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in this lett-er in the"'past"'fou"r moflths:"'~-' .-:.- - .. ~ .. - ~ - .. - -.. .. 
On May 23rd, we first noted the deceleration in the astounding rise, which, at that point, had 

taken the Dow from 1300 to 1850 over an eight-month period. We also noted, the two benchmark peaks 
that had, by then, formed, the first in early March, and the second in mid-April. We noted that this 
configuration possessed at least the potential of being a top formation with an ultimate downside 
objective in the low 1600' s. (It has since, of course. broadened.) Two weeks later, on June 6th. we 
asserted that the market seemed, on an intermediate-term basis, to have reached an overbought 
position. 

The following week. on June 13th, we noted the achievement of yet a third benchmark high in most 
averages, around the end of May, and, in a fairly detailed discussion of major market in'dicators, 
pointed out, some of the divergences that were, by then, beginning to develop. We pointed out the 
poor relative action of the Transportation issues, creating a classic Dow-Theory divergence, and noted 
that breadth indices had peaked in mid-April and subsequently declined Sharply. By that time, we 
suggested, it was possible to date the sea-change in market behavior with some degree of precision, 
the transition having taken place on March 27th, when almost all major averages peaked simultaneously, 
the high in the case of the Dow having been 1849.74. 

On July 3rd, which happened to be the day after the Dow made its all-time high, we presented a 
statistical study noting the narrowing of leadership and suggested that the strength of the averages 
was masking what appeared to be considerable weakness on the part of individual stocks. The following 
Monday produced the now-famous 62-point Dow decline in response to predictions with which, in light of 
the top that had by then formed, we could not find ourselves in serious disagreement. 

We did, however, at that time, pOint out the fact that shorter-term objectives seemed to be 
centered around the 1770-1760 area. Also, in the following week's issue, we indicated that the 
free-fall phase of bear markets seldom occurs immediately after the high is reached. We noted that in 

1- ----seven~ofl.-the-"-ten .... cyc:te-=-bear=ma-rket5-since-'-t946 that, following the initial decline, the liiarke·t-L~----~-+--·I 
subsequently returned to within 2% of its previous high within periods ranging from 2 to 14 months. 
Last week, while reporting the continued long-term deterioration, we cited as yet another mitigating 
factor some evidence of rotation of leadership on the downside and also pointed out that the two major 
previous benchmark lows of early April and mid-May were, for the time being at least, successfully 
tested. As we now know, the Dow reached a low, on August, 1st, of 1763.64 and rallied, in a space of 
just under two months, to Thursday's close of 1844.91, within 3.3% of the July 2nd high. 

Now we are not, in all honesty. engaging in the above recital to prove that. in some form or 
another, we were "right" on the market. We hope that, in 30 years of market commentary. we have 
developed the humility which goes with all too often having been absolutely and gloriously wrong. The 
point we are trying to make is that, over the past 5 months, evidence concerning a plausable market 
forecast and a resultant appropriate investment policy has gradually been accumulating. What we want 
to emphasize is that nothing to contradict that chain of evidence has emerged. 

By the highs of the middle of the week, most averages had reached the upside objectives of the 
tiny bases the short period since mid-July had allowed them to form. Further basing may indeed take 
place, and we would not even be surprised by the posting of new highs in some of the major averages, 
although we would not expect the existing breadth divergence to be erased. We cited last week the 
evidence for rotating downside leadership rather than the concurrent collapse in many stocks which 
would produce serious weakness in the averages. In other words, it seems to us, the most optimistic 
scenario that can be foreseen is that the market might spend some time behaving pretty much the way it 
has since March, at the high for which month. let it be remembered, the DJIA was about five points 
away from yesterday's closing figure. Meanwhile the downside potential, if the process that has been 
going on since last Spring is indeed a distributional top. is a wee bit on the scary side. 

Formulating investment policy has always been, it seems to us. a matter of weighing risk against 
reward and we continue, at the moment, to have the feeling that the former is somewhat greater. This 
Tuesday. as th-e New York Times this morning noted. an anniversary took place--the fOUrth anniversary 
of the 1982 market bottom--which means that we have seen four extremely rewarding years. Certainly 
the sort of corrective process which would set the stage for a similar period ought not to be 
unwelcome. nor should a policy of conserving resources for that future bull market be inappropriate at 
this time. 
AWT:vf1 ANTHONY W. TABELL 
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