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As we ~iioted A last week, the time has arrived for our customary year-end -forecast,. and we find 

the crystal ball for 1984 a bit more clouded than was the case a year ago. At that time, the occurrence 
of a typical bull-market takeoff in August, 1982 was well documented, and we were thus able to fore
cast, with the Dow at 1041, that "1983 will be a good market year." We noted that "there exist reason
able upside targets in the mid-1300's" and that "the Dow, by the end of 1983, could well have made 
substantial progress toward that goal." With an intra-day high of 1296.95 having been attained last 
month, that particular projection wound up reasonably close to the mark. 

This year, as noted, presents a more difficult case. In our review last week, we summarized 
market action from August, 1982 through June, 1983 as being the typical fabric of a bull market. The 
problem in looking ahead to next year lies in interpreting the desultory action which has occurred since 
that time. Either the second-half drabness is simply a necessary corrective process to the upside fire
works which preceded it or a top formation of some importance. We are, in other words, approaching 
the fundamental question, "What are the probabilities that the bull market is effectively over?". 

It is always necessary to look at market swings in terms of both time and amplitude. From the 
former perspective, it seems highly unlikely that the upswing which began in August, 1982 should be 
coming to an end at this early stage. From the latter point of view, however, the prospect appears 
more plausible. Let us summarize where we stand today. August, 1982 began the 24th major stock
market cycle since 1896. As of December, 1983, it is only 16 months old and the average length of such 
cycles, measured, remember, low to low, is 45 months, with the shortest on record being 26 months. 
The Dow to date has advanced for only 15 months, and there exist only four cycles out of the previous 
23, none since 1938, where the total number of advancing months has been less than 15. The shortest 
post-World-War-II advancing phase was 26 months, beginning in October, 1966. Moreover, the cycle, 
minimallv_L.should spend 55-60% of its life (as much as 90%) advancing. If the 15-month advance so far 
means the 'cycle is more tllan half over, It woula-15e one of me shortestI'il1l:jOl'O!lnrket-cyclelrOn-record-:--"'-'-
Very simply, the timing appears drastically wrong for a major top starting to build in late 1983-early 
1984. 

Yet we have had, so far, a 66% advance. There are numerous major advances on record which 
have wound up falling short of this mark, and it is indeed necessary to go back to 1953-1956 to find a 
bull-market upswing (104%) which exceeded it by any significant margin. We have, furthermore, moved 
to 126% of the previous high chalked up in April, 1981. While this falls short of the kind of advances 
recorded in the 1950's and 1960's, it is considerably better than the four most recent cycles. To the 
extent that further upside potential exists in the current bull market, therefore, it will be in the upper 
range of past historical experience. 

What then of our forecast? For the time being, we prefer to let the timing argument carry the 
day and are willing to proceed on the assumption that what started in June does not constitute a top 
formation. There exists ample historical precedent for a lengthy pause during the course of an upswing; 
much along the lines of the six-month trading range we have seen to date. Seven of the last eight 
cycles have seen such pauses. They have been as short as five months, involving corrections of as 
little as 7%, on the order of what we have seen to date, and they have, as well, inVOlved corrections 
as deep as 17%. The aftermaths of such pauses have, likewise, been varied, but in all cases the Dow 
was able to equal the previous highs ,and in most cases it exceeded them comfortably. 

Our current working hypothesis, therefore, calls for the recent sideways trading range to end 
sometime in 1984, possibly with a bit more corrective action than has already taken place. We would 
expect, however, that 1984, once this corrective process is over, will see new highs. We would not, 
however, in the light of current evidence coupled with the extent of the advance so far, expect those 
highs to be significantly greater than the peaks already achieved. 

It is J moreover, in the case of any forecast, appropriate to reserve the .right ... of revision, and 
we think it especially appropriate in this case. There has, without a doubt, been extensive market 
deterioration since June, and we have been pointing it out with great regularity in this letter. If this 
deterioration continues well into the new year, the likelihood of the upside phase of the current cycle 
being at an end would become much greater, even with the almost total lack of historical precedent for 
a major top at this early point in time. 
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A VERY MERRY CHRISTMAS TO ALL 
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