sad fact of life, but war is good for the economy. Well, at least it was in 1942. As the U.S. 

manufacturing industry geared up for war, production skyrocketed, and a nation pinned its hopes and 

aspirations on Franklin Delano Roosevelt.  

The war effort created a boom in manufacturing and the economy began to lift out of the depths of the 

Great Depression. When the war ended, Roosevelt enacted what he called the New Deal, which 

promised to put a chicken in every pot and a car in every driveway. His vision was bold, and it worked. 

He created jobs programs, a social safety net, and strict banking regulations that helped put the U.S. 

economy of firmer footing for the next 24 years. 

Happy days were indeed here again, and people returned to the stock market in droves. The rally of 

1942 did not stop until 24 years later in 1968.  
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THE SOCIAL UNREST AND OIL EMBARGO MARKET 

 

 

 

 

 

 

 

 

 

 

 

By the time the rally of the ‘40s and 50’s came to an end, the country was divided about where we 

should be headed in the future. Students began protesting the war in Vietnam, and the Summer of Love 

turned into the winter of hate as the younger generation battled with the establishment for control of 

policy.  

Watergate cast a pall over the landscape, and shortly thereafter the Oil Embargo created gas lines and 

accelerating inflation. The economy was struggling, and the stock market reflected it. It wasn’t until 

1982 that people began to settle down, and a new age began to emerge. 

 

THE GORDON GEKKO GREED IS GOOD MARKET 
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“Greed, for lack of a better word, is good. Greed is right. Greed works. Greed captures the essence of 

the evolutionary spirit. ” So said Gordon Gekko, of Wall Street fame, played by Michael Douglas. 

And for the period of 1982-2000 he was right. Greed worked. But market history tells us that all periods 

of excessive greed end badly, and this period was no different. By the time the Gekko market peaked in 

2000, investors were paying exorbitant prices for tech startups that had no earnings, no sales, and 

nothing to offer but the promise of “clicks” or “eyeballs.” That’s what investors craved, and that’s why 

the 2000 tech bubble happened. 

Then came one of the saddest periods in the history of America. Fallout from the tech bubble bursting 

created a recession in late 2000. Shortly after that, 9/11 happened. The market was closed for several 

days, and when it reopened it crashed, as most investors knew it would. It would take until 2003 for the 

market to claw its way back to pre-9/11 levels. 

 

THE BURSTING OF THE TECH BUBBLE 

 

 

 

 

 

 

 

 

 

 

 

The period of 2000-2003 was very dark. The bursting of the tech bubble; Enron; Worldcom; 9/11; the list 

goes on. Once again, investors fled the stock market in droves. An entire generation of investors would 

not return until 2010.  
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THE HOUSING AND MORTGAGE BUBBLE 

 

 

 

 

 

 

 

 

 

 

 

In the aftermath of the tech wreck of 2000, the Federal Reserve decided that the best way out of that 

crisis was to lower interest rates to 1% and keep them there as long as it might take. Bond investors 

around the globe who depended on much higher rates, began scouring the world for securities that 

would offer more than 1%.  

Wall Street stepped happily into the breach and created a class of new securities that were based on 

home mortgages. So intense was the demand for these securities that mortgage bankers began to 

invent higher and higher risk mortgages. No income? No problem. Just sign here and we’ll give you a 

$200k loan to buy that $1 million dollar house. 

In hindsight, of course, it was all a house of cards that could not possibly be sustained. When the dam 

broke with the fall of Lehman Brothers, the global economy nearly collapsed.  

 

 

 

 

 

 

 

 

1000

1250

1500

1750

2000

F-03 A-03 F-04 A-04 F-05 A-05 F-06 A-06 F-07 A-07

S&P 500 Real Total Return 2003-2007



THE GLOBAL FINANCIAL CRISIS OF 2008 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The first domino to fall was the market for sub-prime mortgages. Next was a couple of mortgage funds 

managed by Bear Stearns. Soon after was the bankruptcy of a few high-profile European lenders who 

had stuffed their balance sheets with too much of these toxic mortgage securities. 

 

Then the other shoe dropped. After bailing out several banks and brokerages, the Fed decided to draw a 

line in the sand and not bail out the troubled Lehman Brothers, a 100 year old investment bank that had 

embraced the mortgage security market. 

 

Panic ensued, and by the time the smoke cleared, investors had lost half of their nest eggs, and the 

global economy was teetering on the brink of a total collapse. 
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THE GREAT BULL MARKET OF 2009 

 

 

 

 

 

 

 

 

 

 

 

 

I must admit that I’m a bit flummoxed about the recovery from the Global Financial Crisis and the great 

bull market that we’ve had ever since. Some market historians claim that this entire rally has been 

fueled by cheap money and tons of liquidity courtesy of the Federal Reserve. That might be the most 

salient explanation, but it’s certainly not the only one. 

At the low point of the Great Financial Crisis, banks were throwing everything but the kitchen sink into 

their financial statements, and as a result, bank earnings were negative on the whole. That contributed 

to the final bottom in March 2009.  

But closer to the truth was the fact that the Fed was back-stopping the banks by taking their toxic 

mortgage securities off their hands and parking them on the Fed’s own balance sheet. The question was, 

to whom will the Fed sell these toxic securities? 

Many of these securities have recovered, at least partially, from their crisis-lows. However, have you 

looked at the balance sheet of the Fed lately? They are leveraged to the hilt, and they are now trying to 

unload merchandise while raising interest rates at the same time. It’s a mess, to put it in technical 

terms. 

Furthermore, Donald Trump is jawboning the Fed to stop raising rates. Will Chairman Powell cave into 

the president’s demands? The balance sheet is a mess, and it will take heavy lifting by an independent 

Fed to correct the situation.  

 

FINAL THOUGHTS 

There are about 100 million investors in the U.S. whose life savings are at risk when the next bear 

market arrives. And the chance of another bear market happening is 100%. 
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In his widely acclaimed book, “Stocks for the Long Run” Professor Jeremy Siegel says that since 1802 all 

an investor needed to do is stay fully invested in stocks for 17 years and they would never lose money. 

Taking inflation into account, your purchasing power would be left intact. 

But few investors have the stomach to endure 17 years of being under water. Most investors today have 

a holding period of about 12 months. The average investor will likely encounter a bear market every 7 

years or so, and every 10 years the bear market will be prolonged, pervasive and pernicious. 

Siegel’s argument goes like this: Since we know from history that economic recessions and bear markets 

are a part of the landscape, and because nobody can predict when the next recession or bear market 

will arrive, the best strategy is to ignore bear markets, stay fully invested at all times, and in the long run 

you will make money. 

Here’s the problem. Professor Siegel is an academic. His views reflect an academic perspective. But most 

investors are not academics. Most investors don’t have the time or inclination to study the stock market 

like Siegel does. They go with their gut instincts and common sense. The idea that an investor would sit 

back and watch his or her life savings decline by 30-40-50% or more, and do nothing, is preposterous. 

Therefore, I set about devising ways to reduce the amount of harm caused by bear markets. I have a 

strong belief that investors should find ways to protect their life savings from the ravages of recessions 

and bear markets. 

Specifically, I work with my clients to set up a simple defensive strategy that sits on top of their primary 

strategy and is only activated when certain market conditions are met. I call this defensive overlay 

strategy Plan B.  

It can be very simple to construct, but it requires thoughtful reflection about how much financial pain 

each investor is willing to accept over the course of a full market cycle. A robust Plan B will include 

specific parameters that trigger specific actions. There is no guesswork, no emotion, and no panic.  

It’s all laid out in steps to take as the market continues to decline. My clients love this idea and it has 

saved them significant amounts of time and money over the years. 


