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It is time, we think, once again to drag out the four-year cycle, a subject which will 
not be unfamiliar to those who have perused this letter during the past few years. We think 
an understanding of the cycle is of particular significance at this juncture, since it appears 
highly likely that a major turning point in the context of this pattern will ultimately be identi
fied as having taken place sometime during the year 1982. 

We have stated in the past our view that the cycle is definitely not a statistical aberra
tion. A careful study of the Dow-Jones Industrial Average back to its inception will identify 
23 such cycles which have occurred since June, 1896. The length of the 22 completed ones 
has averaged 45 months and, with the exception of two cycles in the 1920's, the only examples 
of significant non-conformity with the pattern, all cycles have lasted between 3:l' and 55 months. 

We already know a great deal about the 23rd cycle in this series. It appears obvious 
that it began in March of 1978 at an average monthly price of 756.14 on the Dow. Its end 
(the cycle, remember, is measured from low to low) cannot have been any earlier than March 
of this year at which point the average price for the DJIA had retreated to 812.33. It is in
teresting to note that, if this turns out to be the actual low, the cycle will have justified its 
popular appellation, turning out, in this instance, to have been exactly four years in length. 

It appears equally obvious that the advancing phase of this cycle ended in April, 1981 
during which month the average price was 1004.86. That advancing phase thus consummed 37 
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vanced for 26, 32, and 21 months respectively. In contrast, the four cycles starting in June, 
1949 advanced for periods of between 43 and 48 months. 

If the cycle ended in March, those 37 advancing months will mean it spent 77% of its time 
in an advancing phase, an interesting figure, since it is exactly the average for the 22 comp
leted cycles in this century. Its declining phase will have involved a 19% drop, based on 
average prices, a figure slightly on the low side but not out of line with past history. 

What are t,he chance of the cycle's having been completed with the March low and a new 
upswing phase of a four-year cycle having begun? It is, of course, possible. As we have 
tried to suggest above, there is absolutely nothing in a March, 1978 - March, 1982 completed 
cycle which would be out of line with the pattern established by 86 years of past stock market 
history. However, a few additional points may be suggestive. 

The first is that, in the post-World-War II period as noted above, cycles have tended to
ward a somewhat longer length. The one that ended in March, 1978 was exceptionally short in 
being only 39 months long. However, of the eight cycles beginning in April, 1942 and endiI!g 
in December, 1974, six have run for 50 months or longer, and two have reached as long' as 
55 months. A 55-month cycle in the current instance would take us to October, 1982. 

Here, another historic pattern is relevant, namely the unlikelihood of a low in the mid
summer months. It would therefore seem probable that, if the low has not already been scored 
in March, it will occur within the next six weeks or be deferred until Fall with a decent, 
although failure-destined, intermediate-term rally possibly being posted over the .Summer. 

- --.....- ~~- ~~----

We tried to suggest last week the sort of market uncertainty now prevalent, with distinct 
technical improvement having taken place without stfficient accumulation to suggest an imminent 
major upswing. We are thus unwilling to eliminate the possibility of the March low's,being 
tested or slightly penetrated during the next few months. Were such testing to occur under 
the usual climactic conditions of extreme pessimism, it would be well to remember the market's 
current position in the four-year cycle picture, i. e., in the general area of a major bottom. 
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