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In light of the historical declines and technical conditions generated by financial markets over the last few 

weeks, we took another look at some of the more significant correction cycles and crashes in the stock 

market’s long history, aligning our current glide path against these periods to uncover possible, not 

necessarily probable, outcomes going forward. This exercise is not meant to make exacting comparisons or 

predictions, but to learn from past cycles about what the markets might be capable of in the months ahead. 

In the charts that follow, the white line represents the historical correction cycle being observed and the 

yellow line represents the current S&P 500. Recessions are shown in red and are based around the historical 

period (white line). 

BIG BASES 

The 1946 Analog 

For a while, this has been our base-case analog for the 

current secular market cycle, although the effects of the 

COVID-19 pandemic have now blown out the trading 

range that was in place since the late-2018 market 

correction (Christmas Eve Crash, 2018). 

This period in history was similar in many respects to what 

we had been experiencing over the past several years prior 

to the outbreak of the coronavirus pandemic—the U.S. 

had emerged from a deflationary bear cycle (the Great 

Depression) and was now transitioning to a period of 

reflationary growth as a ‘boomlet’ demographic cohort 

(the GI Generation) returned from the war in big numbers 

and entered the workforce and its household and family 

formation years.  

At the same time, interest rates, which had been declining 

since the late 1920s, were now at new historic lows and 

showing signs of bottoming. Against this backdrop, a few 

missteps by the Federal Reserve prematurely lifted rates, 

triggering in part the market crash of 1946 (a -24% 

correction for the Dow Jones Industrial Average). 

 

After this, the markets entered a prolonged ‘basing’ period 

which we can see in the chart above as an elongated 

trading range. Volatility during this period was high as 

Americans faced the 1948 election ahead, and the market 

multiple (P/E ratio) was pressed into the single digits by 

1949. From there, the markets sprang into a new secular 

uptrend, complete with rising interest rates, all the way into 

1964-1966. 

Without the introduction of the coronavirus black swan 

into our current cycle, we believe U.S. small-caps would 

still be following this same glide path closely. In fact, 

despite the events of the past few weeks, and the 

uncertain future they bring, we believe it is still highly likely 

that the markets can bottom in the weeks ahead and 

resume this sideways “U” shaped stabilization pattern 

before we see resumption of a secular bull market. 
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1929 and the Great Depression 

 

The symmetry of our current market (yellow) leading up to, 

and directly following, the crash of 1929 (so far) makes one 

take pause; however, the underlying market cycles do not 

entirely align with where we believe the U.S. is today.  

The ‘Roaring Twenties’ was a deflationary bull market 

(multiple expansion against declining interest rates, coming 

after a peak in interest rates) with a ‘new economy’ 

(technology based with automotive, assembly line, and 

industrial manufacturing) and new financial products 

(investment trusts) driving valuations to extreme levels and 

ultimately creating a bubble by decade’s end. We believe, 

therefore, that the 1982-2000 secular bull market more 

closely fits the profile here, where information technology 

once again fueled a new economy against declining yields, 

after their peak in 1982, and pushed the multiple on 

benchmarks like the S&P 500 to extreme levels by 1999 (> 

40X’s at one point vs 22 at our recent peak in February 

2020). From 1929 into 1932, the Dow lost roughly 89% of 

its nominal value, and in similar fashion, the NASDAQ 

Composite declined more than 70% from its peak in 1999-

2000 into its final lows of 2003. 

While we understand that ongoing uncertainty 

surrounding the coronavirus will likely lead to more 

volatility in the weeks ahead, and lower levels on 

benchmarks like the S&P, we do not believe it will lead to 

the type of losses sustained during the 1929-1932 

correction for the Dow at this time. However, we do see 

individual stocks and sectors now experiencing losses that 

exceed -40% or more. 

 

 

 

 

 

The 1938 Crash and Recession 

 

The recession of 1937-1938 occurred during the Great 

Depression just as the American economy was recovering 

from the recession and depression of 1929. Industrial 

output and economic activity were approaching pre-crisis 

levels when in 1936-1937, the Fed doubled reserve 

requirement ratios to soak up banks’ excess reserves and 

curb the expansion of credit—high leverage was thought 

to be one of the causes of the prior bubble of the 1920s. 

Historians believe a contraction in the money supply, 

triggered by Federal Reserve and Treasury Department 

monetary and fiscal policies, was one of the causes for this 

downturn, considered by some to be the third worst in 

history. According to Bloomberg data, the S&P benchmark 

declined by roughly -55% from 1937 into 1942 as interest 

rates continued to fall, although within a volatile path. By 

1942, the U.S. had been pulled into World War II and a 

final low in the stock market had been achieved. 

We can see in the above chart that in the aftermath of the 

initial crash of 1937-1938, the markets traded sideways with 

big, volatile rallies throughout 1938 and the early 1940s 

(right side of chart) as geopolitical and macro uncertainty 

mixed with ineffective monetary and fiscal measures. The 

base of the 1938 correction shows some symmetry to that 

of the mid-1940s period, grinding out a “U” bottom before 

a new secular uptrend was launched. In our view, it is 

possible that this type of market recovery is what investors 

can expect in the months ahead. 

 

 

 

 

 

SHORTER ORDEALS 
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The Flash Crash of 1962 

 

The flash crash of 1962 occurred in May, where on the 28th 

of that month the S&P declined -6.7% in one session. At 

the time, it was the worst single day decline since 1933. 

Initially touching down in June, the markets retested the 

lows four months later in October before resuming their 

secular uptrend. That particular bull market (1949-1966) is 

one we cite often, noting its unique characteristic of being 

a ‘reflationary’ expansion cycle—it was a secular bull 

market (multiple expansion) against a rising interest rate 

environment (10-year note yields went from 1% in the mid-

1940s to around +6-7% by the mid-to-late 1960s)—and it 

is still one of the potential scenarios we see for our current 

market’s future in the years ahead (multiple expansion 

against bottoming/rising yields). 

The Crash of 1987 

Still the worst single day of trading in the market’s history 

(-22.6% for the Dow on October 22, also known as Black 

Monday), the 1987 crash was more of a ‘technical glitch’ 

blamed by many on the recent introduction of computer 

technology like program trading against an explosion in 

popularity of derivative vehicles, such as index and futures 

options used for portfolio insurance. The exchanges 

installed circuit breakers after this crash which are still used 

today, although modified. 

 

 

The chart above shows a condensed double-bottom that 

formed quickly between the October lows and early 

December lows. Thereafter, the markets relaunched their 

secular bull cycle that began in 1982. The highs prior to the 

crash were tested and broken by July-August of 1989. 

To date, the secular bull market of 1982-2000 remains one 

of the biggest secular expansion cycles this market has 

ever experienced, driven by a combination of low 

valuations (7-8X’s for the S&P in 1982), emerging 

demographics (the Baby Boom cohort), the beginnings of 

easy monetary policy (declining interest rates from their 

peak in 1982), and massive advances in technology. The 

benchmark S&P 500 traded from a low of around 100 in 

the early 1980s up to 1500+ by 1999-2000 for a nominal 

gain of roughly +1,450%. 

We understand that there are many historical examples 

one could cite as possible analogs to today’s market 

action, such as the first Gulf War Crisis or the 1998 

Emerging Markets Crisis; however, the purpose here was 

to show potential paths the markets could take as we 

make our way (not only financially, but socially and 

culturally) through this current crisis.  

What all of these examples demonstrate is that this 

correction cycle too will eventually pass. Given the 

underlying drivers of valuation, demographics, and 

financial cycles that remain in place underneath the 

surface, we believe it will likely evolve into another 

significant secular bull market in the years ahead. 
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