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How low can we go?

The underpinnings of the equity market have been deteriorating over the last six months. We have
seen the housing sector falter, the sub prime mess, commaodity prices rally, gasoline over $3.00 a gallon,
the dollar falling, and the list goes on. The Fed has tried to buoy the market with rate cuts but they have
not thus far helped stem the tide. What do the cycles tell us?

The cycle projections point to a potential low near the end of January. But will a bull market begin af-
ter that low? The answer can be seen in the longer cycles. The monthly chart to the left is a synthesis of
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bring the market down 16-20% from
the highs. We are currently down about 12%, which means there is about 3% to 8% to go. Our initial low
is due in January based upon the shorter cycles and then a potential rally, which should be a bear market
rally.

With commodity prices continuing to rally and the cycles in commodities still up the next shoe to drop
will be interest rates. We have put in a 60-year low and then rates should begin to rise, once the Fed gets
out of the way. If that happens, then it will put a lid on the stock market; which is exactly what we ex-
pect. Gold is still expected to top $1000 an ounce and Crude to rally into the summer to as high as $120 a
barrel. The one damper on all of this would be a recession; but at this point we expect stagflation and not
significantly lower prices. The recession should not last long unless it hits the rest of the world hard.
Presently this is not expected. We also expect the US dollar to move sideways and interest rates to hold
in a tight range. Interest rates should begin to rise in the spring. ..
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