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BULL MARKET EXTENSIONS Q&A

I've gotten several questions in response to my “Bull Market Extensions” piece.

The two most commonly-asked questions and my answers to them follow.

Does this mean you've abandoned your assumption that the market is going to make a

Four-Year Cycle low during the first half of next year?

No - just that the probability of a Bull Market Extension has increased to the
point where we need to consider it as a real possibility. We can’t rule out an on-
schedule Four-Year Cycle low yet, though, because two prior Bull Market Extensions
were followed by very severe albeit very brief declines: the 41% decline in 1987 took
place in just two months, for example. Meanwhile, the 1961-1962 decline of 29% took
only seven months to run its course - and the long topping-out process following the
actual high meant that the market staged a 28% decline during just the last 14 weeks of
that seven-month period. This is a horribly-insignificant statistical sample, of course, so
I'm not sure if we should draw any really strong conclusions from it - and in any event

the Four-Year Cycle lows occurred well after their scheduled times in both cases.

The previous Bull Market Extensions saw the market make its high at or after the time
when the Four-Year Cycle low was supposed to occur (more than a year afterwards, in fact, in
2007). Does this mean the market has a green light through the first half of next year?

Not really - a sample of three, again, is a horribly-insignificant one. So while a
green light through the first half is possible (as the late Stan Berge always reminded us,
we are dealing with probabilities, not certainties) I wouldn’t say it’s probable. I should
also point out that topping processes are often long, drawn-out affairs where the market
hovers pretty close to the actual high for some time. In 1962, for example, the Dow-
Jones Industrials” high of 740 was made in mid-December of the prior year, but it traded

as high as 727 in mid-March before plunging to a June 25 low of 525.
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The Market Now. The market staged a pretty steep short-term correction in late
October but never generated the 90% downside day that would have indicated that the
decline could be something that had longer-term implications. = The market
subsequently made a nice short-term reversal pattern and has now completed that
pattern, although the internals suggest that the current rally is much more likely to be
part of a top-building process than the start of a new leg to the upside. In any event, we
are still waiting for the 90% downside day that would tell us that the market may finally
be responding to the internal negatives plus the fact that we are dangerously late in the
Four-Year Cycle - which would especially be the case if that 90% downside day comes
relatively early in what would otherwise quite possibly be just another short-term

decline.

Fidelity Sector Funds. 79% positive vs. 64% a week ago. Switching program
holdings: #4 Consumer Finance, #17 Biotechnology and #23 Banking.

The Election According To Intrade. The current probability that Obama will be
re-elected as compared to what it was last time: 67.2%, up 6.0%. The current probability
that he will carry key states: Florida, 31.5%, down 1.6%, and Ohio, 67.4%, up 8.3%.

We will publish a state-by-state tally of the Intrade markets Monday night so that
you can judge for yourself if our faith in Intrade’s predictions that has been derived
from following it very closely during the last two Presidential elections is justified or

not.

-- Walter Deemer
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