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ket had-, during 1978 and 1979, provided a vehicle by which real purchasing power could have 
been preserved in the face of rampant inflation and other disruptions. We stated that the crucial 
question for a forecast centered around whether this would continue to be the case during 1980. 
We believe that it will be. 

To a great extent, our reasons for this feeling are based on negative rather than positive 
elements. Let us consider for a moment precisely what equity markets have had to contend with 
over the past couple of years. There has existed, first of all, the unprecedented inflation referred 
to above. Exacerbated by this inflation, interest rates climbed to record levels throughout almost 
all of 1978 and 1979, only to have the noose tightened yet another notch by the shift in Federal 
Reserve policy this fall. Monopolistic OPEC pricing practices have escalated the rise in energy 
costs to almost crisis proportions, and, while all of the above was going on, we have been treated 
to, if not an actual recession, a two-year-long series of advertisements of a recession impending. 
Finally, on top of all of the above fundamental disruptions, there emerged this fall a madman in 
the Middle East rattling the sabers of possible war. Throughout all of this, the stock market has, 
at least, not gone down. 

The reasons it has not gone down are, we think, clear if one takes a long enough historical 
view. The fact is that, by the middle 1970's, stock prices had reached levels generally attained 
only at quarter-century intervals, levels which, in the past, we now know, have discounted im-
pending disaster. Under these circumstances, it was at least believable that the market could, as 
it did, survive a string of events which, in other times and places, would have been sufficient to 
send it into the worst sort of tailspin. 
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the 19'74':' 76 rebound,- and a consequent difficulty in recognizing the fact, as we pointed out last 
August, that a new stock market cycle, in all probability, began in March of 1978. Our belief in 
this cycle identification leads, we think, to further grounds for optimism. It is extremely diffi-
cult to square the suggestion of a market top in 1979 with a cyclical bottom in March, 1978. In 
order to do so, one would have to posit a cycle either shorter than all other such cycles in this 
century or with a shorter advancing phase than all but three. It would be necessary to visualize 
a cycle which produced the second smallest rising phase on record and a third consecutive cycle 
that failed to achieve a new high, a phenomenon that has not occurred in the 20th century. This 
leads to the likelihood, in our view of the currently available evidence, that the previous highs 
for the major averages, the 1978 high of 907.74 on the Dow, and the 1979 high of 111.27 for the 
S & P 500, are likely to be exceeded some time in 1980. 

It is the timing of that occurrance and, consequently, the shape that the 1980 market pattern 
is likely to take that appears to be the most uncertain element in the picture. As this is written, 
we continue to hold a fairly optimistic view as far as the short-term outlook is concerned. We 
expect, in other words, a conventional year-end rally, one which will carry forward to somewhat 
higher prices in the early part of the upcoming year. The real question is whether, in view of 
tpe technical damage done during October, it might then be necessary further to test the 800 
level and build a base for a broader advance in the second half of 1980. Such an eventuality 
would be consistent with the election-year tendency discussed here a couple of months ago. Could 
the market extend the year-end rally to and through the 900 level, and in the process, correct the 
potential breadth divergence caused by this fall's decline, the resulting pattern could be favor-
able indeed. The suggestion then would be that .the current cycle would turn out to be fairly .' 
conventional in extent, extending in time throughout most of the year ahead and ·leading ultimately 
to considerably higher prices. The strength of the year-end rally, a subject which we will discuss 
next week, will be an important clue in determining which of the above two eventualities ensues. 

We noted above that the market has spent two years ignoring highly negative fundamental 
factors. Should those fundamental factors prove, during 1980, to be less serious than analysts 
now foresee, the technical potential exists for a very good year indeed. 
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