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November 29, 1985 
Thanksgiving, 1985 should have been a particular occasion for stock-market investors to 
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advance;haVingAposted 'newall-time highs on -the holiday eve. 'As a group, however, investors may 
not, in fact, have been sufficiently appreciative, as suggested in the lead story in Wednesday's 
Wall Street Journal, which called the recent advance a "strange rally" and noted that "Stocks Have 
Climbed, but Usual Euphoria Seems Oddly Absent". 

We confess that we agree, in large part ,with the Journal article. Our own investment ca
reer spans the bull markets of the 1960's. John Brooks, around that time wrote a book, about an
other stock-market period, entitled Once In Golconda, explaining the title by saying, "Golconda, 
now a ruin, was a city in southeastern India where, according to legend, everyone who passed 
through got rich. A similar legend attached to Wall Street between the wars." The mid-1960's 
attitude was not all that dissimilar. 

Our own reading of the current level of Wall :lit reet euphoria would place it at a point on 
the scale not too far removed from that of the early 1950's. Shortly before that time, the writer's 
late father ventured the opinion in this letter that the Dow-Jones Industrial Average, then below 
200, would ultimately surpass its 1929 high of 386. He later revised this to mention a specific tar
get of over 500 by the mid-1950's. For this, he earned a reputation as some sort of kook --- or 
whatever the 1950's equivalent of a kook was. The prevailing Street attitude in those days, with 
most of its luminaries having undergone the dismal 1930's as their formative years, was that signifi
cantly higher prices were not only unlikely --- they were unthinkable. 

The Journal in its Wednesday article, was at least able, after, we suspect, a fairly inten
sive search, to discover a number of analysts who were at least willing to talk about higher levels. 
One suggested a Dow gain of 800-1000 points over the next five years, and the venerable John 
Templeton noted the possibility of a 3000 Dow by 1991. The point is that these predictions, on the 
high end of the current optimism scale, are not particularly startling. 1000 points on the Dow in 
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just under 13% on an annual basis. Both figures are above the long-term rate of return offered 
by the stock market during this century, but not by wldly unrealistic amounts. An inspection of 
stock-market history will show any number of five-to-six year periods when the total appreciation 
on the Dow was well in excess of that figure. From 1949 to 1956, for example, the annual percent-
age appreciation for the average was 18!%. 

In our own view, a workable hypothesis for making long-range projections is that a secu
lar bull market 'lxisted from 1949 until 1966, a 17 -year timespan. We also thinK it arguable that a 
watershed low, similar to 1949, occurred in 1974, following which 17 years takes us to 1991. The 
1949-66 rate of growth was 11. 38%, and a similar rate would have us, in 1991, at 3592. 

Our own technical work confirms the possibility of such higher upside objectives. The 
upside target based on the 1978-1982 accumulation is 1700, and this is confirmed by the 1984-1985 
formation. A longer-term projection, taking 1966-1982 as a base, suggests 2600, and higher figures 
will probably become reachable from new bases formed along the way. 

However, while we are perfectly willing to go along with long-term suggestions of a higher 
stock market, we are not sure that they help solve the major dilemma facing investors at the mo
ment. That dilemma centers on whether or not the long-range objectives are going to be attained 
in a more or less straight line from current levels, or whether the advance will be interrupted by 
another cycle bear market, mild perhaps, but a bear market nonetheless. Readers of this letter 
are well aware of our own inclination toward the conventional view that the current cycle, having 
begun in August, 1982, is currently in a mature stage, and that there exists the possibility that 
the road whose destination, we fully agree, is a much higher market in the 1990's may involve a 
detour of fairly significant proportions. It is our hope that technical evidence, as it develops 

_ ~ over the short termC. will_pr,ovide the dilemma's resolution. ___ . 
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