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History Doesn’t RReeppeeaatt Itself 

...But It Often  
February 2022 by David Walter 

 

Our headline today is attributed to Mark Twain, and it’s as relevant today as it has ever been. 

As I’ve often stated in these letters over the last few years, markets have been in an 

unprecedented bubble. Fueled by Central Bank monetary liquidity and exacerbated by 

technology creating an era of new market structure, this one has been one for the ages. 

Simply put, market trends, both long-term and short-term, have been extended by the 

proliferation of algorithmic trading, artificial intelligence, high frequency trading, etc.  In bull 

trends, buying feeds on itself, and the reverse happens on the downside—just much faster. 

Fundamentals eventually come back into fashion, but investors can go bankrupt while waiting 

for that to happen. 

Laid out below, we aim to show that the year 2022 may be the beginning of a bear market of 

historical importance. All the pieces are not yet in place to give the “batten the hatches” signal, 

but there have been enough warning signs so far to become very cautious. Over the last six 

months, we have advised acting so. 

Here’s why it’s time to worry: 

Bear market beginnings are frustratingly difficult to identify. New bull markets have V-shape 

beginnings and resemble a rocket coming off a launch pad. Bear markets can take several 

years to develop and resemble a broadening top formation. Here’s a summary of why it’s time 

to start getting ready for the coming market winter. My reasons are listed by those already 

confirmed, followed by those yet to turn over. 

1. “New Era” stocks and funds blasting off after the beginning of the pandemic have been 

destroyed in terms of market declines. Zoom, Peloton, Teladoc, Fastly, Roku, and many 

more have seen declines of 60-90% in the space of the last twelve months. Nothing has 

changed in their future fundamentals; it’s merely that the money printed by Central 

Banks fueled their rise. “New Era” thinking and big banks pushed many of these to 

parabolic levels. It has been similar to 1998-2000 and “new era” internet stocks. We 

know how that ended. Many of those stocks experienced similar declines, but have 

gone on to rise 10-40 times since. 
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2. Margin interest is an important part of identifying market tops. It’s the speculation 

factor. Many “new era” stocks were fueled by borrowing on margin. Once margin 

interest flips over and goes below a certain percentage of GDP, it means the end is 

near. It has flipped already. 

3. Consumer confidence is the lowest it’s been in a long time. 

4. Large banks are sending mixed signals. Some are saying it’s a great time to buy and 

others that the correction has more to go.  

Here are the indicators that are not yet confirmed: 

1. Mega-caps which I’ve often spoken of, have not yet confirmed the beginning of a bear 

market. Some, like Facebook and Netflix, are in bear markets. Others, like Apple, 

Microsoft, and Google are in corrections territory, but are not yet in bear markets. Due 

to their heavy capitalization in markets, when these go, the whole market will go. 

2. Housing has not yet rolled over. If interest rates continue higher, it will. To boot, parts 

of the housing market are in their own bubbles. Large home builders like Toll Brothers, 

Pulte, etc. are in corrections, and if they continue down, the housing market will follow. 

3. Look for balance sheet tightening by the Fed. As I’ve said in the past, I have serious 

doubts about this happening. The Fed may continue to raise interest rates this year, but 

balance sheet tightening, either forced by markets or unforced, will confirm the bear 

market. 

4. The end of bull markets is often marked by a big rise in commodity prices. We’ve 

already seen that in many commodities, both agricultural and oil. Gold and other 

precious metals are now following.  

5. Long term market technical indicators in the major indexes have not yet rolled over. 

This is due to market weighting of the big technology companies. As previously 

mentioned, when they roll over, the bear market will have started. 

As I said at the beginning of this letter, bear markets can be frustrating to identify. Analysts 

who are early look foolish. Jeremy Grantham and others come to mind. Warren Buffet has 

been quiet, but he has amassed a cash hoard of 150 billion bucks to scoop up bargains when 

the eventual bottom comes about. Value oriented private equity and venture capitalists have 

slowed down their activity. Those who are more emotion-driven continue to buy. 

Maybe all the markets need will be a trigger to ignite the bear market and have the last 

remaining holdouts roll over. Think Russia and Ukraine. Or, it’s still possible that this is 

another deep correction with higher market levels yet to come. No matter what, our portfolio 

cash levels have been raised to appropriate levels. 

To borrow a term from the Covid pandemic: We will “follow the data and the science.” As 

more pieces fall in place for a bear market, we will advise accordingly.  
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